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Editorial 3

Blowing the trumpet

Dear readers,

As the clock struck noon on January 20, the US welcomed
Donald Trump as its 47" president, kicking off his
tenure with a flurry of executive orders. From immigration
to energy to federal regulations, Trump wasted no time

to prove his intention to rewrite the rulebook—and fast.
For investors, one pressing question takes center stage:
what will his actions mean for the US economy—and the
global order—as 2025 unfolds?

Investors closely watched Trump’s whirlwind start, and
one of the biggest surprises was the absence of
immediate action on tariffs, most notably on China or
other trade partners, suggesting future tariffs may be
more targeted, such as on electric vehicles (EVs), rather
than sweeping measures. Coupled with Trump’s willing-
ness to entertain TikTok’s continued presence in the US
this signals a potential olive branch to China. It hints
that his tough tariff rhetoric may have been more bark than
bite and a negotiating tactic. On the downside, there
was a lack of proposals for tax cuts or relief for US fami-
lies. His expected focus on tightening immigration

and border control aligns with his campaign promises,
and could reintroduce inflationary pressures.

Still, Trump kicks off his second term with a relatively
solid economic foundation. While labor market data has
shown some softening, it has continued to come in
stronger than expected and steady consumer spending
has kept recession fears at bay. Along with stronger
inflation data, these factors contributed to the US Federal
Reserve’s revision to its dot plot?, projecting two rate

* See “Glossary and sources” on p. 17.

Dan Scott

Head Multi Asset,

Chief Investment Officer,
Vontobel

cuts this year instead of three. The Fed’s go-slow
approach also reflects a desire to gauge the impact of
Trump’s policies, and while markets currently price

in as few as one cut in 2025, we still believe the Fed

will stick to two as real rates are still too high, in our view.
Overall, the US economy continues to grow and re-
mains in better shape than many other regions around the
world and we don’t foresee inflation being restoked.

That said, investors may face heightened volatility in the
short term, as markets typically tend to be weaker in
the months following a US presidential election while awai-
ting clarity on policies. We believe US equities have room
for gains, underpinned by the investments flowing into
artificial intelligence (Al) infrastructure. Revelations that
China also has an Al solution—one that achieves similar
results with far lower data usage intensity and is pro-
duced at a fraction of the cost—have unsettled the mar-
ket. The high valuations of certain tech names may now
be called into question. Superior economic growth in the
US was already expected to drive a rotation into low-
er-valued names outside the tech sector, which will likely
keep US equities overall in favor.

This Investors’ Outlook delves into Germany’s economic
woes, the global sell-off in government bonds, and the

recent oil price spike.

As the trumpet sounds, the changes ahead in 2025
beckon, and we aim to help guide you through the year.

— Webcast
To view our webcast on recent market
developments, click here.



https://www.vontobel.com/en-ch/insights/monthly-cio-update-february-2025-all-eyes-on-trump-and-the-economy/

Stefan Eppenberger
Chief Investment Strategist,
Vontobel

Kicking off the year

January began with a tale of two forces—optimism
fueled by strong US economic data and unease over
inflation, policy shifts, and global market ripples.

The US labor market provided a bright spot. Nonfarm
payrolls surged by 256,000 in December, well above the
155,000 forecast, and the unemployment rate ticked
down to 4.1 percent. After two years of cooling, the labor
market seemed to find its footing.

Markets, meanwhile, braced for the impact of Trump’s
campaign promises of increased spending and economic
growth. Paired with fears of rising deficits and inflation,
investors reassessed how aggressively the Fed might cut
rates in 2025. Bond markets bore the brunt of these shift-
ing expectations: US 10-year Treasury yields soared past
4.7 percent, pushing global yields higher. Bucking the
trend, China’s 10-year yields hit record lows, reflecting the
country’s struggles with weak growth and deflation fears.

We believe that the economy will continue to grow in
2025, that inflation will stay under control, and that (most)
major central banks will proceed with gradual rate cuts.
While the Fed held rates steady in January and empha-
sized it was in no hurry, we anticipate the Fed to cut inter-
est rates back to what is considered “neutral” territory
this year as soon as we see further downside surprises on
the inflation front. This would also bring down yields of
10-year Treasury bonds towards 4 percent, and support
stock markets.

