
Bond markets lean 
into income as growth 
moderates

As global trade tensions persist and 
economic growth moderates, fixed 
income markets face both challenges 
and opportunities. While tariff-related 
uncertainty continues to weigh on growth 
prospects, historically attractive yield 
levels across fixed income sectors offer 
compelling entry points for investors. The 
U.S. Federal Reserve and other global 
central banks are poised to implement 
rate cuts, creating a supportive 
environment for fixed income returns 
despite ongoing market volatility.

KEY TAKEAWAYS:
• Global growth is slowing due to trade tensions 

and tariff uncertainty, though a U.S. recession 
remains unlikely with resilient labor markets and 
healthy balance sheets.

• Central banks globally are shifting toward 
monetary easing, with the Fed expected to deliver 
two cuts by year-end 2025.

• High starting yields provide attractive income 
potential, with higher-quality spread sectors 
offering better resilience in a slowing economy.

TARIFFS WILL LIKELY SLOW  
GLOBAL GROWTH

Global trade tensions remain at the forefront 
of market concerns, driven by the evolving 
tariff landscape. While current tariff levels 
have moderated from President Trump’s initial 
announcement, shifts in negotiations and types 
of goods affected have created uncertainty for 
businesses and consumers alike. This unease 
appears to be weighing as heavily on global growth 
prospects as the direct economic impact of the 
tariffs themselves. Continued geopolitical tensions 
in the Middle East only compound the issue.
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U.S. economic activity contracted in the first 
quarter, with GDP declining -0.5% annualized 
quarter-over-quarter. This headline weakness 
primarily reflects distortions in trade patterns. 
Businesses and consumers accelerated import 
orders to get ahead of impending tariffs, resulting 
in a significant negative contribution from net 
exports. While this trade-related decline is 
expected to normalize in subsequent quarters, 
broader economic headwinds are emerging. As 
tariff effects ripple through the economy, key 
growth components including consumer spending, 
business investment and inventory levels are all 
likely to face mounting pressure. 

Our revised U.S. GDP growth forecast stands at 
1.0% for the year. This reflects a modest uptick 
from our previous estimate due to softening 
tariff rhetoric during the quarter, yet remains 
well below pre-tariff projections. While the 
tariff outlook has improved, the anticipated 
implementation of a broad-based 10% tariff 
is expected to create significant economic 
headwinds. This pattern of downward revision 
extends globally, with growth forecasts being 
trimmed across major economies (Figure 1). The 
eurozone and China are not immune to these 
pressures, with growth rates expected to moderate 
to 0.8% and 4.0%, respectively. However, these 
projections carry substantial uncertainty, as shifts 

in trade policy could materially impact growth 
trajectories in either direction, underscoring the 
fluid nature of the current economic environment.

The U.S. labor market is showing signs of slowing 
as jobless claims have moved higher. Inflation 
dynamics present a nuanced picture, with only 
modest overall increases, partly attributed 
to temporary price pressures from pre-tariff 
inventory building. Although sticky inflation 
components, particularly housing costs, have 
retreated to post-pandemic lows, we anticipate 
an uptick in inflationary pressures driven by tariff 
implementation. Our revised forecast projects core 
inflation to reach approximately 3.0% this year. 
This is a more moderate increase than previously 
expected, reflecting the recent easing in tariff 
tensions, though still notably higher than our pre-
tariff baseline.

A U.S. RECESSION REMAINS UNLIKELY

Despite the cooling economy, our analysis suggests 
that the probability of a U.S. recession this year 
remains low. While our forecasting models have 
adjusted to reflect evolving tariff developments, 
the current recession risk assessment has returned 
to levels observed prior to the early April tariff 
announcements (Figure 2).

Figure 1: Global growth is expected to broadly decelerate
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Data source: Bloomberg, L.P., Bureau of Economic Analysis, Economic and Social Research Institute, 16 Jun 2025. Current represents the year-over-year growth rate as of 16 Jun 2025.
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CENTRAL BANKS ARE EXPECTED TO 
REDUCE POLICY RATES

The U.S. Federal Reserve remains on pause, 
while signaling potential rate cuts later this year. 
However, the continued uncertainty around U.S. 
macroeconomic and fiscal policy has complicated 
the Fed’s path forward. The tariff situation presents 
the Fed with countervailing forces: While near-
term inflation risks could delay monetary easing, 
the broader economic slowdown these tariffs may 
trigger is likely to ultimately overshadow inflation 
concerns and prompt Fed action.

