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LEAD EDITOR: FABIO CORTES

e German bund yields spike on investment plans (link)

e Analysts still see a strong US consumer despite bearish sentiment (link)

e US investment grade spreads widen on the rising risk aversion (link)

e Crude continues to slide amid trade policy uncertainty and OPEC+ announcements (link)
e Chinese equities gain on ambitious growth goal and a fiscal deficit target (link)

e Ukraine's bond prices recover with peace talks remaining in focus (link)
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German Bund Yields Spike on Investment Plans

German bund yields rose sharply and the euro strengthened on a historic increase in borrowing to
fund defense and infrastructure investment. The 10-year bund yield was 24 bps higher this morning,
with other euro-area sovereign bond yields also increasing significantly. Chancellor-in-waiting Merz
announced a €500 bn special fund for infrastructure and exempting defense spending over 1% of GDP for
constitutional borrowing limits. Euro area stocks gained on the news. Across the pond, US Treasury yields
were little changed and the dollar continued to weaken amid continued trade uncertainty as President
Trump warned tariffs will cause “a little disturbance,” but his administration is “OK with that.” Commerce
secretary Lutnick said before the President spoke that he was considering a pathway for tariff relief for
Mexican and Canadian goods, with a deal potentially coming soon. Elsewhere, Chinese equities gained as
the authorities signaled China’s determination to push ahead with an ambitious growth goal this year. China
set a growth target around 5% despite the threat from US tariffs.

Key Global Financial Indicators

Last updated: Level Change from Market Close

3/5/25 8:14 AM Last 12m Latest 1 Day 7 Days 30 Days
Equities % %
S&P 500 TN 5778 12 [ s 14 -2
Eurostoxx 50 e i’ 5510 23 0 5 13 13
Nikkei 225 '"‘""/Y\J""‘"""‘ 37418 0.2 -2 -4 -7 -6
MSCI EM e Man 43 0.8 2 0 8 3
Yields and Spreads bps
US 10y Yield S a AN 405 0.4 -1 -17 10 -32
Germany 10y Yield w273 (R 36
EMBIG Sovereign Spread m 327 -4 1 10 -37 3
FX / Commodities / Volatility %
EM FXvs. USD, (+) = appreciation W"’\V 44.3 0.2 0 2 -5 4
Dollar index, (+) = $ appreciation M\J-f“’““ 105.1 -0.6 -1 -2 1 -3
Brent Crude Oil (S/barrel) W 70.1 -1.3 -3 -6 -15 -6
VIX Index (%, change in pp) ...»..._L.W 23.7 0.1 5 8 9 6

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

Sovereign bond yields rose sharply today while the curve bear steepened on news of increased
defense spending and related debt issuances. The 2-year bund yield rose 13 bps while longer term
bund yields jumped with 10-year yields 24 bps higher. Germany is reportedly poised for a significant
fiscal expansion following a political agreement between CDU/CSU and SPD on a reform that includes a
€500 bn infrastructure fund, with €100 bn allocated to federal states, and defense expenditures
above 1% of GDP permanently exempted from the debt brake. Current plans suggest that defense
spending could rise to 3% of GDP as early as next year. Deutsche Bank sees this fiscal shift as a historic
paradigm change, comparable to German reunification and expects material impacts on bund yields with
narrowing of the spread with US bond yields as the 10-year bund yield heads to 3%. ING highlights the
political hurdles, noting that the strategy of passing the debt brake reform through the "old" Bundestag
before the new parliament convenes could prompt some CDU members to fear backlash for breaking
election promises. UBS emphasizes that defense spending reforms will eliminate the need for future special
funds and provide substantial fiscal space especially if the European Commission allows, as announced
yesterday, national governments to trigger escape clauses in EU fiscal rules. Goldman Sachs sees the
Bundesbank's proposal for a debt brake reform, which would allow additional investments of €100—220bn
by 2030 within a tiered deficit rule, as offering limited near-term fiscal relief, with Commerzbank noting that
this could be difficult to achieve under the new Bundestag. Money markets reduced by 11 bps their
expectations of further easing by the ECB in 2025 this morning, moving to price-in -73 bps of rate cuts
by December against -84 bps yesterday.

