
  

Macro Shocks and Market Shifts 
Transcript 

[ Music ] 

Tom Porcelli, Chief U.S. Economist: Hi, I'm Tom Porcelli, Chief U.S. Economist for PGIM Fixed 
Income, and I'd like to thank you all for joining us. It seems like a great time to do this webcast, given how 
volatile the backdrop has been. And maybe even more specifically, how volatile narratives around the 
backdrop have been. Every day we're meeting with clients and getting tons of questions around this, which 
makes a ton of sense. Investors are looking for clarity. So, our goal for today is to try to make some sense out 
of what's been going on here. I have two fantastic guests to help us do just that; PGIM Fixed Income's Co-
Chief Investment Officer, Greg Peters, and our Vice Chair and Global Chief Economist, Daleep Singh. 
Guys, thanks for being here. I appreciate it. I think Daleep, we probably need to start with you to set the 
stage for us. And maybe I should set the stage for you setting the stage, by just reminding everyone, we take 
this probabilistic approach to forecasting and so basically we have our base case, and then we have these tails 
and we assign probabilities to all of these outcomes. So, tell us where are we from a base case perspective, and 
then we can get into the tails a little bit. 

Daleep Singh, Vice-Chair and Global Chief Economist: Right, Tom. You and I have talked about this 
quite a bit. I mean in the U.S., growth is slowing. Consumers are getting pinched by higher prices and lower 
income growth, and savings buffers have mostly eroded for lower and middle income families. And then if 
you think about businesses, there is more caution to spend and hire and invest at a time when CEOs are 
having to navigate nosebleed levels of uncertainty. Not just from the tariffs, but also from the deficit 
implications of tax policy, which I think most corporate executives correctly see as deferred tax risk, and a 
deferred higher cost to capital, rather than a meaningful growth stimulus when you have near full 
employment, sticky high inflation, and very high levels of debt. And then you've got the supply side of the 
economy, and here I think there are a series of below the radar disruptions that are taking place. You of 
course have the supply disruption from tariffs, but you also have slower labor force growth from immigration 
policy, and you have a drying up of public sector investment as the tax incentives from the CHIPS Act and 
the IRA expire. So you put that together, slowing demand, and some damage to the supply side of the 
economy, and you get our modal forecast, which we put a 50% weight on, and that looks for growth to step 
down from the 3% pace that we had on average the past couple of years, to a 1-1.5% real GDP growth pace. 
And along with that you have high and sticky inflation in the 3% territory over the next year. Now there are 
upside scenarios, and you and I can both name a long list of positive offsets and growth buffers. Cheaper 
energy prices, the accumulation of wealth since the pandemic, relatively healthy corporate balance sheets, the 
likelihood of lower taxes and less regulation, and then—one I really believe in, I hope we can get into it—the 
structural tailwinds from transformative technology, the diffusion of that technology into the real economy. 
We take those upside factors very seriously, it's why we assign about a 15 percentage point weight in our 
probability distribution to either a nominal GDP boom, or a productivity resurgence over the next 12 
months. 
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Tom: So, when I think about the muddle through, which is what the base case effectively is, the one thing 
that I worry about is this idea that the uncertainty around tariffs lingers. That we continue to see tariffs being 
used as the stick. If I was to force you into saying what kind of probability did you assign to that outcome, 
what would you say? This idea that it just keeps on coming back, and we have to continuously manage the 
uncertainty around that. What probability would you assign to that? 

Daleep: Well look, I think we can say the distribution of risks around tariffs are one-sided. The president has 
believed in tariffs for the better part of half a century. He took out a full-page ad in 1987 decrying the trading 
arrangement with Japan when it was rising as an economic power. And that's been the throughline for the 
past 50 years. So, I don't see tariffs going below the 10% global retaliation baseline. And so that, I think, is 
the dominant probability along with a 40-50% effective tariff rate on China, maybe with some generous 
exemptions over the course of time. And then you have, let's say 25% tariffs on key sectors, like 
semiconductors and pharmaceuticals, and it gives you an effective tariff rate, something in the neighborhood 
of 15%, which is five to six times greater than it was in January. There are other scenarios, but I would say 
that's probably 80% of the distribution in our view, and that informs our macro forecasts. 

