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While US GDP has remained resilient, the labor market is showing signs of stress.1 

August’s weaker employment report and sharp downward revisions to May and 

June as well as a significant downward revision of total jobs added between 

March 2024 and March 2025  point to a potential turning point in the cycle.2

This labor market softening comes as tariff-related cost pressures keep inflation 

risks elevated, creating a difficult policy backdrop.3 It appears that companies have 

largely been absorbing the cost of tariffs so far or planned for them by purchasing 

inventory ahead of the US announcement in early April 2025.4 However, questions 

linger about who will ultimately pay the cost of tariffs going forward. If companies 

continue to absorb the cost, it could impact profit margins and ultimately the stock 

market, as well as further weigh on the labor market and overall economic growth.5 

If instead they are passed on to consumers, that could hurt spending and also the 

broader economy.6 The most likely path will probably be some combination of the 

two. Despite recent comments by the Federal Reserve (The Fed) that tariff-related 

inflation may just cause a one-time bump in prices, the fact remains that inflation is 

still above the Fed’s target.7

The Fed is tasked with navigating the dual challenges of maximum employment and 

price stability, yet the trade-offs have become increasingly complex. Specifically, 
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cutting rates too aggressively to support the labor market could reignite inflationary 

pressures, while keeping policy too tight to combat inflation risks accelerating job 

losses and weakening consumer demand. In this environment, policy missteps carry 

high stakes, and maintaining credibility will be critical to anchoring expectations.8

To this last point, a growing concern is the challenge to Federal Reserve independence 

potentially posed by the Trump administration.9 Pressure on Chair Powell to lower 

policy rates and/or resign from his position, uncertainty over the next Fed chair, and 

the prospect of additional board appointments amidst a push to remove Federal 

Reserve Governor Cook10, has heightened the risks of partisanship shaping policy 

decisions. 

When a central bank is perceived as lacking independence, it undermines the 

credibility of the institution, making it difficult to anchor inflation expectations and 

maintain market confidence. If investors perceive that rate decisions are subject 

to political interference, they may demand higher yields on government bonds, 

increasing borrowing costs and destabilizing financial markets.11

To date, while markets have seen bouts of volatility surrounding the rumors of 

potentially removing Chair Powell and Governor Cook from the Federal Open Market 

Committee, they have largely been more reactive to the incoming economic data.  

The interest rate futures curve over the last few months details this dynamic.12

8 �Source: Federal Reserve, Chair Jerome 

Powell, “Monetary Policy and the Fed’s 

Framework Review,” Speech at Jackson 

Hole Meeting August 22, 2025.

12 �Source: Wall Street Journal, M. 
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Uncertainty About Path of Rates,” 

August 30, 2025. 
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Federal Funds Futures 

Contracts Curve (Implied 
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Source: Bloomberg.
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10, 2025. 

10 �Source: Wall Street Journal, Editorial 

Board, “Fed’s Independence Goes to 

Court,” September 10, 2025. President 

Trump’s attempt to fire Federal 

Reserve Governor Lisa Cook in August 

2025, citing alleged mortgage fraud, 

marked the first such removal attempt 
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triggered a legal battle over whether 
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Fed governor “for cause.” 

11 �Source: Federal Reserve History, M. 

Bryn, “The Great Inflation 1965 – 1982.” 

In the 1970s, the Fed, under pressure 

from the executive branch, kept rates 

too low for too long, which allowed 

inflation to spiral and eroded public 

trust in the central bank’s ability to 

manage price stability. The resulting 

stagflation was costly and required 

sharp, painful rate hikes in the early 

1980s to restore credibility. This period 

serves as a cautionary tale about the 

dangers of compromising central bank 

independence.

2.50

2.75

3.00

3.25

3.50

3.75

4.00

4.25

4.50

4.75

12
/2

02
4

02
/2

02
5

04
/2

02
5

06
/2

02
5

08
/2

02
5

10
/2

02
5

12
/2

02
5

02
/2

02
6

04
/2

02
6

06
/2

02
6

08
/2

02
6

10
/2

02
6

12
/2

02
6

02
/2

02
7

04
/2

02
7

06
/2

02
7

08
/2

02
7

10
/2

02
7

12
/2

02
7

02
/2

02
8

04
/2

02
8

06
/2

02
8

08
/2

02
8

10
/2

02
8

12
/2

02
8

02
/2

02
9

04
/2

02
9

06
/2

02
9

08
/2

02
9

10
/2

02
9

12
/2

02
9

02
/2

03
0

04
/2

03
0

06
/2

03
0

08
/2

03
0

Im
pl

ie
d 

Fe
de

ra
l F

un
ds

 R
at

e

12/31/2024 9/19/2025

3.7% Expected Terminal Rate

2.8% Expected Terminal Rate

https://meketa.com/


MEKETA.COM   |  ©2025 MEKETA INVESTMENT GROUP PAGE 3 OF 4

To explore our global macro perspectives, including Parsing 

the One Big Beautiful Bill Act, Modern Mercantilism, and Trade 

Wars: Rough Seas Ahead, visit meketa.com/thought-leadership.

