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Forget tariffs, watch the US labour market

e The US labour market looks to be at a pivotal juncture, with weaker job growth in certain industries potentially showing the shift

in immigration policy starting to take effect.

o A falling participation rate and anticipated lower labour force growth are another headache for the Federal Reserve as it weighs

the timing of rate cuts.

e The evolving labour market scenario calls for selective positioning in our view, and our focus is on corporate issuers’ pricing power

and their exposure to potential wage cost pressures.

It is often said that markets are only capable of focusing on one
thing at a time, and at present that one thing appears to be US
tariff policy.

As we approach President Trump’s new August 1 deadline,
when the paused ‘Liberation Day’ tariffs are set to activate,
the US is reported to be aggressively pressing nations to sign
trade deals. Sector-specific tariffs such as the 50% placed on
copper, or the floated 200% on imported pharmaceuticals, are
a threat layered on top of the so-called reciprocal tariffs. While
global markets have held steady so far, analysts are warning
that consumer prices and economic growth could soon feel the
strain if these policies persist or expand.

But away from tariffs, there are other inputs to macroeconomic
conditions undergoing important shifts that could be of vital
importance in determining what investment conditions will
look like for fixed income investors over the coming years. One
of the most important right now in our view is the US labour
market, and here we will look at how its dynamics are shifting.

Pivotal time for US labour market

As we move into the second half of 2025, the US labour
market looks to be at a pivotal juncture. Strong employment
conditions persist, but shifting policy frameworks, particularly
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regarding immigration under the Trump administration,
suggest substantial impacts on labour supply and wage growth
ahead. Understanding these dynamics will be critical for fixed
income investors navigating the intertwined paths of inflation,
economic growth, and Federal Reserve (Fed) policy.

Data on the US labour market remains noisy. After weaker
reports, the June jobs numbers came in hot with non-farm
payrolls showing job creation above expectations and the
unemployment rate falling. But the jump in payrolls was driven
by an increase in state and government jobs. The private sector
appears to be struggling even as average hourly earnings
increased to 3.9%. This weakness looks set to continue through
2025 based on surveys of hiring managers which show a low
pace of job additions.

For us, a key data point was the continued fall in the Labor
Force Participation Rate, which dropped to 62.3%, its lowest
level since 2022 (see Exhibit 1). A shrinking labour force helps
explain some of the disconnect between private sector hiring
hesitancy and rising wages. With a replacement ratio of 1.6x,
the US has (along with the rest of the developed world) been
experiencing an aging of its population. This drives a decline
in participation in the labour market. However, in recent years
this trend has been offset by an increase in prime age workers
entering the US economy via immigration.
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Exhibit 1: The US participation rate is sliding
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Source: U.S. Bureau of Labor Statistics, Bloomberg, 10 July 2025

Falling participation is why Fed Chair Jerome Powell has
referred to the labour market as being “at or near maximum
employment” even as other Fed governors such as Michelle
Bowman and Christopher Waller highlight labour market
fragility. Even while headline employment is low at 4.1%, out-
of-work employees are taking longer to find new jobs, a sign
the labour market “appears to be less dynamic” according to
Bowman.!

All else equal, this combination of low unemployment and
reduced labour force growth implies a tighter labour market
ahead, exerting upward pressure on wages - a significant
driver of inflation. Historically, a constrained labour market
environment has consistently translated into heightened
wage inflation and subsequent upward revisions in inflation
expectations.

Immigration curbs could tighten US labour market

The Trump administration’s immigration stance represents
one of the most impactful levers influencing US labour supply
today, in our view.

The administration has a three-pronged strategy aimed at
reducing the number of unauthorised immigrants in the
country. The first prong is slowing new inflows by tightening
border security, including reinstating the “Remain in Mexico”
policy and rolling back several humanitarian parole programs.
The second is targeting existing legal protections for certain
immigrants already living in the US, a move that could see some
lose their work permits. The third is stepping up deportations,
with President Trump targeting 4m deportations over the next

1 https:/www.bis.org/review/r250623m.htm
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four years in comparison to an annual average of around 330k
over the last decade (see Exhibit 2).

Exhibit 2: New policy driving rise in deportations
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Net immigration rose sharply above its pre-pandemic trend
of 1m per year over the last three years, with the monthly
annualised rate peaking at 3.5-4m in late 2023. The pace had
already declined by more than halfto roughly 1.7m by December
2024, driven by a decline in unauthorised immigration from an
annualised pace of around 2.8m at the peak to about 0.8m
as of December. Since the sharp 1m slowdown in February,
US net immigration has slowed only moderately by 0.1m to
an annualised pace of 0.6m in April. This current pace is
substantially lower than the peak of late 2023, but is only
modestly below the pre-pandemic trend of 1m per year.

