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e Survey finds fund managers are very bullish on global equities (link)

e Markets expect low volatility in short run but are pricing higher vol down the road (link)
e Attempts to cut US government spending could keep interest rates lower (link)

e China sees acceleration in FX outflows due to trade fears and yield gap (link)

e Government bond yields in Japan at highest since 2009 (link)

e Ukraine government bonds decline on fears of unfavorable peace deal (link)
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Markets retreat due to worries about tariffs and global uncertainty

The US President announced that new 25% tariffs were likely on imports of medicines, cars and
semiconductors, potentially starting on April 2. Other worries such as the war in Ukraine and Sunday’s
election in Germany made for a gloomy outlook to start the day. The global equity rally was stopped in its
tracks, with markets in the US and Europe falling back from the record closes seen yesterday on both sides
of the Atlantic. Government bond yields were higher in the euro area, while US Treasuries sold off at the
long end while holding steady at shorter maturities. The dollar appreciated against most major currencies,
while oil prices rose. Meanwhile, market participants are preparing for further developments in the week,
such as the FOMC minutes due later today and China’s decision tomorrow on loan prime rates. Euro area
PMI data are due to be released on Friday. Government bonds in Ukraine took a hit on worries that the
eventual hoped for peace deal would be less favorable to Ukraine.

Key Global Financial Indicators

Last updated: Level Change from Market Close

2/19/25 7:28 AM Last 12m Latest 1 Day VADEVS 30 Days 12 M YTD
Equities % %
S&P 500 T 6130 0.2 1 2 22 4
Eurostoxx 50 |~ 5498 0.7 2 7 15 12
Nikkei 225 Py 39165 03 1 2 2 2
MSCI EM W’w’ 45 0.6 2 6 12 7
Yields and Spreads bps
US 10y Yield A 456 1.2 6 7 28 -1
Germany 10y Yield A Y254 4.4 6 0 13 17
EMBIG Sovereign Spread \,r-'”'\w_‘ 310 -3 -7 -11 -72 -15
FX / Commodities / Volatility %
EM FX vs. USD, (+) = appreciation s 443 -0.1 1 3 -5 3
Dollar index, (+) = S appreciation «M\,/f""' 107.2 0.1 -1 -2 3 -1
Brent Crude Oil ($/barrel) % 76.5 0.8 2 -5 -9 2
VIX Index (%, change in pp) o hrde. 154 0.0 -1 -1 1 -2

Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.

Previous editions of the GMM and Special Features are available in our Online Archive. 1
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United States

The latest Bank of America Fund Manager Survey (FMS) finds that investors are extremely
optimistic about market prospects. Their holdings of cash are at their lowest in 15 years as they are fully
invested in the market. In summary, investors are “...long stocks, short everything else.” A key reason for
the bullishness is that just 16% expect a global recession in 2025 and as many as 82% think there will be
no recession this year, the highest proportion since February 2022. Investors think the Fed is not year done
for the year, with 73% predicting at 1-2 more cuts; just 1% expect a rate hike in 2025. The trend of
“American Exceptionalism” is expected to end, with markets in Europe and other regions outperforming US
equities. A trade war is seen as no more than a tail risk. Investors viewed a recovery in China as the most
likely upside surprise.
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Short-dated interest rate volatility is at its lowest level in three years, using six-month/two-year and
six-month/10-year swaption volatilities as proxies (swaptions are option on interest rate swaps).
The trend towards lower volatility in the shorter end of the curve where Fed policy has more influence has
continued despite the elevated uncertainties about the policy choices of the new administration. Barclays
believes that this is because the uncertainties involve issues that are unlikely to force the Fed to change its
policy rate. However, the short term interest rate futures market (futures based on the Secured Overnight
Funding rate or SOFR) still assigns of probability of 30% that there could be a rate hike in 2025, pointing to
the risk that volatility could increase later in the year. This 30% level is significantly higher than the 10-15%
probability assigned by surveys, and also contradicts the forward Treasury curve which expects the
two-year Treasury yield to remain unchanged over the next 12 months. Over the longer term, it is not clear
how inflation will behave and how the new administration’s fiscal position will evolve, so many analysts are
cautious for H2 2025.

