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Unusually uncertain times for economic forecasting

Gold in the trade data
Imports and inventories

& Uncertainty surrounding the GDP
source data

How high will they go?
$ Uncertainty surrounding tariffs How long will they last?

What will the economic fallout be?

A Uncertainty surrounding the impact Of  Are businesses pausing capital investment plans?
= uncertainty How can we quantify this in the forecast?

How long will it last?
What is the GDP impact?
What challenges are posed from a lack of government data?

m Uncertainty surrounding the
government shutdown
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Uncertainty surrounding the GDP source data

Gold in the trade data
« Trade in gold was distorting the data early in the year, but it was not in the category we expected.

Gold is excluded from exports and imports when calculating net exports and GDP.

— Most trade in gold is not associated with current production.

Until recently, it was sufficient to remove “nonmonetary gold.”

In early 2025, there was a dramatic surge in goods imports outside of nonmonetary gold.
— Would have suggested very weak reading on Q1 GDP growth.

— “Finished metal shapes”

We had to quickly adjust our GDP tracking methodology to exclude trade in “finished metal shapes.”
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We learned about an arbitrage-related surge in imports of gold that was in a different category of imports:
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Uncertainty surrounding the GDP source data

Imports and inventories

Change in manufacturing and trade inventories There was a surge in non-gold imports in early 2025.

Billions of dollars, SAAR — Probably a front-running of tariffs.
mBEA m Census

300 » Should have no impact on GDP.

250 — Should have showed up in inventories.

200

150 » The source data on inventories showed no increase.

— This did not make any sense.
100
50 . - . . « We assumed BEA would make and adjustment to the
0 source data.
01/25 02/25 03/25 — They did, but it was impossible to know in advance what

o adjustment would be made.
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Uncertainty surrounding tariffs

How high will they go? How long will they last?

« When Donald Trump was elected president, we knew tariffs were coming.
— Tariff rates cited would have represented historic increases.
— Should the cited rates be taken at face value?

» Will the tariffs withstand legal scrutiny?
— New tariffs are sector specific (Section 232: autos, parts, copper, etc.) and country specific (IEEPA: fentanyl, immigration, reciprocal).
— |EEPA tariffs were ruled illegal by the Court of International Trade.
— Appellate court upheld the CIT ruling.
— How will the Supreme Court rule?

« We are assuming tariffs remain in place in some form regardless of Supreme Court ruling.
— There are other statutes that can potentially support tariffs.

« Future administrations may find it difficult to remove tariffs
— Tariffs create winner and losers; the winners will be vocal.
— Tariff revenues prevent what would otherwise be fiscal deterioration.
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Uncertainty surrounding tariffs

What will the economic fallout be?

* Inflation: how will domestic prices respond to tariffs?
— There are many factors affecting the pass-through of tariffs to domestic prices.
— Will imports be re-sourced to lower-tariffed countries?
— Will foreign producers elect to reduce their prices and margins?
— Will the US dollar strengthen, as theory suggests, reducing the pre-tariff imports price?
— Will domestic producers elect to absorb tariff costs in profit margins?

 Financial conditions: how will markets react?

— Markets reacted very poorly to the first round of “reciprocal” tariffs announced in early April.

— When re-introduced in August at similar levels, markets were unfazed.
— |s a market reaction yet to come?

» Federal Reserve: will the Fed “look through” tariff-induced inflation?
— If so, this implies easier Fed policy and more supportive financial conditions.
— If not, this implies tighter Fed policy and more restrictive financial conditions.
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Uncertainty surrounding the impact of uncertainty

How do we quantify the impact of trade policy uncertainty?

Trade policy uncertainty Objective measures of trade policy uncertainty are

Index = 100 when 1% of articles reference trade policy uncertainty “off the charts.”
1400
1200 April 2025 » Anecdotal reports of businesses pausing investment
plans.
1000
— How do we quantify this?
800 September 2025
600 Tariffs implemented \ « We ran regressions of investment spending on
400 during first Trump B . :
administration \ Conventional drivers.
200 — Measures of trade policy uncertainty.
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As of Oct. 8, 2025.

Note: Data are monthly.

Source: International Finance Division of the Federal Reserve Board.
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We used the results to adjust our investment forecast.
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Uncertainty surrounding the government shutdown

The GDP impact is hard to predict; reduced data flow will complicate interpretation of state of the economy

« The GDP impact has two parts
— Direct impact on GDP of government services.
— Indirect impact on private activity supported by government services.

 Direct impact is relatively easy to measure
— About 0.13 percentage point of annualized Q4 GDP growth per week of shutdown.
— But we still have to take a stand on how long we think it will last.

* Indirect impact is hard to measure
— What is the GDP impact of reduced flight volumes if/when air traffic controllers start to call in sick?

— We don’t have an explicit assumption in our forecast.

« Reduced flow of government data will complicate matters
— Most economic indicator reports will be delayed while government is shut down.
— For us, this limits the accuracy of the near-term portion of our forecast.
— The Federal Reserve may have to decide on rates (Oct. 29) without two important data point: September employment and CPI
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