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e US may run a larger fiscal deficit in 2026—2028 regardless of the election results (link)

e Consumer delinquency fears have reached their highest level since the pandemic (link)

e Pound weakens after UK September inflation surprises on the downside (link)

e The yen gained briefly amid prospects of gradual rate hikes (link)

e Bank of Thailand lowers policy rate in surprise move (link)

e Banks in China are expected to lower deposit rates in response to policy guidance (link)
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Rate cut expectations build as UK inflation slows

The British pound is lower on the day after inflation data showed prices rising slower than expected.
The report has increased expectations for BoE rate cuts. While a cut in November had already been mostly
priced, pricing for future meetings has increased meaningfully. End-2024 pricing has risen to a total of 44
bp cuts from 37 bp yesterday. In China, shares of property sector firms rose over 8% on the day ahead of
tomorrow’s joint briefing with the housing ministry, finance ministry and central bank. Emerging market
currencies are mostly gaining on the day, including the Thai baht, despite the central bank surprising
markets with a 25 bp rate cut. Tech shares are steady this morning after a sharp decline yesterday following
areport of weak orders of chipmaking devices by Dutch firm ASML. The report casued shares in both ASML
and Nvidia to decline about 5% on Tuesday. Overall this morning, European shares are somewhat lower
on weak earnings, while US equity futures are holding steady.
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United States

U.S. may run a fiscal deficit of 7% to 9% of o oesusan
GDP in 2026—2028 regard|ess Of the genera| TrumpsteEpex TmmpstEep\M\h Trump R Senate /D Trump R Senate /D HamsRSena(e/D

House ex-tariffs House with tariffs Harris D sweep

election results. Analysts at Deutsche Bank ,, _ ¢ (39%) (14%) (14%) (16%) (20%

recently conducted a growth and deficit analysis s I I
under various U.S. general election outcome, *°

.. . . . 8.5
detailing the impacts of each presidential _,

candidate’'s proposals while assuming the s
extension of the 2018 TCJA tax cut in all =°
scenarios. Their results suggest that the U.S.
deficit could increase from the 2023 level of 6.1%
of GDP to between 7% and 9% in 2026—2028 in
all assumed scenarios. The most fiscally conservative political combination would be a Trump win, a
Republican Senate, and a Democrat House, with the implementation of Trump tariffs, simulated as a 10%
universal tariff and 60% tariffs on China, as he has previously argued for. However, such tariffs present a
significant near-term risk to inflation and growth in all cases. The highest deficits occur with Trump win and
a Republican sweep of both the Senate and House, but without tariffs.

"2025 = 2026 2027 2028

Consumer delinquen cy fears have reached Series Debt Delinquency Exp Not Being Able To Make Min Debt Payment Over Next 3 Months...
their highest level since the pandemic Country/ ‘Eﬁwrt(ee;t;tates »  Source Federal Reserve Bank of New York »
outbreak. The anticipated probability of D Release Details 3 Related Indicators 9 Related News

missing a minimum debt payment over the
next three month among U.S. households rose
to 14.2% in August, according to the New York
Fed’s monthly Survey of Consumer
Expectations. This increase in delinquency
risk coincides with a broader deterioration in
perceptions of households’ current financial
situations, with fewer consumers reporting
being better off and more reporting being
worse off than a year ago. Additionally, Edmund.com reported that the number of Americans with auto
loans who owe more than their vehicle values continued to increase, with more than one in five of such
consumers owing more than $10,000 on their auto loans, further highlighting the financial pressure on
American consumers.