Tom: So, if I think about this idea, I think back on 2016, Trump 1.0, the thing that I thought was most 
interesting then was even with corporate tax cuts in hand, it still forced companies to the sidelines. And again, 
just to be clear, not just corporate tax cuts, but immediate depreciation. I mean the uncertainty associated 
with that, you saw it show up. This is not a spurious relationship, we literally saw CAPX really start the 
process of slowing. And I would think that that has to underpin this muddle through idea. 

Daleep: We can't analyze any particular policy proposal without the broader context. So, if you take tax cuts, 
or you take deregulation, in isolation you would say these are unambiguously positive for growth. But you've 
got to set those policies against the reality that we're going to have prolonged uncertainty from the way in 
which policy evolves. We're probably going to have slower labor force growth, and we're probably going to 
have a higher cost to capital. So, on net, what does that do for the incentive for businesses to invest? It really 
dampens it. 

Tom: Yeah. 

Daleep: And so yes, there is this right tail, we take it seriously, but the balance of risks we still have skewed to 
the downside, because look, we have to map out the possibility of a fiscal day of reckoning, the possibility of 
a resumption of the tariff war, along the lines that you asked about. There is the possibility of geopolitical 
flashpoints, in Taiwan, in the Philippines, NATO's Eastern Flank, Iran. And then the potential of financial 
instability. I spend quite a bit of time thinking about vectors of contagion in the unregulated non-bank sector, 
also the crypto complex. And so, those are all nonlinear risks that could overwhelm the positive buffers that 
we described, and that gives us our negative skew. 

Tom: It's funny, one thing Greg and I talked about quite a bit early on was this idea that they have the 
sequencing all wrong. That they should really be going after the positive stuff, deregulation, et cetera, taxes, 
and then go after the tariffs. And I think Greg and I are of the same mind now, while we said that early on, I 
don't know that the sequencing would have mattered all that much. Like I don't know that you get a lot of 
juice out of the positives. Is a fair way of thinking about it? 

Daleep: The growth multipliers of the kind of tax cuts that we see on the table, were always going to be low 
at this stage of the cycle. Because we're still near full employment, we still have inflation well above target. We 
have even more debt now than we did back in 2017 when the first Trump tax cuts were put into place. And 
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the uncertainty levels are so high that it's just really hard to see more than a 20 to 30 basis point level effect 
on GDP after a decade passes. And that's going to be overwhelmed by the deficit implications of this fiscal 
package. 

Tom: And that's exactly where I want to go next. I think about the fiscal end game. If you look at 
government outlays as a percent of GDP, versus the unemployment rate, they tend to really move together, 
so that when the unemployment rate is low, you would expect government outlays as a percent of GDP to 
also be slowing. And of course that didn't happen. So, there's this massive gap between the two. And when I 
think about that, I have it in my presentation, I have it titled, “This is what a missed opportunity looks like.” 
And so, where are we going? From a fiscal perspective, where is this going? 

Daleep: It's a completely fair prompt. I mean the starting point for our fiscal position as a country in this 
administration was poor, and it's getting worse. And this is a bipartisan problem, both parties are to blame. If 
you just think about where were we at the turn of the century? We had a budget surplus. We had a debt to 
GDP ratio of 35%. Okay, now we're going to have 7-8% deficit as far as the eye can see, once this bill gets 
passed, and it will get passed. And we have a debt to GDP ratio of 100% on its way to 130% by the end of 
the decade. Okay, that's two to three times greater than our long-term historical average, in terms of debt to 
GDP. And that's a debt ratio that's surpassed only by Japan, Italy, and Greece, among advanced economies. 
And I think the most worrisome aspect of our predicament is the funding backdrop. If you look at the 
average cost of public debt, the interest expense has more than doubled over the past five years alone, to 
3.3%, and rising. Interest expense is now the fastest growing category of government spending. Exceeded 
only by Social Security, and it's more than we spend on defense, which historically has been an ominous 
marker for great powers. 