Across the Atlantic, the picture is less rosy. The Eurozone
faces an uphill battle as economic activity remains
subdued, and consumer and business confidence remains
weak.

The Vontobel Investment Committee has decided to
maintain its current asset allocation. Find the details on
page 5.
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We reiterate our neutral positioning on cash and
remain ready to deploy it when compelling opportu-
nities arise.

Our overall negative view on bonds remains un-
changed. While we anticipate some potential for lower
bond yields going forward, positive economic data
and the likelihood of additional fiscal stimulus deter
us from adopting a more constructive position on
fixed income for now. We therefore reiterate our neg-
ative stance on investment-grade bonds, while
maintaining a neutral stance on high-yield, emerg-
ing-market, and government bonds

We continue to hold an overweight position in equi-
ties. Given our assumption that economic growth will
improve while inflation is contained and most central
banks are poised to press on with rate cuts this year,
we believe equities are likely to continue to outper-
form bonds. On a regional basis, we favor US equities
as the economy there continues to outperform
other regions and is set to receive further support
from Donald Trump’s “America First” agenda. Al-
though US stocks carry higher valuations compared
to global peers, we believe these are justified by
several factors, including higher profitability. We re-
main neutral on Swiss, European, Japanese, and
emerging-market equities. These regions face mixed
growth and earnings outlooks, as well as relatively
stretched valuations, in our view. However, Chinese
stocks could benefit from fiscal stimulus and
currently trade at a discount to developed markets.

3
Equities

Gold prices sold off in the aftermath of the US presi-
dential election. Since then, they recovered some of
their losses. There were two main reasons for this:
continued central bank demand (China’s central bank
has resumed buying gold) and gold’s safe-haven
appeal (ahead of Donald Trump’s inauguration). While
we remain bullish on gold in the long term amid
geopolitical fragmentation, rising debt burdens, and
de-dollarization efforts, there are a few factors that
make us cautious in the short term. Those include
Trump’s pro-growth and reflationary policies, the
prospect of continued US dollar strength, and the
risk of a hawkish Fed. We hold on to our neutral view
on gold.

Gold

We remain neutral on commodities. Our base-case
scenario for 2025 includes positive economic growth
and further easing by central banks, which should
support the asset class. Headwinds include continued
US dollar strength and a still-recovering Chinese
economy. On the geopolitical side, commodities are
particularly vulnerable to tariffs and sanctions. How-
ever, there is currently very little visibility—will Trump
sanction Iran or strike a deal? Will he increase pres-
sure on Russia or “end the war in one day”? This lack
of clarity means the pendulum could swing either
way, and therefore a neutral view seems the most sen-
sible to us.

Commodities

We confirm our neutral take on alternative funds and
real estate.

Alternative
strategies

Changes month-on-month: same —» higher A lower M
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Germany S'€CoNnoOmi :
From “Bruttosoz 1alprodukt”
to stagnation



“Ja, ja, ja, jetzt wird wieder in die Hande gespuckt, wir steigern das Bruttosozial-
produkt...”* In the early 1980s, the satirical anthem “Bruttosozialprodukt” by Geier
Sturzflug took Germany, Austria, and Switzerland by storm, topping the charts
with its playful critique of the German work ethic. This song’s lighthearted take on
industriousness seemed perfectly suited to the pro-business black-and-yellow
coalition government of the time. Fast forward four decades, and the economic mood

is far less buoyant.

Michaela Huber
Senior Cross-Asset Strategist,
Vontobel

Stefan Eppenberger
Chief Investment Strategist,
Vontobel

Germany’s economy eked out a mere 0.1 percent growth
in the third quarter of 2024° Once the powerhouse of the
Eurozone economy, exports fell by 2.8 percent month-on-
month in October. Meanwhile, industrial production
remains more than 10 percent below pre-Covid-19 lev-
els—almost five years after the pandemic began. Ac-
cording to economic forecasters, things are unlikely to
change anytime soon. The Organisation for Economic
Co-operation and Development (OECD) expects Germany
to “bring up the rear among OECD countries*”, expand-
ing at a meager 0.7 percent pace in 2025. The Federation
of German Industries (BDI) paints an even bleaker picture,
forecasting a 3 percent drop in production for 2024, with
“no improvement in sight” for 2025. Or, in the words of
BDI President Siegfried Russwurm, “Germany’s business
model is in serious jeopardy, not someday, but here and
now. About one-fifth of industrial value creation is at risk®.”