Trade Wars: Rough Seas Ahead

https://meketa.com/leadership/trade-wars-rough-seas-ahead/

Parsing the One Big Beautiful Bill Act (OBBBA): Big in Scale, Broad in Impact

https://meketa.com/leadership/parsing-the-one-big-beautiful-bill-act-obbba-big-in-scale-broad-in-

impact/

Indeed, at the beginning of the year, policy rates were expected to be cut to just 

under 4.0%.  Now, markets are suggesting an additional 1.25% of policy easing to a 

level of roughly 2.75% will be needed over the next year.13

The Federal Reserve finds itself in a difficult position, facing a combination of weak 

employment data, elevated inflation, and uncertainty around trade policy. While 

softening labor markets might typically justify rate cuts, doing so amid persistent 

inflation and political pressure could undermine confidence in the Fed’s commitment 

to price stability. If investors also begin to question the Fed’s independence or 

suspect it is responding to political pressures rather than economic fundamentals, 

longer-term yields could rise even as the Fed cuts short-term rates, leading to a 

counter-productive steepening of the yield curve. Such a dynamic would tighten 

financial conditions and weaken the intended stimulus, complicating the Fed’s policy 

transmission and credibility.

Modern Mercantilism: Trade, Technology, and Strategic Power in the 21st Century

https://meketa.com/leadership/modern-mercantilism-trade-technology-and-strategic-power-in-the-

21st-century/

13 �Source: Chicago Mercantile 

Exchange as of September 11, 2025. 
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Important Information

THIS REPORT (THE “REPORT”) HAS BEEN PREPARED FOR THE SOLE BENEFIT OF THE 

INTENDED RECIPIENT (THE “RECIPIENT”). 

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF THIS 

REPORT, AND IT IS NOT OUR FUNCTION OR RESPONSIBILITY TO UPDATE THIS REPORT. THE 

INFORMATION CONTAINED HEREIN, INCLUDING ANY OPINIONS OR RECOMMENDATIONS, 

REPRESENTS OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS REPORT AND IS SUBJECT 

TO CHANGE AT ANY TIME. ALL INVESTMENTS INVOLVE RISK, AND THERE CAN BE NO 

GUARANTEE THAT THE STRATEGIES, TACTICS, AND METHODS DISCUSSED HERE WILL BE 

SUCCESSFUL.

THE INFORMATION USED TO PREPARE THIS REPORT MAY HAVE BEEN OBTAINED FROM 

INVESTMENT MANAGERS, CUSTODIANS, AND OTHER EXTERNAL SOURCES. SOME OF THIS 

REPORT MAY HAVE BEEN PRODUCED WITH THE ASSISTANCE OF ARTIFICIAL INTELLIGENCE 

(“AI”) TECHNOLOGY. WHILE WE HAVE EXERCISED REASONABLE CARE IN PREPARING THIS 

REPORT, WE CANNOT GUARANTEE THE ACCURACY, ADEQUACY, VALIDITY, RELIABILITY, 

AVAILABILITY, OR COMPLETENESS OF ANY INFORMATION CONTAINED HEREIN, WHETHER 

OBTAINED EXTERNALLY OR PRODUCED BY THE AI.

THE RECIPIENT SHOULD BE AWARE THAT THIS REPORT MAY INCLUDE AI-GENERATED 

CONTENT THAT MAY NOT HAVE CONSIDERED ALL RISK FACTORS. THE RECIPIENT IS ADVISED 

TO CONSULT WITH THEIR MEKETA ADVISOR OR ANOTHER PROFESSIONAL ADVISOR BEFORE 

MAKING ANY FINANCIAL DECISIONS OR TAKING ANY ACTION BASED ON THE CONTENT 

OF THIS REPORT. WE BELIEVE THE INFORMATION TO BE FACTUAL AND UP TO DATE BUT 

DO NOT ASSUME ANY RESPONSIBILITY FOR ERRORS OR OMISSIONS IN THE CONTENT 

PRODUCED. UNDER NO CIRCUMSTANCES SHALL WE BE LIABLE FOR ANY SPECIAL, DIRECT, 

INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES OR ANY DAMAGES WHATSOEVER, 

WHETHER IN AN ACTION OF CONTRACT, NEGLIGENCE, OR OTHER TORT, ARISING OUT OF OR 

IN CONNECTION WITH THE USE OF THIS CONTENT. IT IS IMPORTANT FOR THE RECIPIENT TO 

CRITICALLY EVALUATE THE INFORMATION PROVIDED.

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD-LOOKING 

STATEMENTS,” WHICH CAN BE IDENTIFIED BY THE USE OF TERMINOLOGY SUCH AS “MAY,” 

“WILL,” “SHOULD,” “EXPECT,” “AIM,” “ANTICIPATE,” “TARGET,” “PROJECT,” “ESTIMATE,” “INTEND,” 

“CONTINUE,” OR “BELIEVE,” OR THE NEGATIVES THEREOF OR OTHER VARIATIONS THEREON 

OR COMPARABLE TERMINOLOGY. ANY FORWARD-LOOKING STATEMENTS, FORECASTS, 

PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT ARE BASED UPON CURRENT 

ASSUMPTIONS. CHANGES TO ANY ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON 

FORWARD-LOOKING STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS. 

ACTUAL RESULTS MAY THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS, 

PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT.

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE. PAST 

PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
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