Figure 1. 6m2y and 6m10y implied vols are at lows not seen Figure 2. Vol markets are still priced for a nearly 30%
since early 2022 probability of a hike this year
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Efforts to reduce government spending could lower US interest rates, according to analysis by Bank
of America. The new administration has highlighted cutting the budget deficit as a key policy goal, and the
US Treasury’s interest payments are expected to grow by $200-300 bn in 2025, taking the total annual bill
to $1.5 tn. The analysts believe that the administration’s cost-cutting efforts could result in $150-300 bn of
lower spending. They point out that the defense budget has grown to more than $900 bn from just $630 bn
in 2019, and that substantial further savings could come from shrinking the government’s spending on
defense, especially if global risks subside due to the ending of the war in Ukraine and other conflicts. If
realized, these spending cuts could significantly improve the government’s fiscal position and push long
term interest rates down. Bank of America expects the 10-year Treasury yield to fall to 4% by the end of

Chart 5: US interest payments likely to rise >$100 in 2025 Chart 6: US defense spend >$900bn in '24...tempting source of
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BofA GLOBAL RESEARCH Source: BofA Global Investment Strategy, Office of Managementand Budget
RESEARCH
Euro Area

European equities edged lower this morning, mirroring futures on US stocks, as investors ponder on
headlines of possible 25% US tariffs on automobiles, semiconductors and pharmaceutical imports
and wait for the latest Fed meeting minutes later today. The Stoxx 600 index was down by -0.4%, with
heavier losses in the materials (-1.9%), consumer discretionary goods (-1.3%) and industrial (-0.7%)
sectors; equities were also in the red in the banking sector (-0.5%) where HSBC announced today a global
restructuring that will cost the bank $1.8bn in the next two years.

European Stocks (Aug 2024= 100)
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Source: Bloomberg and IMF calculations

The euro continued to weaken (-0.2%) again the dollar this morning, trading at $1.0424/€. ECB
Governing Council member Robert Holzmann stated yesterday that with core inflation at 2.7%, ECB’s
current policy rate at 2.75% is moving into neutral territory and that lowering the rate below 2.5% would
indicate less restrictive policy which might become increasingly difficult if services inflation remains sticky.
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European government bond yields continued to edge higher (by about 5bps) across all tenors this
morning, on the back of headlines about European leader pondering options to boost defense spending
and adjust strategy for Ukraine. The 2-year Bund yields rose by 4 bps to 2.16% while the 10-year Bund
yields edged higher by 5bps to 2.54% today. Options for funding increased defense spending in Europe
include resorting to national budgets or EU resources, which would however require amending EU treaties
and face high political hurdles. TD Bank sees members reallocating the EU funds already available rather
than signing off on a new EU program. Commerzbank notes that recent EGBs’ spread tightening reflects
markets’ expectations that these events will be a major catalyst for the further European integration, but
views defense funding as mostly done at national level.

United Kingdom

The pound sterling weakened while gilts sold off, sending yields up by about 7 bps across tenors,
after January headline inflation printed today above expectations at 3%yl/y (vs. est. 2.8%) climbing
from 2.5%yl/y in December. The surge in headline inflation was driven by goods and food prices, airfares,
and VAT on private school fees. Analysts at Bloomberg expect headline inflation to peak at 3.5%yl/y in 3Q
2025 before falling to 3% at year-end and see the Bank of England cutting its policy rate three times more
in 2025 to 3.75%. ING highlights progress on services inflation and expects the Bank of England to cut its
policy rate down to 3.25% in 2026. Goldman Sachs expects the Bank of England to stay on hold at the
March meeting, and to cut at a quarterly pace thereafter in 2025. Markets have almost priced out any move

in March.
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Japan

Bank of Japan (BOJ) board member Hajime Takata says the rise of long-term bond yields is
consistent with market’s economic outlook and BOJ’s policy shift. In a speech to business leaders,
Takata suggested the BOJ should turn from implementation of unconventional monetary measures to policy
conduct consistent with “normal times” and stressed the importance of further rate hikes to avoid
materialization of upside risks to prices. Takata said further rate hikes would be possible if positive corporate
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behavior—including price pass-through, pay increases and capital spending—is sustained. Analysts
consider Takata’s speech in line with his usual hawkish stance, but also reinforcing the uptrend of JGB
yields. 10-year sovereign yields rose +0.5 bps to 1.435%, highest since 2009. The Yen appreciated (+0.2%)
today while equities declined (NIKKEI 225: -0.3%), led by Toyota and Honda reacting to potential 25%
tariffs on autos, chips, and pharmaceuticals.