Euro Area

European equities were mostly lower this morning amid weak earnings. The Stoxx 600 index edged
lower by 0.4%, dragged by losses in the information technology sector (-1.1%,) with notably ASML Holding
NV loosing 3.6% after its profit warning yesterday. The consumer products (-0.7%) and banking (-0.7%)
sectors were also trading in the red. The energy sector (+0.5%) was retracing some of yesterday’s losses.
Oil prices were marginally higher this morning (brent crude +0.1% at $74.30 per barrel). The euro was little
changed against the dollar. ING analysts expect the euro to stabilize around 1.09 for now, but see risks
tilted towards a stronger dollar heading into the US elections. Analysts at TD bank have a bearish view on
the euro as they see the current exchange level already pricing-in a cut from the ECB on Thursday and the
currency is subject to macro uncertainty and risks around US elections. Markets are pricing in roughly
25bp of easing for the ECB meeting tomorrow, with around 50bp of easing priced in by end-2024.
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European government bond yields continued to edge lower across tenors. Commerzbank analysts
note that the significant decline in oil prices yesterday—with oil futures dropping by over 4%—has prompted
a bid across global bond markets. The analysts see a further recovery in bunds as likely, with the ECB’s
anticipated rate cut tomorrow also adding to overall bullish sentiment. The 10Y Bund yield (-3bp) is trading
at around 2.19%, now roughly 7bp higher than at the start of the month, while the 2y yield is at 2.18%
(-2bp). Sovereign bond yield spreads of Italy and France were little changed this morning, with the 10y
BTP-Bund spread at 123bp and the 10y OAT-Bund spread at 73 bp. The Italian government last night
announced its 2025 Budget Bill, which included plans for the government to raise €3.5bn from domestic
banks and insurers by postponing tax deductions in a move that will not impact on banks’ profitability in a
meaningful way according to analysts. Ahead of the start of the Q3 earnings release season in the next
days, the shares of major Italian banks and insurance companies edged down. Analysts at HSBC continue
to have a constructive view on Italy’s fiscal consolidation efforts in the short term, but warn of medium-term
challenges as keeping public investment above 3% of GDP in line with EU rules (and in absence of new
EU funding) would require further cuts to current spending, just ahead of elections in 2027.

Massive drop in oil implies potential for Bunds Europe: German 10-yr bund yield and Southern Spreads
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United Kingdom
The poun d weakened and g ilt y| elds  Exnibit1: Inflation Set to Remain Notably Below BoE's August MPR Projections

Percentage Percent Percent

eased after September inflation data Poln . Contbutons o Year Yo sl i
surprised on the downside. Data

released this morning showed headline
inflation easing to 1.7%yl/y in September
(versus expected 1.9% from 2.2%), with
core inflation dropping to 3.2%yl/y (versus
expected 3.4% from 3.6%) and services
inflation easing to 4.9%yly (versus | L !
expected 5.2% from 5.6%). Analysts note =" w® s i ade sl
that the decline in services inflation was S Gomsn Sans oo Inssment Rsearc,aver Aratcs,bank ot Engiana

mainly a result of a weakness in airfares but also highlight a gradual decline in underlying services inflation
measures. Goldman Sachs analysts continue to expect sequential rate cuts from the BoE in 25bp
increments starting from the November BoE meeting. ING analysts also argue that the data paves the way
for two further BOE rate cuts this year and see the potential for the sterling to weaken further as markets
increase dovish expectations. HSBC analysts, however, expect a rate cut in November but then see rates
unchanged in December, arguing that additional ‘normal’ inflation prints would see a faster pace of interest
rate reductions in 2025. Against this backdrop HSBC analysts expect a 25bp rate cut at each of the MPC
meetings in 2025. Markets have firmed up expectations for a BoE rate cut in November and are now pricing
in 26bp of easing by November (compared to 23bp yesterday) with roughly 44bp of easing by end-2024
(compared to 37bp yesterday), and roughly 133bp of easing priced in by September 2025 (compared to
125bp yesterday). The pound was trading 0.5% weaker against the dollar this morning at around 1.30 and
gilt yields were lower across the curve (10y gilt yield -8bp to 4.08% and 2y gilt yield -9bp at 4.03%).
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Japan