Tom: Right, the so-called Ferguson rule, right? 

Daleep: Yes, exactly. And then you set it against the backdrop for the marginal buyer of Treasury debt. It's 
no longer the Fed; they're reducing the size of their balance sheet. It's increasingly not foreign buyers; they've 
reduced their share of total Treasury holdings from above 50% to now only a third. And that means the 
marginal buyer is a more price sensitive domestic investor, and that has a price. The end game is a higher 
term premium in our judgment. So, if you believe the New York Fed's measure of term premium on the 10-
year Treasury, right now it's about 90 basis points. The long-term historical average is about 150 basis points, 
so 60 basis points north of here. But if you go back to the '90s, that term premium was averaging between 
200 and 300 basis points. It hit a high of almost 500 basis points in the early 1980s. So, there is every 
potential to overshoot and that's why going back to our balance of risks, that's why we take the downside 
skew so seriously. We have to get through this. 

Tom: Greg, one thing that we've been saying is that the market has a bogey of 7%. If you have the deficit as 
a percent of GDP that comes in at 7%, the market will probably digest that. Not because it's necessarily a 
good thing, just because I think it could be worse. What do you say to that? 

Greg Peters, Co-Chief Investment Officer: Kind of going back to the sequencing and the tax policy, and 
the "One Big Beautiful Bill," it's very much of a poison chalice type of moment as well. So, you think about it 
and what the markets are really reflecting is the concern around that deficit and debt to GDP. And so, who 
knows what it ultimately looks like, but it's not deficit reducing, right? And so, thinking about risk assets and 
the markets coming into this year, that was perceived as a positive, right? It was the tariffs and immigration as 
a negative, and the tax policy was a positive. What I think we're starting to learn is this comes at a cost, and 
the bond market is really focused on that cost. And there is no magic number as I know folks know, debt to 
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GDP at 150, or 120, or 100, that kind of creates a negative spiral. But we're getting into that territory, right? 
And what the bond market is telling you from a volatility perspective is you have to get your fiscal house in 
order, but it's somewhat of an intractable problem because politicians don't really want to do it. 

Tom: Yeah, and in fact what I would say to that is, the only way to really get your fiscal house in order is to 
touch the third rail of politics, right? I mean you've got to go after mandatory spending, and it just doesn't 
seem to ever be appetite for that. I don't care what side of the aisle people are on. So, let me ask you this, 
Daleep. If you think back historically, does this compare to any other time, where we are right now? 

Daleep: It's definitely no longer the post-Cold War Great Moderation. It's much more like the pre-World 
War I, Gilded Age in my view. So back then, just like now, you had seismic technological change. The 
railroad was changing the way in which we have transportation, the telegraph for communication, 
electrification for energy. That created massive amounts of wealth, that wealth was highly concentrated in the 
hands of a few oligarchs, we know their names, they're on the buildings all over the country, Carnegie, 
Vanderbilt, Rockefeller, J.P. Morgan. That triggered quite a bit of political populism, because of the inequality 
that was taking root. And that fed nationalism and ultimately increasing geopolitical strains, and we know we 
had 40 years of world war, death, doom, and destruction. I don't think we're necessarily headed to that type 
of apocalypse, but you can't help but see the parallels. I think this type of environment doesn't self-correct, it 
feeds upon itself until you see deeper structural changes that create a new equilibrium domestically, and re-
order the international arrangements that are really, quite frankly, overdue for an update. The multilateral 
institutions can probably be thought of quite differently than they are now. We need new bilateral crisis 
management mechanisms. Domestically, back in the early 1900s, we created the income tax, we amended 
labor laws, we created the Fed, we amended the Constitution to provide for the direct election of senators. 
So, none of the debate that I'm hearing in Washington is of that scale. And so I do worry we're in a macro 
regime in which the volatility, the uncertainty, the risk premia that is becoming commonplace when you talk 
about bond markets, it's the old normal, and so that's where we are at this point. Higher interest rates will 
reflect higher term premia. You probably have steeper curves. You probably have gradual weakening of the 
dollar towards its share of global GDP. And I would argue, gradual non-dollar outperformance-- 

Tom: You think about dollar supremacy, which has gone on for decades. Is that at risk now? 