How did this spectacular fall from grace happen? Much
has been said about the Covid-19 pandemic, the Russia-
Ukraine war, and the energy crisis as contributors to

Germany’s economic struggles. But a closer look at chart
1 reveals that cracks in Germany’s industrial foundation
appeared long before these recent crises. For instance,
Germany’s industrial production peaked years before
Covid-19 or the war in Ukraine emerged. This suggests
deeper structural challenges may be at play.

One such challenge is Germany’s heavy reliance on
exports. Exports of goods and services account for over
40 percent of the country’s gross domestic product
(GDP)—a stark contrast to the US (11 percent) or the Euro-
zone (19 percent, all data as of 2024). While Germany’s
export-driven growth model has been a cornerstone of
its economic success for decades, it also leaves the
economy vulnerable to external shocks and fluctuations
in global trade. This vulnerability is particularly pro-
nounced in Germany’s relationship with China, the world’s
second largest economy. For decades, China was a
major importer of German goods, driving German exports
to China from less than 2 percent in 2000 to nearly 10
percent in 2020 as a percentage of total exports. However,

* “Yeah, yeah, yeah, it’s time to roll up our sleeves again - let’s boost the gross national product...”, a line from the satirical pop hit from the 1980s.
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by 2024, that figure had fallen to just 5 percent as China
shifted from a loyal customer to a formidable competitor,
especially in key industries (see chart 2).

A crisis years in the making

Then there’s the problem of an energy strategy gone
wrong. Like many European countries, Germany is a net
energy importer, meaning it cannot meet all its energy
needs domestically and is therefore dependent on foreign
suppliers. In early 2022, Germany sourced 55 percent of

its natural gas from Russia®. However, Russia’s invasion
of Ukraine unleashed a chain reaction: supply disruptions,
a massive spike in energy prices, and a frantic scramble
for alternative suppliers.

The energy crisis of 2022 reignited debates about energy
security and accelerated the push toward renewable
energy. To Germany’s credit, significant progress has been
made. According to estimates by the Fraunhofer Insti-
tute for Solar Energy Systems, Germany’s proportion of
renewable energy in the electricity mix, i.e., the power
that comes from the socket, was roughly 57 percent in
2023". However, this does not automatically translate

to low and stable prices. When there is no wind and sun-
light, electricity generation from wind and solar power
plants comes down. As a result, prices on the electricity
exchanges rise. This was the case in December 2024,

Chart 1: German industrial production peaked before
Covid and the war in Ukraine
Index rebased to 100 = 2018

Euro crisis

2010 2013 2016 2019 2022

= Germany industrial production (ex construction)

Source: LSEG, Vontobel; as of December 2024.

when day-ahead electricity prices spiked to over EUR 900
per megawatt hour before dropping back to EUR 100
shortly thereafter.

In theory, nuclear power could provide a buffer against
such fluctuations. However, Germany shut down its last
three remaining nuclear power plants in early 2023, a
decision that has sparked challenges both domestically
and internationally. Sweden has been particularly vocal

in its criticism of Berlin’s nuclear phase-out, accusing it of
“hypocrisy®”. In December 2024, Swedish Energy
Minister Ebba Busch criticized Germany of blocking EU
financing for new fossil-free baseload power projects.
She argued, “It’s one thing for the Germans not to want
nuclear power for themselves, but it’s another to prevent
other countries from accessing these funds.” Ultimately,
while Russia’s supply disruptions may have been a tip-
ping point, Germany’s energy crisis began before Russia
invaded Ukraine (see chart 3).