The Fed is likely to maintain its watchful stance 
until the full impact of policy and tariff changes 
materializes in economic data before initiating 
further easing measures. Our baseline forecast 
anticipates two cuts of 25 basis points (bps) each 
in the latter half of the year, followed by a few 
more cuts in 2026, depending on inflation and 
growth trajectories. This easing cycle would bring 
the fed funds rate to a target range of 3.75%-
4.00% by year-end.

Around the globe, other central banks have already 
begun to reduce rates. For example, the European 
Central Bank may be nearing the end of its rate 
cutting cycle with its eighth 25 bps cut in June. 
Central banks in Mexico and Poland cut rates 
by 50 bps in May, while Australia, New Zealand, 
Indonesia, South Korea, South Africa and Czechia 
cut rates by 25 bps.

The European Central Bank is expected to deliver 
one additional rate cut this year, though anticipated 
fiscal stimulus measures have diminished the 
urgency for aggressive monetary intervention. 
Meanwhile, Chinese authorities are likely to 
maintain their fiscal support initiatives, while 
keeping monetary policy relatively stable.

RATES ARE LIKELY TO DECLINE 
MODESTLY

Interest rate dynamics have shown significant 
volatility, reflecting both Fed policy at the short 
end and broader growth and inflation expectations 
at longer maturities. The first quarter saw rates 
decline across the yield curve, benefiting fixed 
income returns broadly. 

However, the yield curve steepened during the 
second quarter, as longer-term rates increased, 
largely in response to anticipated growth in the 
U.S. fiscal deficit due to the tax and spending 
legislation under congressional consideration. 
This rate movement suppressed quarterly returns 
in higher-quality, rate-sensitive sectors, including 
U.S. Treasuries, mortgage-backed securities and 
investment grade corporates. Higher yielding 
segments demonstrated greater resilience. Both 
quarter- and year-to-date returns remain positive 
across major fixed income sectors.

Our forward outlook anticipates a decline in 
shorter-term rates as the Fed resumes its easing 
cycle later this year. We project the 10-year U.S. 
Treasury yield to settle at 4.25% by year-end 2025, 
though heightened policy uncertainty has widened 
our forecast range. The anticipated economic 
deceleration typically exerts downward pressure 
on longer-term rates, potentially benefiting 
bond prices through the inverse relationship 
between yields and valuations. This dynamic 
historically positions fixed income as a more 
resilient asset class during economic downturns 
compared to equities.

Figure 2: Probability of a recession has evolved 
amid tariff noise
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HIGH STARTING YIELDS HELP BUILD 
TOTAL RETURN

The current environment of historically elevated 
yields offers compelling income opportunities, 
presenting investors with what we consider 
the most attractive fixed income entry point in 
decades. This timing is particularly significant 

given that income has historically constituted the 
predominant component of fixed income total 
returns. As the global economy moderates, these 
substantial starting yields should continue to drive 
steady returns. While cash yields will likely decline 
with anticipated Fed rate cuts, strategic positioning 
across fixed income sectors can help maintain 
attractive portfolio income levels.

Figure 4: Fixed income offers generous, historically high yields
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Figure 3: Bond market total returns remain positive 
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WE FAVOR HIGHER-QUALITY ISSUES 
IN SPREAD SECTORS

Given the moderating economic environment, we 
continue to favor higher-yielding non-Treasury 
spread sectors, with an emphasis on higher-
quality issues that historically demonstrate greater 
resilience during economic slowdowns. Several 
compelling opportunities have emerged across the 
fixed income landscape:

• Securitized sectors – including residential-
mortgage backed, commercial mortgage-backed 
and asset-backed securities – may offer attractive 
valuations compared to other investment grade 
sectors, as well as lower exposure to tariffs. We 
continue to use our dedicated securitized research 
teams to uncover attractive opportunities in 
securities with higher yields and wider credit 
spreads that reside outside of the traditional 
Bloomberg Aggregate Index universe.

• Preferred securities offer attractive, tax-
advantaged yields. Banks and insurance 
companies (the largest issuers of preferreds) 
continue to exhibit healthy underlying 
fundamentals and are less directly affected by the 
tariffs. The asset class has naturally lower interest 
rate sensitivity, which can help in a more volatile 
rate environment.

• Collateralized loan obligations (CLOs) 
present attractive yield opportunities that should 
maintain their substantial premium over cash 
rates, even as the Fed implements rate cuts. Their 
floating-rate structure means minimal interest 
rate sensitivity, offering natural protection 
against rate volatility in portfolio returns.

• Emerging markets debt currently offers 
attractive starting yields relative to similarly rated 
U.S. credit markets, while fundamental indicators 
suggest improving resilience. Through rigorous 
bottom-up analysis, we identify opportunities 
among issuers with robust credit profiles. The 
asset class’s fundamental backdrop remains 
constructive, projected defaults are low and many 
countries have rebuilt their economic buffers. 
Emerging markets corporates also tend to have 
less leverage than developed markets issuers.