Daleep: I don't think the dollar primacy is at imminent risk. Okay, there are very powerful network affects 
that continue to support the dollar as the operating system of global finance, right? And there is no credible 
sovereign alternative that offers the same amount of depth and liquidity as interest rate markets in the U.S. 
do, or the FX markets do. But I wouldn't think of dollar primacy as a binary concept. The exorbitance of our 
privilege can erode. So, don't think of it as a light switch, think of it as a dimmer. And so, you can still have 
the brightest bulb in the room, even as the light begins to fade. And there's a cost for that. The cost for that is 
higher borrowing costs, less fiscal space, less capacity to absorb a shock, and less ability to deliver a shock 
through financial sanctions. So that to me is where we are headed. If we continue to raise questions for the 
rest of the world, whether our institutional strengths are still intact, rule of law, due process, checks and 
balances, a professional civil service. If questions persist as to whether the U.S. can be trusted as a reliable and 
predictable partner. If more and more are wondering whether the U.S. will attract the best ideas and talent 
from across the world. And I think most prominently this summer, whether we'll have the political will to put 
our debt and deficit trajectory on a sustainable path, without crescendoing into crisis. The longer those 
questions persist, the more erosion you'll see of our exorbitant privilege. 
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Tom: Yeah. And Greg, as I look at bond yields now, and how they're behaving, it certainly doesn't seem that 
the market is believing that we can get our fiscal house in order any time soon. So, super curious to hear your 
stance on the behavior of the backend. 

Greg: So, I think there's a question, and let me go back to the dollar. The dollar is also influenced by trade. 
And if you think about the policies that are being sought after, more balanced trade, all else equal, that means 
our trading partners hold less dollars and therefore less Treasuries, right? So, it's kind of, that's the dimmer 
switch almost. But the backend is being influenced by this global pushback of duration. You're seeing it in the 
U.S., in Japan, you're seeing it across Europe. And investors are just worried about the inflation dynamics, the 
uncertainty. This is not just a U.S. story, this is a global story. Obviously, the U.S. market is the largest, but 
what happened in Japan the past couple weeks, is highly instructive for a couple reasons. So, there was a real 
pushback on the backend of the JGB curve. It's important to note that that's where the issuance has really 
been over the past five, seven years or so. So, there was a disproportionate amount of long duration JGBs. 
The other side of that was the Bank of Japan bought 50% of it all. So, the whole market was being influenced 
by central bank policy. And when central banks are so ingrained in the functioning of the system, when they 
start to back away, and that's what you're seeing in Japan, then these things have a tendency of going off the 
rails and that's what you experience. And so, I think that's similar to what we're seeing here in the U.S. and 
globally. But I think backend yields are just driven by the uncertainty. I know it's an overused term these days, 
but the uncertainty around fiscal and inflation and alike. And investors want more, and they deserve more. 
And I think they should. 

Tom: I mean, we've been talking about this idea of “higher for longer” for a long time now. This obviously 
fits in very snuggly into that narrative, fair? 

Greg: It does, but I think it's important to remember that the curve is broken in two effectively, right? Not to 
overall simplify. But the backend is driven by risk premium, term premium, inflation dynamics and the things 
we just described. And the frontend is driven by central bank policy. So, I still feel much more comfortable 
around the central bank policy kind of reaction function, it'll be late, just kind of definitionally. The Fed and 
central banks have to be slow to react, because they're not sure what they're reacting to, right? So, 
nonetheless, it's anchored by central bank policy and the backend is anchored by these other forces. So, it just 
makes it much more treacherous. As a consequence, I think the curve's going to continue to steepen out, and 
a safer way to play, kind of, bond yields globally and in the U.S., is closer to the frontend of the curve. 