Waning competitiveness

Another significant challenge is Germany’s competitive-
ness. Competitiveness (or the lack thereof) spans several
dimensions. Take the country’s relatively stringent labor
market regulations as an example. Unlike the US, German
law requires valid reasons for termination, formal warn-
ings, and strict adherence to notice periods. These rules,

Chart 2: China went from importer to competitor

In billion euros (12-month-sum)

2004 2007 2010 2013 2016 2019 2022

= German vehicle exports
Chinese vehicle exports

Source: LSEG, Vontobel; as of December 2024.



Chart 3: The energy crisis began before Russia’s
invasion of Ukraine
Index

Russia’s invasion in Ukraine —
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130 StartofEuropean ...................
energy crisis
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100

2010 2013 2016 2019 2022

= German electricity consumer price index

Soure: LSEG, Vontobel; as of December 2024.

Chart 4: Germany’s debt level leaves room for maneuver

General government gross debt (in % of GDP)
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0
2001 2006 2011 2016 2021 2026
= Germany us Eurozone
+ Forecast Forecast Forecast

Note: Forecast of the International Monetary Fund
Source: LSEG, Vontobel; as of December 2024.
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combined with a highly unionized workforce, make it
relatively difficult for companies to dismiss employees.

Competitiveness is also linked to demographics. Germa-
ny’s fertility rate (the number of births per woman) was
just 1.5in 2022, at the low end of its peer group, ac-
cording to World Bank data (US: 1.7, France: 1.8%). Addi-
tionally, the CIA World Factbook (2023) ranks Germany
among the top 10 countries globally with the highest
median age, at 46.7 years. An aging population has pro-
found economic implications. As the workforce shrinks,
labor shortages in certain sectors become more likely.
Official estimates suggest Germany could face a short-
fall of seven million skilled workers by 2035%. This tight-
ening labor market could push wages higher, exacer-
bating cost pressures for businesses. At the same time,
an aging society demands higher public spending on
pensions and healthcare. These rising costs could strain
public finances, potentially leading to higher taxes.
Increased immigration could help offset some of these
demographic challenges (but remains a politically sensi-
tive issue).

Then there’s also Germany’s high corporate tax burden.
According to the OECD tax database, Germany’s statu-
tory corporate income tax rate stood at about 30 percent
in 2024. This put it at the top of its peer group (vs. France,
the Netherlands, and the US: around 25 percent; Sweden,
Finland, and Switzerland: around 20 percent).

Another structural challenge is Germany’s investment
backlog. The country’s net fixed capital formation,
expressed as a percentage of GDP, lags behind peers such
as the US and the Eurozone. Germany’s reluctance to
spend also becomes evident when looking at its aging
equipment capital stock (average age in Germany: 7.3
years, Eurozone: 6.7 years, US: 6.1 years). At some point,
aging capital stock requires reinvestment or quality will
suffer.

Room for optimism

Despite these challenges, the picture is not entirely bleak.
Due to years of fiscal discipline, Germany’s general
government gross debt, expressed in percent of GDP, is
significantly below that of its peers. This provides the
country with financial “wiggle room” (see chart 4). It may
well be that one day Germany will overcome its debt
aversion and start to invest more. Even former Chancellor
Angela Merkel—once dubbed Europe’s fiscal scourge—
recently voiced support for relaxing the country’s “debt
brake” to spur investmentst..

We should also not forget that the German economy can
produce more than just cars (see chart 5). True, the
automotive industry accounts for a sizable chunk of Ger-
many’s exports. In 2023, machinery and other transport
equipment accounted for 26 percent of the country’s ex-
ports, and road vehicles for 12 percent. However, the
country also plays a significant role in the chemical (14
percent) and services industry (18 percent).

Potential relief could also come from lower gas prices.
A wave of new liquefied natural gas (LNG) projects

is expected to come online in the coming years. Accord-
ing to the International Energy Agency’s World Energy
QOutlook 2024, global supply is projected to outpace
demand, potentially creating a surplus that could last well
into the 2030s*. This could provide support to many
energy-intensive German industries.

Then there’s Germany’s innovative power. At over 3 per-
cent of GDP, Germany’s research and development
(R&D) expenditure is within striking distance of the US
(3.5 percent). It also significantly outpaces the Eurozone
average of 2.3 percent (World Bank, 2021). This could
translate into new, innovative products “Made in Germany”
(note: the German automotive industry in particular
invests heavily in R&D).

