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A little context for our international readers: In the 
US, lumber sizes are nominal dimensions in imperial 
measurements. One of the more common sizes is 2 inches 
by 4 inches, colloquially known as the 2-by-4 or 2x4. 

We mention this because those 2x4 measurements seem to sum up the 
recent US consumer price index (CPI) reports quite well. Essentially, you 
have housing running at a +4% year over year pace and everything else at 
+2% year over year, a path that is quite similar to the pre-covid rates. Note: 
Housing has a much smaller weighting in the Fed’s preferred inflation 
measure, the personal consumption expenditures (PCE) price index.

CPI & housing

Sources: Bureau of Labor Statistics, Haver Analytics. Data as of July 2025.

The current pace of inflation is why there have been various comments 
that the Federal Reserve would be cutting rates if not for the specter of 
tariffs. But given the circumstances, the Fed puts on its “theta trade” to 
buy as much optionality as possible.

Later this year the battle royal will occur, which pits inflation from tariff 
price adjustment (i.e., not surging demand) versus demand destruction. 
How long will the Fed hold onto the “theta trade” if demand is being 
quelched?  We continue to think the weakening demand signal will lead 
the Fed to cut interest rates later this year. 

The 2x4 CPI
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However, recently we have been exploring whether we need to push our 
expectation for the next rate cut from September to November/December. 
The reason being: the tariff “pause” and subsequent “delays” move the 
bulk of implementation back by three to four months, thus delaying the 
negative income effect in kind. 

Essentially, by the third quarter of 2025 the consumer was supposed 
to be feeling the full brunt of the tariff impact. But now the tariffs won’t 
be ramping up until midway through the third quarter. For context, 
the effective tariff was “only” 8% as of May.  Compare that to the 
recent “letters” and “announcements” from President Trump and his 
administration, which imply the final effective rate will land somewhere 
in the high-teens or possibly 20% range later this year—that’s a big 
difference to swallow in such a short time. So, stay tuned as this is a 
moving target. 

Effective tariff rate (%)

Source: Haver Analytics. Data as of July 2025. 
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This material is provided by Aegon Asset Management 
(Aegon AM) as general information and is intended 
exclusively for institutional and wholesale investors, as 
well as professional clients (as defined by local laws 
and regulation) and other Aegon AM stakeholders.

This document is for informational purposes only 
in connection with the marketing and advertising of 
products and services, and is not investment research, 
advice or a recommendation. It shall not constitute an 
offer to sell or the solicitation to buy any investment 
nor shall any offer of products or services be made 
to any person in any jurisdiction where unlawful or 
unauthorized. Any opinions, estimates, or forecasts 
expressed are the current views of the author(s) at 
the time of publication and are subject to change 
without notice. The research taken into account in this 
document may or may not have been used for or be 
consistent with all Aegon AM investment strategies. 
References to securities, asset classes and financial 
markets are included for illustrative purposes only 
and should not be relied upon to assist or inform the 
making of any investment decisions. It has not been 
prepared in accordance with any legal requirements 
designed to promote the independence of investment 
research, and may have been acted upon by Aegon AM 
and Aegon AM staff for their own purposes. 

The information contained in this material does not 
take into account any investor's investment objectives, 
particular needs, or financial situation. It should not be 
considered a comprehensive statement on any matter 
and should not be relied upon as such. Nothing in this 
material constitutes investment, legal, accounting or 
tax advice, or a representation that any investment or 
strategy is suitable or appropriate to any particular 
investor. Reliance upon information in this material is 
at the sole discretion of the recipient. Investors should 
consult their investment professional prior to making 
an investment decision. Aegon Asset Management is 
under no obligation, expressed or implied, to update 
the information contained herein. Neither Aegon 
Asset Management nor any of its affiliated entities are 
undertaking to provide impartial investment advice 
or give advice in a fiduciary capacity for purposes of 
any applicable US federal or state law or regulation. 
By receiving this communication, you agree with the 
intended purpose described above. 

Past performance is not a guide to future performance. 
All investments contain risk and may lose value. This 
document contains "forward-looking statements" 
which are based on Aegon AM's beliefs, as well as on 
a number of assumptions concerning future events, 
based on information currently available. These 
statements involve certain risks, uncertainties and 
assumptions which are difficult to predict. 

Consequently, such statements cannot be guarantees 
of future performance, and actual outcomes and 
returns may differ materially from statements set forth 
herein. 

The following Aegon affiliates are collectively referred 
to herein as Aegon Asset Management: Aegon USA 
Investment Management, LLC (Aegon AM US), Aegon 
USA Realty Advisors, LLC (Aegon RA), Aegon Asset 
Management UK plc (Aegon AM UK), and Aegon 
Investment Management B.V. (Aegon AM NL). Each of 
these Aegon Asset Management entities is a wholly 
owned subsidiary of Aegon Ltd.

Aegon AM UK is authorised and regulated by the 
Financial Conduct Authority (FRN: 144267) and is 
additionally a registered investment adviser with 
the United States (US) Securities and Exchange 
Commission (SEC). Aegon AM US and Aegon RA are 
both US SEC registered investment advisers. 

Aegon AM NL is registered with the Netherlands 
Authority for the Financial Markets as a licensed 
fund management company and on the basis of 
its fund management license is also authorized to 
provide individual portfolio management and advisory 
services in certain jurisdictions. Aegon AM NL has also 
entered into a participating affiliate arrangement with 
Aegon AM US. The content has not been reviewed or 
endorsed by any regulatory authority in China. 

In Taiwan, neither Aegon AM nor any of its affiliates 
are registered and may not sell, issue, or offer any 
products or services while in Taiwan. Marketing is 
intended for Professional Institutional investors only 
and the contents have not been reviewed or endorsed 
by any regulatory authority in Taiwan. The content 
contained is for information purpose only. Taiwan 
residents are advised to exercise caution in relation 
to the proposal. If you are in any doubt about any of 
the contents of this marketing, you should obtain 
independent professional advice.
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