European equities jumped this morning following headlines of Germany’s investment plans. The
STOXX 600 index rose by 1.6% to a fresh high led by strong gains in materials (+3.9%), industrials (+3.8%),
banking (+3.4%) and IT (+2.7%) sectors. All European bourses traded in the green this morning, with
Germany (DAX +3.3%) and Italy (FTSE MIB +2.2%) outperforming as Germany’s Rheinmetall (+4.5%, YTD
+90%) and ltaly’s Leonardo (+4.3%, YTD +75%) remained at the lead of the rally in the defense sector
(STOXX Aerospace & Defense Index +3%). The automobile sector also edged higher today (+3.2%, +5.5%
YTD), with analysts at JP Morgan noting a debate over Europe’s CO2 emissions targets as the EU may
reportedly offer a three-year extension to meet targets.
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The euro appreciated (+0.8%) today, consolidating progress against the dollar to +3.5% YTD. Today’s
data showed producer prices increasing more than expected in the Eurozone in January, as the PPI
printed at 1.8% y/y (0.8% m/m) against consensus expectations of 1.3% y/y (0.3% m/m) from 0.1% yly
(0.4% m/m) in December. PMIs rose more than expected in the expansionary range in Spain and Italy
today, as the composite indices grew in February to 55.1pts in Spain (vs est. 54.8pts) and 51.9pts in Italy
(vs. est. 50pts), from respectively 54pts and 49.7pts in January.
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United States

Analysts see a strong consumer despite bearish sentiment. Soft data on the state of consumers in the
US has shown some weakness lately (U. Michigan and Conference Board surveys) in sharp discrepancy
with hard data on unemployment, strong spending and low bankruptcies. Analysts at Goldman Sachs
believe consumer fundamentals remain strong. In particular, delinquencies on asset-backed securities
(ABS) that have unsecured consumer loans as their underlying asset have been flat to moderately
decreasing. This asset class is highly sensitive to consumer credit conditions and can be seen by the market
as a potential canary in the coal mine for consumer fundamentals. Consumer spending was strong driver
of GDP growth in 2024 and any potential weakness is a concern.

Exhibit 1: The University of Michigan consumer sentiment survey is currently
indicating very low consumer confidence. > D60+ on i ABS
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USinvestment Grade spreads have widened  yspigiswidening quickly, EUR 16 more resilient for now
over the past week on the rising risk 150

aversion. Spreads on US investment grade
bonds have widened over the last week,
surpassing the 100 bps mark. This is the fastest
pace of a sell-off since last August. This is in
contrast to European investment grade
corporates which have remained fairly resilient. " e — " —
Analysts at Société Generale believe US IBox Eur Corporates
corporate spreads suffered from general macro
uncertainty instead of fundamentals and see
spreads returning to previous range of 90-100 basis points. In their view, current investment grade
corporate bond yields remain attractive.
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Japan

BOJ deputy governor Uchida signaled future rate hikes in a speech to business leaders today,
suggesting the benchmark rate could exceed 1% within two years, while cautioning against early
speculation. The yen pared overnight losses and appreciated (+0.3%). Dollar-yen passed the 150
mark in early trading, with analysts commenting on potential profit-taking from JPY long positions by
speculators. Analysts also indicated Uchida’s speech, aligning with current rate hike expectations, had no
significant bond market impact. Separately, the lower house passed a ¥115.2 tn ($770 bn) budget for the
year starting in April, trimming ¥343.7 bn ($2.3 bn) from the earlier proposal. The budget allocates ¥38.3 tn
($256 bn) to social security costs, ¥28.2 tn ($189 bn) to debt servicing, and ¥8.5 tn ($57 bn) to defense
spending, which rises 9.7% due to regional security tensions. Today, Japanese stocks fluctuated and
gained slightly (Nikkei 225: +0.2%), as investors remained sensitive to news regarding tariffs. Carmakers
rebounded, with Toyota rising 3.5%, though Bloomberg estimated that Japan’s car industry is particularly
vulnerable to US tariffs, as cars and parts constitute about a third of Japan’s US exports.
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Yen Weakens Past 150 Level
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Commodities