Immigration and inflation

The jump in deportations, added to restrictions on inflows, is
expected to significantly impact sectors that have traditionally
been heavily reliant on immigrant labour, such as construction,
agriculture, hospitality, food processing, and household
services, which are not insignificant components of the inflation
basket. As well as staffing shortages, production bottlenecks
and rising costs could drive inflation higher, bucking the
broader disinflationary trend that has prevailed in the US in
recent months (see Exhibit 3). Wages could spike in industries
scrambling to replace lost workers, and supply chain disruptions
could trigger temporary shortages. As we learned during the
pandemic, such supply shocks can cause sharp, sudden price
increases even if demand remains unchanged.
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Exhibit 3: Will the US disinflation trend persist?

Contributions to US CPI YoY (%)
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Source: U.S. Bureau of Labor Statistics, Bloomberg, 10 July 2025

Historical precedents such as the restrictive immigration
policies of the early 20th century may offer some insight. For
instance, the introduction of immigration quotas in the 1920s
reduced US labour supply substantially, ultimately pressuring
wages upward and exacerbating inflationary conditions
during periods of economic expansion. Similarly, state-level
immigration restrictions have historically created conditions of
labour market tightness, leading to wage inflation and broader
economic disruptions.

The limited data we have so far (the latest month for which
we have detailed industry level data available is June) shows
the beginning of the trends suggested above - job growth in
the industries considered most exposed to immigration policy
changes declined to 7k on a three-month average basis through
May, down from 12k in April and 27k on average in 2024.

In a labour market already experiencing near-full employment, a
stringent immigration stance could exacerbate wage pressures.
Immigration has historically provided an essential relief valve
in labour markets, filling gaps across skill levels, from low-
skilled seasonal roles to high-skilled tech positions. Removing
or significantly limiting this valve can naturally tighten labour
supply, pushing employers into wage competition to secure
talent.
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A restrictive immigration policy not only influences inflation via
wages, but it can also weigh on economic growth by constraining
the labour force’s expansion and productivity improvements.
Industries reliant on immigrant labour may face operational
disruptions, reduced productivity, and higher operating costs.
At the risk of being drawn back to the overcovered headline
topic, we would be remiss not to mention that these headwinds
may well be exacerbated by tariff policy.

Will shrinking labour force slow rate cuts?

How will the Fed respond to these labour market dynamics?
The Fed has explicitly acknowledged the relationship between
labourmarket tightness andinflation pressures, particularly wage
inflation. Recent meeting minutes highlight that policymakers
are monitoring wage data closely. Fixed income markets have
thus far been pricing in a relatively dovish Fed trajectory,
anticipating rate cuts predicated on broader disinflation trends.
However, persistent labour market tightness, driven partly by
immigration restrictions, suggests a scenario where the Fed
may need to reconsider the pace and/or magnitude of these
cuts.

A shrinking labour force makes the data-dependent Fed'’s job
harder. Which does it prioritise, battling inflation or growth?
Despite current market expectations of ongoing rate cuts,
sustained wage-driven inflationary pressures could force
the Fed into a more hawkish stance. Historically, tight labour
markets are associated with rate hikes.

Focus on wage costs and pricing power

For fixed income investors, the potential implications of an
evolving labour market scenario - higher inflation, lower
growth and a less accommodative Fed - in our view call for
selective positioning. A slower rate cut cycle typically makes
shorter duration bonds more attractive, while a focus on higher-
quality credit may help mitigate a growth slowdown. Ultimately,
however, we think there is no substitute for an industry-by-
industry, company-by-company reassessment of potential
wage cost pressures, as well as seeking corporate issuers with
strong pricing power.
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Important information:

The views and positioning expressed represent the opinions and positioning of TwentyFour as at 10 July 2025, they may change, and may also not
be shared by other members of the Vontobel Group (collectively “Vontobel”) or reflect their positioning.

This article does NOT express any political views or endorsements, but rather aims to objectively analyse the economic factors and implications.
The analysis is based on publicly available information as of the date above and is for informational purposes only and should not be construed as
investment advice or a personal recommendation.

Any projections, forecasts or estimates contained herein are based on a variety of estimates and assumptions. Market expectations and forward-
looking statements are opinion, they are not guaranteed and are subject to change. There can be no assurance that estimates or assumptions
regarding future financial performance of countries, markets and/or investments will prove accurate, and actual results may differ materially. The
inclusion of projections or forecasts should not be regarded as an indication that TwentyFour or Vontobel considers the projections or forecasts
to be reliable predictors of future events, and they should not be relied upon as such. We reserve the right to make changes and corrections to the
information and opinions expressed herein at any time, without notice.

