
 
 

 

Inflation, the Fed, and Tariffs 

 
Inflation 

Inflation proved stubborn in January’s Consumer Price Index release (2/12/25), as both headline CPI (+3.0% 
year-over-year) and core CPI (+3.3% year-over-year) accelerated. Specifically, higher costs for food, oil, auto 
insurance, and used cars drove headline CPI’s month-over-month gain (+0.5%), which represented the largest 
increase since late 2023. Similarly, core CPI posted its largest monthly gain (+0.4%) in nearly two years and 
surpassed most estimates, driven by more costly airfares and rising prescription drug prices. In response to 
the inflation release, the 10-Year U.S. Treasury yield rose to 4.62%, as of February 12th. Ultimately, inflation 
remains above the Fed’s 2% target, and near-term interest rate cuts appear unlikely.  
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The Federal Reserve and Interest Rates 

The Federal Reserve left the policy rate unchanged at its January meeting, taking a pause after three 
consecutive rate cuts that lowered the federal funds rate by a total of 100 basis points. In the current cycle, 
the Fed’s first rate cut occurred in September 2024. Given the change in U.S. Presidential administration, 
monetary policy decisions will now take place alongside uncertain fiscal, trade, and immigration policies. 

Testifying before the Senate Banking Committee days prior to the January CPI release, Chairman Powell 
reiterated that policymakers “do not need to be in a hurry” to cut interest rates further. After the January CPI 
release, the Fed is unlikely to lower rates further in the near-term, unless significant labor market weakness 
materializes. In fact, market participants estimate a roughly 20% chance that the Fed will not implement any 
interest rate cuts in 2025.  

 

Tariffs and Trade 

In early February, the Trump administration announced 25% tariffs against Mexico and Canada (the United 
States’ two largest trading partners) before quickly reversing course; the Mexican and Canadian governments 
promised additional personnel to secure their respective borders, prompting Trump to implement a one-
month delay for tariffs against the two countries. However, the U.S. government did impose a 10% tariff against 
China, and China retaliated via tariffs on natural gas, coal, and farm machinery from the United States. More 
recently, President Trump broadcast plans to institute a 25% tariff on steel and aluminum imports, with no 
exemptions.     

Whether the current administration views tariffs as a negotiation tactic, an economic policy tool, or a 
combination of the two remains to be seen. Regardless, Mexico and Canada would bear the brunt if tariffs 
were enacted, as those countries’ economies rely on the U.S. to import goods. While tariff policy remains in 
flux, the magnitude, duration, and overall uncertainty of tariffs may complicate the Federal Reserve’s desire 
to bring inflation to its 2% target.  
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1Source: U.S. Department of the Treasury 

2Source: Bloomberg 

3Source: UN Comtrade, UNSD-BEC, Bloomberg Economics. Data as of 2023 except for South Korea and Vietnam (2022). 

Past performance is not indicative of future results.   

This document was prepared without regard to the specific objectives, financial situation, or needs of any particular 
person or entity who may receive it.  This analysis is for informational purposes only and is not intended to be an 
offer, solicitation, or recommendation with respect to the purchase or sale of any security, nor a recommendation 
of services supplied by any investment organization and does not include all factors that should be considered when 
choosing an investment advisor or strategy.   

This presentation is not investment, legal, tax, or accounting advice.  Investors should consult with their own 
professional advisors for advice on any investment, legal, tax, or accounting issue(s).  While the information 
contained herein highlights important data, it does not purport to highlight all dimensions of risk.   

The information provided herein is based on matters as they exist as of the date of preparation, or otherwise 
indicated throughout the presentation, and not as of any future date, and will not be updated or otherwise revised 
to reflect information that subsequently becomes available, or circumstances existing or changes occurring after the 
date hereof.   

The information and opinions contained in this material are derived from various sources.  No representations are 
made as to the accuracy or completeness of the information set forth in these materials.  LCG reserves the right at 
any time and without notice to change, amend, or cease publishing the information.  If this data is reproduced, in 
whole or in part, in any form, the following reference language must be utilized “Source Information: Compiled By: 
LCG Associates, Inc.; Bloomberg.”  LCG has not received any compensation related to the collection or distribution 
of this data. 

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). 
BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used 
under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg 
Barclays Indices. Neither Bloomberg nor Barclays approves or endorses 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. 

 