ACTIVE MANAGEMENT DRIVES 
SECTOR ALLOCATION

Multisector fixed income strategies offer an efficient 
vehicle for accessing our preferred sectors through 
professional active management. These portfolios 
provide dynamic allocation across fixed income 
sectors, with managers adjusting positioning in 
response to shifting economic conditions and 
market opportunities.

Multisector bond funds. Broadly diversified, 
multi-sector bonds across investment grade and 
high yield securities offering potential for high 
income and reduced interest rate sensitivity.

Core plus funds. Traditional U.S. fixed income 
with up to 30% in higher yielding plus bond 
sectors, which provide diversification and potential 
for additional return.

Core impact funds. Core U.S. fixed income 
focused on impact and ESG leadership with 
goal of providing favorable returns versus the 
broad bond market.
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OUTLOOK

Market fluctuations may create strategic openings
While we’ve revised our U.S. economic growth 
forecast upward to 1.0% this year reflecting 
improved tariff rhetoric, this projection 
remains below pre-tariff disruption levels. We 
expect core inflation to reach approximately 
3.0%, a more moderate increase than 
previously anticipated. These forecasts, 
however, remain highly dependent on the 
evolving tariff landscape, with potential for 
significant variation in growth outcomes 
depending on whether tariffs ease or intensify 
in coming months.

The Federal Reserve is likely to continue its 
easing cycle but at a decelerated pace. We 
anticipate two additional 25 bps reductions 
this year, bringing the policy rate to roughly 
3.75%–4.00%. Similarly, the ECB is expected to 

implement one more rate cut before year-end. 
Fiscal stimulus measures in both economies 
will likely reduce pressure for further central 
bank rate cuts in 2026. Meanwhile, Chinese 
policymakers are expected to maintain 
fiscal support while avoiding substantial 
monetary easing.

In our investment approach, we maintain a 
modest preference for spread sectors and credit 
risk with an emphasis on higher-quality assets 
within each class. Credit spread volatility will 
likely persist in the coming months, potentially 
creating more favorable entry points for risk 
exposure. We project the 10-year Treasury 
yield will settle around 4.25% by year-end, 
reflecting decreased growth concerns alongside 
heightened risks of expanding fiscal deficits.

For more information, please visit us at nuveen.com.

Endnotes
Inflation: U.S. Bureau of Labor Statistics Consumer Price Index for All Consumers. Employment: Bloomberg, L.P., Bureau of Labor Statistics, Nuveen. Global debt and yields: 
Bloomberg, L.P.
This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy, and is not 
provided in a fiduciary capacity. The information provided does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific 
course of action. Investment decisions should be made based on an investor’s objectives and circumstances and in consultation with his or her financial professionals.
The views and opinions expressed are for informational and educational purposes only as of the date of production/writing and may change without notice at any time based on 
numerous factors, such as market or other conditions, legal and regulatory developments, additional risks and uncertainties and may not come to pass. This material may contain 
“forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of market returns, and 
proposed or expected portfolio composition. Any changes to assumptions that may have been made in preparing this material could have a material impact on the information 
presented herein by way of example. Performance data shown represents past performance and does not predict or guarantee future results. Investing involves risk; 
principal loss is possible.
All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions based on such information and it should not be relied on as such. For term definitions and index descriptions, please access the 
glossary on nuveen.com. Please note, it is not possible to invest directly in an index.
Important information on risk
Investing involves risk; principal loss is possible. Debt or fixed income securities are subject to market risk, credit risk, interest rate risk, call risk, derivatives risk, dollar roll 
transaction risk, and income risk. As interest rates rise, bond prices fall. Foreign investments involve additional risks, including currency fluctuation, political and economic 
instability, lack of liquidity, and differing legal and accounting standards. These risks are magnified in emerging markets. Preferred securities are subordinate to bonds and other 
debt instruments in a company’s capital structure and therefore are subject to greater credit risk. Certain types of preferred, hybrid or debt securities with special loss absorption 
provisions, such as contingent capital securities (CoCos), may be or become so subordinated that they present risks equivalent to, or in some cases even greater than, the same 
company’s common stock. Asset-backed and mortgage-backed securities are subject to additional risks such as prepayment risk, liquidity risk, default risk and adverse economic 
developments. Non-investment-grade and unrated bonds with long maturities and durations carry heightened credit risk, liquidity risk, and potential for default.
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
Nuveen, LLC provides investment solutions through its investment specialists. 
This information does not constitute investment research as defined under MiFID. 
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