Crude prices fell further on high trade policy uncertainty and a surprise OPEC+ announcement.
Since early 2025, Brent crude prices have been under pressure due to trade policy uncertainty, which has
significantly impacted global oil demand prospects. Additionally, OPEC+ surprised the markets by
announcing an increase in oil production starting in April. Specifically, on Monday, the group revealed that
its members have agreed to boost production to 2.2 mn barrels per day over the next 18 months. As a
result, Brent prices (-1.2%) fell this morning to $70 per barrel, their 4" consecutive day of price declines.
Overall, crude prices have dropped almost 15% since mid-January.

Oil has been on a downward trend since early-January OPEC 9+3 crude oil production
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Emerging Markets back to top

In Asia, currencies appreciated, led by the Indonesian rupiah (+0.8%) and the Philippine peso (+0.8%).
Equities rose (EM Asia: +2.3%) on hopes of some US tariff rollbacks and China’s increased stimulus to
meet its growth target, with Hong Kong SAR (+2.8%) and Thailand (+2.5%) outperforming. India’s largest
bourse, the National Stock Exchange of India Ltd., will change the expiration day for equity derivatives from
Thursdays to Mondays starting April 4, which traders view as unfavorable because of significant weekend
carry-over risk. In EMEA, CEE equities rallied with analysts pointing to Germany’s plans to increase
defense spending. This morning Poland’s equity market outperformed (+2.9%) while equities in Czechia
(+2.1%), Hungary (+1.3%) and Romania (+1.4%) were also sharply higher. CEE currencies also
strengthened to the euro, with the Polish zloty seeing the largest gains (+0.2% to 4.15/€). On the data front,
preliminary data showed Czechia’s February inflation easing in line with expectations (to 2.7%y/y from
2.8%). CEE local currency bond yields were between 5 and 10 bps higher this morning. Elsewhere in
EMEA, South Africa’s equities gained (+1.4%) while equities in Nigeria (-0.9%) and the U.A.E (-0.8%) were
trading in the red. In LATAM, most currencies appreciated yesterday. The Mexican peso, which was
pressured by tariff fears yesterday, appreciated the most (+0.8%). Other major regional currencies also
closed the day with notable gains, except for Colombia which depreciated -1.3%. In Colombia, the Q4 2024
trade deficit came in larger than the market expectations. Equities, however, had a mixed day. In Mexico,
equities gained 0.6%, recovering from yesterday’s losses, while those in Colombia and Chile declined.

IMF | Monetary and Capital Markets—Global Markets Analysis 4



GLOBAL MARKETS MONITOR March 5, 2025

China

Chinese stocks advanced onshore (CSI 300 + 0.4%) and offshore (HSCEI: + 3.1%) as the authorities
set an ambitious growth goal and a large fiscal deficit target. In today’s annual government work report,
premier Li Qiang announced a 2025 economic growth goal of 5%. He also increased the fiscal deficit target
to around 4% of GDP, the highest in over three decades, and lowered the inflation target to 2%, the lowest
since 2003. Strategists believe these targets are within expectations but anticipate stronger measures in
response to tariff shocks. Economists view the growth target as ambitious, given external uncertainties and
weak domestic demand, requiring more stimulus. Authorities plan to sell RMB 1.3 tn ($179 bn) in ultra-long
special sovereign bonds, up from RMB 1 tn ($138 bn) last year, and RMB 4.4 tn ($606 bn) in local
government special bonds, up from RMB 3.9 tn ($537 bn). Additionally, the government will increase special
bond sales, including RMB 500 bn ($69 bn) for bank capital injections, which are not counted toward the
headline budget deficit. Bloomberg estimates the broad fiscal deficit target at 9.9% of GDP in 2025, up from
7.7% last year. On the demand side, there are social welfare enhancements, covering pension and medical
insurance, and an additional consumer goods subsidy program, which fell short of market expectations.
Today, the yuan appreciated (+0.2%) and yields on 10-year government bonds slipped marginally to 1.75%.