Tom: The one thing that I know we've been talking about a lot internally is if bonds have lost their hedging 
characteristics. I think people love for everything to be black and white. I think they want a yes or a no to 
that. And I think the reality is it probably takes much longer to really know if they have lost some hedging 
characteristic. But in the immediate term, I get it, people want a response. So, I'm curious to hear your view 
on that. 

Greg: I think the mere fact that we're having this conversation matters and matters a lot. It just calls into 
question, and just being called into question just makes investors hesitate that efficacy, right? What you're 
seeing though is an instability of these correlations. You're seeing it stocks, bonds in the U.S., you're seeing 
U.S. versus Europe and JGB, so you're seeing just a broad breakdown in “tried and true” type of correlations. 
And I think, as a consequence of that, investors naturally will just spread out their bets, they'll be more 
diversified. So, if you want to hedge against your risk assets, maybe you're not just going to play the U.S. 
curve. Maybe you'll go and do bunds and JGBs and other things, just to make sure you have your bases 
covered, so to speak. I think on the margin it matters, and it matters a lot, but it takes me back to where do 
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you want to be on the curve. I think ultimately the further out you are on the curve, the more exposed to 
these vagaries you are, and, kind of, less efficacy that hedge would be. But, it's an open question and the fact 
that it's an open question is a concern. 

Tom: So, I think that naturally begs the question, so how are we investing in this environment? 

Greg: So, we're still pretty cautious. On a duration side, we are, all else equal, very close to home. Just the 
extreme volatility that you're seeing in the bond market is close to unprecedented. You're traversing a 
hundred basis point ranges in weeks on the 10-year note, so as I mentioned, think a curve steepener, all else 
equal, so we want to have our duration kind of 10 years and in. On the risk side, very cautious. We're up in 
quality, roll and carry. I don't think you're getting paid for taking on a tremendous amount of credit risk here. 
To simply think about it, it seems like we're higher than average risk environment, or uncertainty 
environment, and spreads are in, kind of, the richest decile of the past 30 years. So, it just seems misaligned to 
me. Risk-reward seems quite poor. So, we're up in quality, structured products, those types of things, to be 
defensive. So, we're about 30% of overall risk portfolios. 

Tom: So, what gets us to shift our view to be less cautious? 

Greg: I think you have to see a lot more re-pricing. It's not a fundamental story actually, so going into this 
year we were cautious and we were-- 

Tom: And, as fundamental guys, I'm insulted by that! 

Greg: No, it's about getting paid for the risk, right? And so, the story going into this year was, we thought the 
economy was in pretty good shape, right? As we talked about, fundamentals are quite strong, underlying 
economy has some strength and heft to it, some weakening, but a little weakening's great for a, kind of, credit, 
generally speaking. But it was valuations, it's about the kind of the hiccups in the market and making sure 
you're getting paid for it. And you saw it play out in the first quarter. Spreads re-priced because things 
changed. You don't want to invest when things are priced to perfection, and that's where we were. We 
cheapened up, and we're kind of back to where we were again. And to marry the two, I think the market is 
way too dismissive around some of the policy things and the effects on the come. 

Daleep: Can I just say something positive, Tom? 

Tom: Please! 

[Laughter] 

Daleep: I want to just dwell a little bit on this right tail of the distribution, because leaving aside all of the 
policy risks that we've talked about already, the kind of technological transformations that we're seeing are 
not like the ones we've seen in the past. The common thread between artificial general intelligence, and 
quantum computing, and synthetic biology, and nuclear fusion, and a number of others, is they're what's 
called, they're all general purpose technologies. They don't just do a single thing, or upgrade a single industry, 
they have the potential to upgrade productivity across the entire economy. So, don't think of these as niche 
breakthroughs, like the color of an iPhone or a self-cleaning water bottle. They're more like electricity, or the 
internet, or semiconductors. 