The yen briefly gained as investors reacted t0  yen Fluctuates as B03's Adachi Speaks
the possibility of a moderate pace of rate hikes el Wil enons e

from the BOJ. Bank of Japan (BOJ) board | i

member Seiji Adachi discussed monetary policy I,-,"“f A f\'g‘n“ !
normalization in a speech, lifting the yen by as ™ 1!17‘ J_;\..r"“
much as 0.2% to 148.88 per dollar intraday. Adachi r‘- | 5-..5"
emphasized a gradual approach to raising rates, IW ] 149
aiming to reach a 2% price trend while keeping

financial conditions easy. He cautioned that an I I B I
overly rapid rate increase could push the economy s soemsers 6 e 2024 Bloomberg 8
back into deflation. Market analysts noted that this

slow approach to interest rate hikes, without a specific timeframe, could inject volatility in the outlook for the
yen. Elsewhere, the Nikkei declined by 1.8%, its largest drop in two weeks, as semiconductor-related
shares tumbled following disappointing earnings from ASML Holding NV, the world's leading manufacturers
of chip-making equipment.
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Emerging Markets back to top

Investors in Asia focused on central bank decisions from the region, with the Bank of Thailand and
the central bank of the Philippines lowering policy rates by 25bp each, while Bank Indonesia kept its
benchmark rate steady. Asian currencies mostly gained, with the rupiah outperforming (+0.4%) while the
Thai baht (+0.2%) and the Philippine peso (+0.1%) also gained despite rate cuts. EMEA equities and
currencies were mixed, while local currency bond yields were little changed. In CEE the stock market was
in the green in Hungary (0.3%) but red in the other main countries of the area, with Czechia underperforming
(-0.3%). CEE currencies edged down against the euro this morning, with the Czech koruna down by 0.2%
and the Hungarian forint lower by -0.2 (-1% MTD). In South Africa equities gained (0.3%) and the rand
appreciated (+0.4%) against the dollar. In Tlrkiye the stock market continued to edge down by -0.3% today
(- 8.6% MTD) and the lira was little changed against the dollar ahead of the central bank’s decision tomorrow
where consensus expects the policy rate to be kept unchanged at 50%. LatAm currencies slid on a
strong dollar, while regional equities were mixed. The Mexican peso sustained the largest losses
(-1.6%), partly due to remarks about potential import tariffs made as part of the US presidential election
campaign. In Chile, S&P Global maintained the sovereign rating at “A” and raised the outlook to stable.
While local markets closed lower on the day, with equities and the currency down 0.2% and 1.5%,
respectively, CDS spreads have been steadily declining over time and are near their pre-pandemic levels.
The Peruvian sol, in comparison, saw modest losses (-0.2%). The country also reported
stronger-than-expected economic data yesterday, with Aug. economic activity growing by 3.5% y/y and the
Sep. unemployment rate falling to 5.9%.

EM fixed income performance

EM Fixed Income (Fl) assets performance correlates positively with that of risky assets, and benefits
from declining global rates, unlike developed market (DM) FI assets. These two conditions, which also
characterize the current market environment, explain the recent outperformance of EM Fl, according to a
market report. The report tests this by estimating weekly correlations since 2004 between the returns of EM
and DM FI assets and 5 key metrics: risk sentiment (proxied by S&P returns), core duration (proxied by
yields on 10 yr US treasuries), US dollar, volatility (VIX), and commaodity prices (proxied by brent crude
prices). These correlations and their explanatory power (R*2) are shown in the three spider chart panels of
the figure below. As hypothesized, unlike DMs, the returns on EM Fls have a strong positive correlation
with returns on risk-assets. However, they also benefit from core rate duration performance, unlike DM
high-yield credit (right panel).
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Exhibit 12: EM Fixed Income Tends to Be Correlated to Both Risk and Global Rate Performance
Correlation of weekly fixed income benchmark performance versus global macro assets
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Correlations based on 20-year sample; R*2 is the variance explained of fixed income index performance by all of the global macro assets; * - for DXY and VIX we flipped the sign to match the direction
of pro-cyclical fixed income assets. The dotted grey line represents the zero-correlation line.