Past performance is not a guarantee of future results. Diversification does not assure a profit or protect against loss in declining markets. Investing
involves risk, including possible loss of principal. Value and income received are not guaranteed and one may get back less than originally invested.
TwentyFour, its affiliates and the individuals associated therewith may (in various capacities) have positions or deal in securities (or related
derivatives) identical or similar to those described herein.

The index data referenced herein is the property of Merrill Lynch, Pierce, Fenner & Smith Incorporated (BofAML) and/or its licensors and has been
licensed for use by Vontobel. BofAML and its licensors accept no liability in connection with its use. Index comparisons are provided for informational
purposes only and should not be used as the basis for making an investment decision. It is not possible to invest directly in an index and they are not
actively managed.

Source: Bloomberg. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg
does not approve or endorse this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express
or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for
injury or damages arising in connection therewith. This marketing document was produced and approved by TwentyFour Asset Management LLP
(“TwentyFour”), a company of the Vontobel Group (collectively “Vontobel”) for professional/institutional investors only.

The information contained in this document is not intended for distribution to or use by any person or legal entity in any jurisdiction or country in
which such distribution or use would violate any valid law or regulation or would require Vontobel or its affiliates to register within that jurisdiction
or country. Vontobel makes no assurances that the information contained in this document is suitable for use at all locations or by all viewers.

This document does not in any jurisdiction constitute, directly or indirectly, a recommendation, offer or solicitation to the public or anyone else to
subscribe to, purchase, hold or sell a financial instrument and is not to be construed accordingly.

This document is a general communication. It is not independent and was prepared exclusively for informational and educational purposes. The
information and opinions contained in this document (jointly “information”) are not to be taken as forecasts, research, recommendations or
investment advice, are not intended to predict actual results and no assurances are given with respect thereto. Certain information herein is based
upon forward-looking statements, information and opinions, including descriptions of anticipated market changes and expectations of future
activity of countries, markets and/or investments. We believe such statements, information, and opinions are based upon reasonable estimates and
assumptions. Actual events or results may differ materially and, as such, undue reliance should not be placed on such forward-looking information.
All forecasts, forward-looking statements and estimates contained in this document are speculative. Various risks and uncertainties mean that it
cannot be guaranteed that the estimates or assumptions made will prove to be correct and actual events and results may differ significantly from
those presented or expected in this document. The opinions expressed in this document may change as a result of market, economic and other
conditions. Information in this document should not be interpreted as a recommendation but as an illustration of general economic issues. Please
note that past performance is not a reliable indicator of current or future performance and that forecasts are essentially limited and must not be
used as an indicator for future performance.

All information in this document is provided on the basis of knowledge and/or the evaluation of the market at the time of preparing the document
or at the time stated in the document without making any express or implicit representations or warranties of any kind. However such information
can become void or change as a result of subsequent political or market events or for other reasons. Vontobel reserves the right to make changes
and corrections to the information and opinions expressed herein at any time, without notice, but is under no obligation to do so. Viewers bear sole
responsibility for decisions made on the basis of information in this document. They must not rely on information in this document when making an
investment decision or any other decision.

This document was not prepared on the basis of individual investor relations. Nothing in this document constitutes advice regarding taxes,
accounting, regulation, law, insurance, investments or any other form of advice regarding subscribing to, purchasing, holding or selling securities or
other financial instruments, making transactions or following particular investment strategies.

Vontobel is not liable for any direct or indirect losses or damage that result from the information available in this document, including but not limited
to loss of earnings, or for any losses or damage incurred as a direct or indirect result of the use of information contained in the document.

Vontobel releases itself, insofar as is possible under the applicable law, from any liability for direct or indirect damage or losses resulting from the
information provided here or from the absence of information. Although Vontobel believes that the information in this document was compiled with
all due care, Vontobel makes no express or implicit guarantee of the accuracy or completeness or the information, text, figures or other elements
included in this document. The document should not be used as a reliable basis for decisions. Vontobel accepts no liability in this regard.

The information included in this document does not constitute a contractual relationship between the provider of this information and the viewers
of this document and is not to be interpreted as such.

All aspects of this document are the copyrighted property of Vontobel or third parties. Information in this document is intended for your personal,
not commercial, use.

Vontobel, members of the management team or employees may have invested in the past or currently invest in financial instruments about which
information or opinions are included in this document, or they may invest in these instruments in future. Vontobel may also have provided services
in the past, may currently provide services or may provide services in the future for issuers of these financial instruments, including for example.
corporate finance or market making services. It is also possible that employees or members of the management team at Vontobel have in the past
exercised certain functions for the issuers of these financial issuers (e.g. work as member of the management team), or that they exercise these
currently or will do so in future. Vontobel, employees or members of the management team could therefore have a personal interest in the future
performance of financial instruments.