China's Main Targets for Growth and Fiscal Stimulus China Ramps Up Fiscal Stimulus as Tariffs Hit

2025 consensus Broad deficit planned for 2025 climbs to record high
2025 target forecast 2024
/ Actual broad deficit as a % of GDP
GOP target Around 5% Around 5% Around 5% 10%
Consumer inflation target Around 2%  Around 2% Around 3%
8

Headline deficit ratio (% of GDP) Around 4% 4% 3%
Headline budget deficit 566 54 408 6
Special sovereignbond (tyuan) 13 2 1 4
Local government special bond (t 4.4 4 or more 4
yuan) 2
Unemployment rate Around 55% Around 55% 0
New urban jobs Over 12 Over 12 T T T T

eailion mision 2010 2015 2020 2025
f:j,“;:;';’;“:;g:g,':::‘,:“‘k reports, annual fiscal budgets, Bloomberg Source: Bloomberg calculations based on China's budget report, ANZ Bank
Note: 2025 consensus forecast reflects the median projection of 26 Note: Broad deficit refers to the gap between the combined actual revenue
fﬁff‘:?lflif‘?lﬁ.?ﬂf’%‘ffﬁl"‘f\"i:if&“i”a L”uﬁﬂngszjgnlr:av:l ot and spending under the general public budget and the government-
year from 3.9 trillion yuan originally. : Bloomberg managed fund budget. Bloomberg

Faced with a blanket 25% tariff on its exports to the US, Mexico is expected to divulge its response
by this coming Sunday. While this has left the door open for negotiations, analysts at Goldman Sachs
estimate retaliatory tariffs to be inflationary. The impact of retaliatory but partial import tariffs adopted by
Mexico on US goods (about 8% of final consumption) could increase inflation in Mexico by around 80 bps,
which could double if Mexico were to retaliate by imposing equivalent tariffs. Local markets, cautiously
hoping that Mexico’s countermeasures would be pragmatic, rebounded yesterday, with the peso
strengthening +0.8% and equities gaining +0.6%.

25pp US Tariff on Imports from Mexico With Partial Retaliation to have a Sizable
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Ukraine
Ukraine’s eurobond prices recovered with peace talks remaining in focus. Ukrainian bonds sold off
following the meeting last week between US President Trump, US Vice-President Vance and Ukraine
President Zelensky, and the ensuing announcement of the pause in US military aid to Ukraine. Ukraine’s
2041 eurobond price fell to around 80.6 cents from around 83.2 cents on the dollar. The 2041 Eurobond
price yesterday recovered somewhat to around 81 cents on the dollar with contacts focused on speculation
that President Zelensky is ready to negotiate with Russia to end the war. This morning, Bloomberg data
show that Ukraine’s eurobonds are leading gains across EMs. In the meantime, Goldman Sachs analysts
estimate that the market-implied probability of a peace-deal has declined by 10ppts to around 41%, a similar
level seen around the time of the US presidential inauguration.
T — A Moot gl o o KD s i GOP (Conan wih WorGeslion s
Probability implied from cash price difference of Ukraine B2035 and 52034 bonds (the former embeds a GDP-linked

contingent upside instrument) relative to maximum value of this contingent option evaluated at an assumed post-war
discount rate (100bp premium over B-rated peers).
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For details about the calculation of this probability, see CEEMEA Economics Analyst: Ukraine — Rising Market Expectations for a Peace
Deal

Source: Bloomberg and IMF calculations

Source: Goldman Sachs Global Investment Research
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