Chart 5: Germany can produce more than just cars
German exports of goods and services (2023), in % of total

B 18 Services
12 Road vehicles
26  Machinery & other
transport equipment

B 14 Chemicals & related
products
B 19 Other manufactured
goods
B 5 Food &live animals
6  Other

Source: LSEG, Vontobel; as of 2023.



Lastly, there’s also the potential for a policy change.
Following the collapse of the coalition in late 2024, snap
elections are scheduled for February 2025. As we go

to press, CDU/CSU—a center-right alliance of two par-
ties—is leading in the polls and poised to form the

next government. The alliance has outlined an ambitious
policy agenda aimed at addressing key economic and
energy challenges. Its proposed tax reforms include a
gradual reduction of the income tax rate, a phased
decrease in the corporate tax rate to a maximum of 25
percent, and the abolition of the solidarity surcharge.

It also proposes a state-subsidized securities account for
every child. In terms of energy policy, the alliance plans

to lower electricity taxes and grid fees, expand energy grids
and storage capacity, and accelerate the development
of renewable energy sources. It also seeks to abolish the
coalition’s heating law that had aimed to reduce
emissions. The CDU/CSU also advocates for retaining
the nuclear energy option. This includes a review of

the possibility of resuming previously shut down nuclear
power plants.

Checklist—what is needed to “Make Germany Great
Again?”

To assess whether Germany will one day regain its former
strength, we have developed a checklist that highlights

Make Germany Great Again: Checklist

11

Germany’s pain points and identified what we believe it
would take to overcome them. At the moment, only a
few criteria (i.e., global export growth pick-up, no trade
war escalation with the US, declining mortgage rates)

are being met. Nevertheless, with the right tools and
thoughtful policymaking, there is potential for Germany
to turn is fortunes around and that it could one day be
“Made Great Again”.

PAIN POINTS WHAT NEEDS TO CHANGE CHECKLIST
Energy strategy Falling global energy prices x
Reductlonofelectr|0|tytax&gndfees e
GasdealthhDonaIdTrump e
Export model Global (export) growth pick-up v
e e
Competitiveness Deregulation initiative x

ss labor market reforms x

Investment backlog

eform x

Falling (mortgage) rates v

Source: Vontobel; as of December 2024.
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Pressing pause

Christopher Koslowski
Senior Fixed Income & FX Strategist,
Vontobel

In the aftermath of the Federal Open Market Committee
(FOMC)’s September meeting last year, most investors
had largely assumed the benchmark federal funds rate
was headed to 3 percent. However, following the Repub-
lican victory in the US elections, market expectations
shifted markedly upward, with many predicting rates
closer to 4 percent. Today, investors are bracing for the
possibility that interest rates will remain at their current
levels, with no further cuts on the horizon.

Despite the December quarter-point rate cut aligning with
market expectations, the Fed signaled a hawkish

stance for 2025. Fewer projected rate reductions, coupled
with upward revisions to inflation forecasts, painted a
challenging picture. Matters were compounded at the
press conference, when Chair Jerome Powell ack-
nowledged that some FOMC members factored in the
incoming Trump administration’s policies in their projec-
tions—a contradiction to his earlier assertion that the
Committee does not engage in guesswork or conjecture.

Chart 1: Chasing the ceiling: How high might bond
yields climb?
US 10-year bond yield, in %

() e o

Last observation

Market-implied Fed “floor”, in %

1.0 2.0 3.0 4.0 5.0 6.0

Source: LSEG, Vontobel; as of January 14, 2025.

While Fed officials may account for potential fiscal policy
impacts, their mandate requires evidence-driven
monetary policy. Further rate cuts will depend heavily on
labor market developments, especially as inflation
continues its gradual march toward the 2 percent target.

Without a full-scale pivot from rate cuts to increases, the
10-year Treasury yield is unlikely to decisively breach the

5 percent threshold. Treasury yields closely track market-
implied expectations for policy rates (see chart 1), and
markets would need to factor in fresh hikes to push yields
resolutely higher. Yet the Fed regards its current stance
as already restrictive, while rising yields are sapping mo-
mentum in housing and dampening equities, which is
why we believe an extended pause is far more likely than
a renewed round of tightening.