¥Yen in Choppy Trading After BOJ's Takata Speaks
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Emerging Markets back to top

EMEA equities were mixed while currencies were mostly weaker this morning. Equities in CEE were
mostly lower with Polish equities underperforming (-1.3%) while CEE currencies were roughly 0.3% weaker
against the euro as investors remain focused on talks between the US and Russia on a possible peace
agreement in Ukraine. Nigeria’s central bank is expected to stay on hold at 27.5% tomorrow due to worries
about inflation. Asian equities generally declined (EM Asia: -0.3%) on renewed tariff threats, with
Korea (KOSPI: +1.7%) being an outlier on EV battery optimism regarding the Toyota-LG Energy
deal. Asian currencies were little changed against the dollar. Stocks in Mexico followed the US market
higher but equities in Brazil were little changed. Local currencies were mixed.

Brazil

Amidst a strong rally in Brazilian assets Brazil's Real Rebounds After 2024 Rout
early in 2025, Brazil is issuing new debt for ~*™ " =

the first time in over six months. Latin y Le20
America’s largest economy seeks to sell 'J\N/ﬁ\f\l\ -
bonds valued at $2.5bn maturing in 2035,

which are likely to yield around 6.75%, down / Lo
from an initial price of 7.05%. Proceeds will be /\/’ I
used to pay down existing public debt. Fs.60
Brazilian assets have rebounded this year,

following a severe downturn at the end of last - - - = - -

year which was fueled by growing concerns ... swomses o 5 Boomberg @
regarding the country’s debt trajectory. The

currency, after slumping more than 21% versus the dollar in 2024, is now up about 8% this year. Stocks
have also climbed 6.8% this year despite ongoing interest rate hikes by the central bank.

China

According to data by the State Administration of Foreign Exchange, domestic banks sold foreign
currencies worth a net $39.2 bn to their clients in January 2025. This is most since July 2024, and the
third largest monthly outflow since December 2016. Analysts think that January’s capital outflows were
mainly driven by increased market volatility and yuan depreciation pressure, but also note that some of the
dollar purchases have stayed onshore as foreign-currency deposits, which rose nearly $40 bn in January,
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the largest monthly increase since April 2021. Outflows have continued in the bond market, with foreign
investors’ CGB holdings falling to the lowest level in four years. In the stock market, Chinese onshore
investors bought HKD 22.4 bn ($ 2.88 bn) worth of Hong Kong stocks yesterday, the biggest daily purchase
since early 2021. Inflows from onshore investors have sparked a strong rally in Hong Kong stocks, up over
14% in 2025. Today, both onshore CNY (-0.1%) and offshore CNH (-0.2%) depreciated, with fixing at
7.1705, slightly weaker than yesterday. Equities rose (CSI 300: +0.7%) on Al optimism, while 10-year bond
yields fell 2.8 bps to 1.69%, now just 24 bps above 1-year yields (1.47%) and 36 bps below the 7-day policy
repo rate of 2.05%, which came back down from yesterday’s high of 2.34%.

Chinese Banks Sold More Foreign Currencies to Clients
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Ukraine

Ukraine Warrants at Highest Level in Three Years

Ukraine’s eurobonds declined by almost 4% after . ..
talks between the US and Russia which excluded \fﬁ
Ukraine and the EU raised fears that the eventual
hoped for peace settlement could be less favorable
to Ukraine. Ukraine’s dollar bonds have been among
the best performing assets since 2024 — especially
securities linked to economic growth (GDP warrants).
Looking ahead, analyst views diverge on Ukraine’s
bonds—with Bloomberg reporting some expectations for —=—w =% w = w = L
positive momentum to continue, while other analysts are Soeeben®
also concerned that Ukraine would walk away from a peace deal (which would be negative for Ukrainian
bonds).

Russia's full-
|

scale invasion

Ukraine reaches agreement "
with bofidholders

o
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Global Financial Indic

Level

ators
Change

2/19/25 7:30 AM Last 12m Latest 1 Day 7

Equities

United States T 6,130 0.2 1.0

Europe |~ 5,498 0.7 1.7

Japan P39 165 -0.3 0.5 1.9 1.8 -2
China e S 3,040 0.7 0.5 3.4 15.8 0
Asia Ex Japan W 76 0.8 2.3 5.6 153 5
Emerging Markets /e 45 0.6 2.2 6.2 115 7
Interest Rates basis points

US 10y Yield Ra I 1 6 7 28 -1
Germany 10y Yield -\,MW 25 4 6 0 13 17
Japan 10y Yield e 14 1 _
UK 10y Yield i~ 46 5 6 -6 50 4
Credit Spreads basis points

US Investment Grade oM, 111 1 s s -14 -9
US High Yield o 305 -3 4 8 -65 -23
Exchange Rates %