Tom: Completely transformative. 

Daleep: Yeah, so artificial general intelligence, the promise of it, is that it can learn and perform cognitive 
tasks, writing, forecasting, coding, diagnosing, faster and better than any human. Right? Synthetic biology is 
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kind of the physical analog. It's about processing atoms and matter in the same way that AI processes bits. 
So, it can completely change the way we engineer molecules for food and fuel and medicines. Quantum 
computing, the possibility is that it can solve problems in less than a second that classical computers require 
thousands of years to solve. And think about what that can do for simulation and optimization and 
encryption. And then fusion is to me the big one, I mean that's potentially clean, unlimited energy, that can 
completely change the way that we produce electricity, the way in which we power transportation, the way in 
which we conduct manufacturing. Without hundreds of years or radioactive waste. 

Tom: And what's interesting too is you think about all of that in the context of we're an aging population, 
right? I mean that's true around the world. Trend rates of growth tend to slow down on that. I mean this is 
the thing that comes in and saves the day. 

Daleep: Well, that's what China's betting on, and increasingly that's what the tech sector in the U.S. is. That's 
what the frontier is all about. And it is a geopolitical competition, because these are all industries that lend 
themselves towards one or two dominant players. The other difference with the past, if you think about how 
did electricity diffuse, or railroads diffuse. It took a very long time, because these were mostly technologies 
that required a lot of physical infrastructure that you had to scale until it was cost effective. But today's 
technologies, a lot of these are intangible assets, they're self-improving. And so, they're potentially globally 
deployable at scale at a much more rapid clip. So, with every year that goes by, I think we're going to see more 
and more evidence that these are not just aspirations but the joint probability of one or several of these 
technologies actually becoming commercially available, is, I would say, well above 50%. So, it's really hard for 
me to get too pessimistic in that context. 

Greg: I can! So, I think that's a strong secular story. I'm a 100% behind it. But from the cyclical standpoint, 
we're in a very different space, right? And so, I think what investors struggle with is this secular positivity, up 
against kind of the cyclical backdrop. 

Daleep: Let me try it this way, so we've got these hugely positive—let me see if I can convince you—hugely 
positive structural tailwinds from transformational technology that are in tension with the long list of cyclical 
and policy headwinds that most of the financial press is focused on each day. And the question is, which 
affect wins out this year, and then over the longer run? I'm more optimistic over the longer run, even though 
we both share a cautious outlook over the next 12 months. 

Tom: I think that this is such an important idea on this right tail idea. Greg, how does the market respond to 
that? 

Greg: I think that is desperately needed when you think about the debt and deficit reduction. That is the way 
out, right? Productivity, the higher growth plain, and so that is really the path forward, potentially, for the 
U.S. and other sovereigns to get out of this sovereign deficit hole. 

Tom: Which countries are really set up to benefit most? 

Daleep: Well, the U.S. and China. 

Tom: That’s it? 

Daleep: I mean Europe to a much lesser extent. 

Tom: Are those the top two and everyone else is like a distant third? 
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Daleep: Each technology has its own lead table, and semiconductors, obviously Taiwan and Korea and Japan 
are way up there. In next generation lithography, the Netherlands is a really important player. In synthetic 
biology, the UK has staked out a leading position. But by and large, if you look at the amount of knowledge 
creation that's happening, risk taking and entrepreneurship, and actual efforts to deploy these technologies at 
scale, you're talking about the U.S. and China. 

Tom: I think we probably need to leave it there from a time sake perspective. This was absolutely fantastic. I 
would expect that we do more of these, particularly since things are changing pretty rapidly. So, thanks 
everyone for joining us. And I would say, look out for more of these in the not-too-distant future. Thanks. 

[ Music ] 
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