IG: Little room for excess returns

Further Fed easing may provide some support for invest-
ment-grade (IG) corporate bonds. For now, most of the
positive news appears to be priced into valuations, leaving
the excess return outlook heavily skewed. While current
yields offer a decent total-return proposition, there is scant
scope for spreads to compress further. Over the past

15 years, there have been only a handful of trading days
when |G spreads were tighter than current levels (see
chart 2). This suggests limited potential for further tighten-
ing and could signal increased vulnerability to negative
market developments or economic shocks, as spreads
have little room to absorb additional risk.

Chart 2: Tight squeeze in investment-grade bonds:
limited room for excess returns
Percentage of days traded in spread range

In basis points

>300

o
o
T
o
©

100-120
120-140
140-160
160-180
180-200
200-220
220-240
240-260
260-280
280-300

Last observation
Average

Source: LSEG, Vontobel; as of January 14, 2025.
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What’s ahead after the latest

market jolt?

Mario Montagnani
Senior Investment Strategist,
Vontobel

December 2024 was marked by a complex interplay

of monetary policies, geopolitical tensions, political cri-
ses, and economic stimulus efforts, all of which led to
mixed outcomes across global equity markets and set
the tone for a very eventful January. But what’s next?

While we were all preparing to ring in the New Year with
champagne, the “hawkish” rate cut by the Fed in its
December meeting somewhat dampened the festive
mood. The Fed signaled that rates would likely remain
restrictive for longer than markets had anticipated,
reflecting ongoing concern about inflation and sending
Treasury yields higher.

As a result, investor optimism cooled following a record-
breaking 2024, with stretched valuations, and the im-
pending year-end earnings season creating more uncer-
tainty. This increased volatility in equity markets in early
January and sparked a rotation moving from the US mar-
ket to more defensive investment styles and sectors
with lower valuations, like the Eurozone or Switzerland.
The US stock market saw a notable rebound toward

Chart 1: Bull markets of last 80 years

S&P 500 Index, total return in USD and in %,
indexed to beginning of bull market = 100

Duration in months

90

161116 21 26 31 36 41 46 51 56 61 66 71 76 81 86 91 96 101 106 111

— WWII recovery (Nov. ’42)

Post-war expansion (Jun. ’49)

The Great Bull Market (Aug. ’82)

Post dot-com bubble recovery (Mar. ’03)
Post GFC recovery (Mar.’09)

= Post pandemic recovery (Mar. 20)

Source: Bloomberg, Vontobel; as of January 17, 2025.

the end of the month, fueled by the optimism around
Trump’s inauguration and announcements of major
investments in Al. However, the momentum was disrup-
ted when news broke of a Chinese startup develop-

ing a highly competitive, low-cost Al model, sending the
markets into a temporary frenzy. So, what’s our take?

The Vontobel Investment Committee retains a positive
view on equities. We continue to maintain an over-
weight position that’s been in place nearly non-stop since
the end of September 2022, driven by a secular bull
market that we believe could extend into 2025, despite
short-term volatility (see chart 1). We’re particularly
bullish on US stocks, which stand to benefit from several
factors, including the continuation of Trump’s “America
First” policies and their strong sector exposure to disrup-
tive new technologies.

Despite the late-January setback and the likelihood

of continued short-term volatility—particularly for semi-
conductor and Al datacenter suppliers—we remain
confident that the next 12 months will be driven by strong
earnings growth and unexpected positive surprises.
Furthermore, we don’t believe we’re facing a scenario
akin to the dot-com bubble of 2000, when tech compa-
nies were characterized by weak profitability, high debt
levels, fragile business models, and inflated valuations.
Today’s fundamentals are far more sustainable by com-
parison (see chart 2).