USD/Majors o 1072 0.1 0.7 2.0 2.8 -1
EUR/USD e L 1.04 -0.2 0.4 0.1 33 1
USD/IPY NV 1518 -0.2 1.7 25 1.1 -3
EM/USD e 443 0.1 10 8N 53 |[E
Commodities %

Brent Crude Oil ($/barrel) = Mo 765 0.8 1.7 -3.9 11 3
Industrials Metals (index) M 148.0 0.1 0.5 0.5 9.2 5
Agriculture (index) W 62.2 0.6 2.7 - 5.4 -
Implied Volatility %

VIX Index (%, change in pp) W 15.4 0.0 -0.6 -0.6 0.7 -2.0
Global FX Volatility WY autal X 0.0 05 ‘1.2 1.0 13
EA Sovereign Spreads 10-Year spread vs. Germany (bps)

Greece AV - 2 1 7 -24 1
Italy v 108 2 1 -3 -41 -8
France I et ¢ 1 -4 -6 25 11
Spain VoS 62 1 0 -2 -29 -8

[DEVA] 30 Days

Colors denote tightening/easing financial conditions for observations grea
source: Bloomberg.
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Emerging Market Financial Indicators

A a ate Da Da 0D D a ate Da Da 0 Da D)
vs. USD (+) = EM appreciation % p.a.
China ™ 729 | 01 03 02 12 | 02 17 2 5 5
Indonesia LN " 16325 | 0.3 03 03 43 | 12 | 67 2 -9 8
India L e | 01 01 o5 [JEEHIEER o 72 0 -10 -6 8 -20
Philippines m 58 02 02 07 35 | 02 ‘J\N\«"‘" 51 1 4 1 31 26
Thailand MTTN 34 02 09 11 69 | 19 [T Tva . 24 0 2 7 -26 4
Malaysia \’"\\,«-»—v 4.44 0.1 0.6 1.1 77 06 [ M 338 -1 -3 -4 -6 -3
Argentina | _— 1058 | 01 02 276 -4 51 242 -156
Brazil | pmrm™ 570 | 03 11 147 1 [N s
Chile M oama ™S 954 | 04 02 5.9 2 8 15 58 26
Colombia L™ 4002 | 09 11 116 1 11 3 7
Mexico A7 2081 | 03 11 9.9 -2 3 -45 45 -46
Peru N Wtrvn, 3.7 03 08 65 0 -3 -16 23 -16
Uruguay M 43 0.1 0.4 9.7 0 -2 4 68 6
Hungary lemrm ™ 386 | 07 03 65 1 ) 17 36 4
Poland A a01 (SR oo 55 1 3 9 37 3
Romania L A 48 | 02 04 73 2 s [N o 4
Russia ‘__w,—*“\\ 89.8 2.0 4.7
South Africa MW ™ 186 | 10 03 10.7 -2 -4 -1 -90 17
Turkiye " 3630 | 01 06 286 | -27 | -32 24 113 | -111
US (DXY; 5y UST) 107 01 07 4.40 0 -7 B 12 2
q arke Bond Spreads o D Deb B
eve ge % eve ange oF oJo)
a ate Da Da 0 Da D a ate Da 0 Da D
basis points

China ™ 3940 | 07 05 34 158 | 01 [T 91 3 3 5
Indonesia e My 6705 | 11 22 50 69 | 40 MMy 87 5 6 -20 -4
India o™ 75939 | 00 03 -09 44 | 28 [N 86 -8 0 -23 0
Philippines M 6,120 0.4 13 37 <100 | -6.3 W 81 -6 -4 -8 2
Thailand PN, 1,262 0.4
Malaysia Y 1581 -0.2 69 1 -2 -14 -1
wgortna | 2351.725 [ o [z s N |
Brazil e 128532 | 0.0 214 -11 -10 0 -33
Chile A’ 7,298 -0.1 117 -3 0 -12 4
Colombia | Al 1577 | 06 311 | -12 0 9 -15
Mesxico M Wrrpans 54477 | 03 297 | -13 13 -30 .15
Peru AWM 20400 | 05 137 -7 -1 7 -4
Hungary " 88612 | 0.1 141 -12 -14 -24 -14
Poland o raannd 93,464 | 13 105 -3 -8 4 7
Romania e 17,821 | 0.3 230 | 11 18 a1 5
South Africa L 88660 | 05 294 -15 -2 -52 1
Tiirkiye e r 0,803 -0.2 252 -8 21 -63 7
EM total PN ] -0.1 359 -4 2 17 -5

Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.
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