Source: Bloomberg, Goldman Sachs Global Investment Research

China
Banks in China are expected to lower deposit Mounting Pressure

China banks® margins sank to record low as bad loans stacked up

rates as early as this week following the ..o me eesmgn an

authorities’ announced stimulus measures in - 3500
recent weeks. Large banks are guided by the faooe
PBC'’s interest rate self-disciplinary mechanism > = =
which sets a corridor for private rates. Market §* e
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Construction Bank. The cuts would mark the second such reduction this year and are expected to further
squeeze banks’ profitability. According to Bloomberg, the banking sector’s net interest margins have been
falling and reached a record low of 1.54% at the end of June, well below the 1.8% threshold seen as
necessary to maintain reasonable profitability. Meanwhile, China’s property shares rose by as much as
8.3% on the day ahead of a joint news conference held by government officials from the housing ministry

and central bank. The broader CSl index was moderately lower (-0.6%) while the RMB was little changed.

H

Thailand

In a surprise move, the Bank of Thailand (BOT) lowered its policy rate by 25 bp to 2.25%. Market
participants had expected the BOT to remain on hold, given its reluctance to use monetary policy tools to
address Thailand’s structural challenges, including a sluggish manufacturing sector challenged by imports
competition. The rate setting committee voted 5-2 to lower the one-day repurchase rate, its first cut in more
than four years. Although Thailand’'s Q2 GDP growth rate, at 2.3%, y/y, was the fastest in five quarters, it
has lagged the expansion seen in its neighbors. Just days before the BOT policy meeting, Commerce
Minister Pichai Naripthaphan called for a 50bp cut this year, and a trade association, the Federation of Thai
Industries, reiterated its call for a 25bp cut to ease the financial burden of businesses. The Thai baht gained
following the rate decision, rising 0.14% but remains within the trading range seen this week.

Indonesia

Bank of Indonesia kept its key interest rate steady at 6%, in line with expectations. This latest policy
decision is in contrast with last month’s surprise move to lower the policy rate ahead of the Fed’s easing
cycle. Market analysts noted that considerations for the stability of Indonesia’s external sector, including
the stability of the rupiah, are a primary consideration for the Bl. Since the beginning of October, the rupiah
has lost 2.4% against the dollar. Following its policy meeting, Bl noted that Q4 growth is expected to remain
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solid, supported by investment, improved domestic demand, and accelerating government spending.
Market analysts also noted that Bl is likely to closely monitor the Fed’s rates decisions and could resume
its rate cuts as early as next month if the Fed lowers its policy rate again. The rupiah outperformed its
regional peers, gaining 0.4% on the day, following Bl's rate decision.

The Philippines

The Bangko Sentral ng Pilipinas (BSP) cut its benchmark interest rate by 25bp amid slowing
inflation. The BSP reduced the target rate to 6%, in line with expectations. Philippine inflation slowed to a
four-year low of 1.9% in September, within the central bank’s forecast range. Governor Remolona has
signaled a preference for quarter-point cuts, instead of bigger reductions. Market observers expect the BSP
to lower the policy rate by another 25bp in its upcoming meeting in December. The peso was little changed
on the day.

Nigeria

Analysts expect further rate hikes after Nigeria’s Nigeria Inflation Quickened for First Time in Three Months
headline inflation increased in September, " he spreadbetween inflation and interest rates

) . / Nigeria benchmark interest rate Annual inflation rate
retracing the recent decline. Data released - Realinterest rate (benchmark less CPL)
yesterday showed headline inflation increasingto ~— __—
32.7%yly in September, versus expected 32.4% - 2°
from 32.2% in August. This follows the significant
fuel price hike earlier in September. In addition to
higher fuel and energy costs, ICBC analysts also
attribute the increase in September's headline . o —

ec Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul
inflation to flooding in food-producing states. Absa ** 22 2023 2024
. . . . Source: Central Bank of Nigeria, Nigerian Bureau of Statistics Bloomberg

analysts caution that inflation could increase further
in the remainder of this year, as fuel prices have continued to increase this month and with the naira
remaining under pressure. Against this backdrop the analysts see a higher risk of another 50bp rate hike
by the central bank of Nigeria at the next MPC meeting, set to take place in November. Similarly, ICBC
analysts see a 50—-100bp rate hike as possible in November.
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Colors denote tightening/easing financial conditions for observations greater than +£1.5 standard deviations.

Data source: Bloomberg.
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Emerging Market Financial Indicators
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