US: Distribution to U.S. persons (as defined in Regulation S under the Securities Act of 1933) by TwentyFour Asset Management (US) LP (“TwentyFour
US”), Vontobel Asset Management, Inc. (VAMUS), TwentyFour US, and VAMUS are registered as investment advisers with the U.S. Securities and
Exchange Commission (SEC) in accordance with the current version of the 1940 U.S. Investment Advisers Act. Registration as an investment
adviser with the SEC does not presuppose a particular level of skills or expertise. TwentyFour US is a wholly-owned subsidiary of TwentyFour Asset
Management LLP. VAMUS is a wholly-owned subsidiary of Vontobel Holding AG, Zurich, Switzerland.

Canada: Information herein is provided for use with permitted clients / institutional investors only. Vontobel operates in Canada in connection with
our investment and business activity pursuant to the following: Vontobel Asset Management Inc. relies on the International Adviser Exemption
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in the provinces of Alberta, British Columbia, Saskatchewan, Ontario and Quebec and the Investment Fund Manager Exemption in Ontario and
Quebec. Vontobel Asset Management AG relies on the Investment Fund Manager Exemption in the provinces of Ontario and Quebec. TwentyFour
relies on the International Adviser, International Dealer and Investment Fund Manager Exemptions in the province of Ontario.

For US Offshore and LatAm: Information herein prepared and approved for institutional / professional investors and approved for use in certain
jurisdictions only. Vontobel offers a variety of products and services intended solely for qualified investors from certain countries or regions.
Your country of legal residence will determine the products or services that are available to you. Information herein should not be considered a
solicitation or offering for the sale of any investment product or service to any person in any jurisdiction where such solicitation or offer would be
unlawful or prohibited. Furthermore, this information is not intended for use in any jurisdiction which would subject Vontobel and/or TwentyFour
to any registration, licensing or other authorization requirement within such jurisdiction or country. It is the responsibility of the recipient to inform
themselves and observe applicable regulations and restrictions for their respective jurisdiction(s). Information herein is not intended for retail
investors and/or distribution to the general public in any jurisdiction.

In Mexico: None of the funds managed by TwentyFour have been, and are not expected to be, registered in the National Registry of Securities
maintained by the National Banking and Securities Commission (“CNBV”), and therefore may not be offered or sold publicly in Mexico. The funds
managed by TwentyFour may only be offered or sold to qualified and institutional investors in Mexico, pursuant to the private placement exemption
set forth under Article 8 of the Mexican Securities Market Law as part of a private offer.

Australia & New Zealand: Vontobel is represented in Australia by Vontobel Asset Management Australia Pty Limited (ABN 80 167 015 698), which
is the holder of Australian Financial Services Licence number 453140 (“Vontobel Australia”). Vontobel and Vontobel Australia are also an Overseas
Financial Adviser in the meaning of the Financial Advisers Act 2008 of New Zealand (“FAA"). Neither Vontobel Australia nor any other member of
the Vontobel Group has a presence in New Zealand.

Hong Kong: The content of this document was not reviewed or approved by any regulatory body in Hong Kong, including the Securities and Futures
Commission in Hong Kong. This document has been approved for use in Hong Kong by Vontobel (Hong Kong) Limited, a corporation licensed by
the Securities and Futures Commission. You are therefore advised to exercise caution and, in the event of doubt regarding the contents, to seek
independent professional advice.

Singapore: This document has not been reviewed by the Monetary Authority of Singapore. This document should not be considered as a solicitation
to the general public or a member of the general public in Singapore to subscribe to or purchase financial instruments, either directly or indirectly.

Japan: this material has been approved and is distributed by Vontobel Asset Management Pte. Ltd. (Financial Instruments Business Operator
conducting Investment Advisory and Agency Business) (Director of Kanto Local Finance Bureau (Kinsho) No. 3214) in order to provide general
information only, and is not intended as a solicitation for the purchase or sale of any financial instruments, or as a solicitation for an investment
management or investment advisory relationship. This document is to be used solely by your company for the purpose of research and informational
purposes, and may not be copied, reproduced, used for unrelated purposes or provided outside your company without our company’s consent.
Although this document has been prepared based on information that we believe to be reliable, we do not warrant its accuracy or reliability. The
information and data presented here are as of the date of preparation of this document. The historical performance and wording of this material
do not warrant or imply any future operating results. Past performance is not a predictor of future performance or results. All rights and obligations
relating to the information in this material belong to the information provider, and the content may be varied or modified without notice for any
reason determined by the information provider. Any investment or other judgment based on the information in this material shall be made at the sole
responsibility of the reader, and neither Vontobel Asset Management Pte. Ltd. nor any other information provider shall be held liable in any way for
any loss caused by the information in this material.
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