Chart 2: Net profit for selected large US tech and
Al-related stocks
In USD billion

Share in S&P 500 Index

Microsoft Amazon = Adobe Cumulative
Alphabet = Nvidia = Netflix share in S&P 500
= Broadcom = Intel net profit (in %,

* E = Estimate right-hand side)

Source: Bloomberg, Vontobel; as of January 17, 2025.
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Crude currents

Michaela Huber
Senior Cross-Asset Strategist,
Vontobel

January served as a stark reminder of how quickly for-
tunes can change in the commodity world. For months,
Brent crude had struggled to stay above USD 70 per
barrel. But by mid-January, prices had surged past USD
80 per barrel.

Geopolitics played a central role in driving the rally. In its
final two weeks, the Biden administration imposed
unexpectedly stringent sanctions on Russia. Targeting
two major oil companies, more than 180 vessels,
insurance firms, and traders purchasing oil above the
Group of Seven’s*®* USD 60 per barrel price cap.

Donald Trump’s impending inauguration and fears sur-
rounding a more hawkish Iran policy added to the

price increase. During Trump’s first term, Iranian crude
oil production fell from 3.8 million barrels a day
(mbpd) to 2mbpd (see chart 1), triggering a sharp rise in
oil prices. If Trump delivers on his “maximum pressure”
promise, oil prices could climb further—a pattern often
seen when an energy superpower is involved.

Chart 1. Is Iranian oil supply at risk?

Million barrels per day

US sanctions
/ imposted

US-Iranian

EU bans imports
= rapprochement

D T S TycPoA M\ A
. Agreement
Preliminary deal
20 ......................................................................................................................
< Trump loses
elections
15
2008 2010 2012 2014 2016 2018 2020 2022 2024

= [ranian crude oil production

Source: LSEG, Vontobel; as of January 16, 2025.

Trump’s proposal to impose a 25 percent tariff on all
Canadian imports, including oil, also played a role. Com-
bined with a colder-than-expected winter in the US

that increased heating oil demand, this heightened supply
concerns. Reports of inventories at the Cushing, Okla-
homa delivery hub falling to their lowest level in a decade
(see chart 2) did the rest.

While the short-term risks are tilted to the upside, there is
still hope that the likelihood of a full-blown oil shock
remains limited. The current situation differs significantly
from 2018-2019, particularly regarding Iran. At that

time, several buyers were dependent on Iranian oil, but
today, more than 90 percent of Iran’s crude exports go

to China, a country that does not recognize US sanctions.
Iran’s oil minister has already announced that “required
measures have been taken'*”.

Canada’s role is also crucial. The country is important for
US refiners, particularly those in the Midwest, as they
specialize in processing “heavy” Canadian crude, not
“light” US crudets.

Then there’s the prospect of continued weak demand.
Key forecasters such as the Organization of the
Petroleum Exporting Countries (OPEC) have repeatedly
cut their demand forecasts, often citing the weak
Chinese economy, the world’s largest oil importer. Per-
haps the most important argument against an oil shock
is Trump himself, as he is not a big fan of high oil prices.

Chart 2: US oil inventories at low levels at start of year

Cushing inventories in barrels (x 1000)
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0
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Soure: LSEG, Vontobel; as of January 16, 2025.
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King Dollar reigns

Christopher Koslowski
Senior Fixed Income & FX Strategist,
Vontobel

The US dollar soared 7.2 percent last year, with most
gains packed into the final quarter on hopes of a “Trump
2.0” economic boost, battering global currencies. While
the greenback’s? rally could extend further, uncertain-
ties surrounding US policy timing and economic
momentum might curb its ascent.

Two words—King Dollar (see chart 1). In the foreign
exchange market, the dollar reasserted dominance, eras-
ing the previous year’s 2.3 percent dip and posting its
third annual gain above 5 percent in four years. Most gains
came in late 2024 as markets adjusted to potential
Trump policy shifts. The rally hammered developed and
emerging market currencies alike, with the Brazilian

real plunging 21.4 percent amid domestic economic insta-
bility and global risk-off sentiment.

The dollar’s path hinges on US economic data and Trump’s
reinforcement of an already robust economy. Lingering
questions—on fiscal and trade policy timing, reactions to
weaker data, and trading partners’ responses—could
shift sentiment. While gains may continue, the late-cycle
US economy risks a reversal if growth falters.

Chart 1: King Dollar reigns supreme

USD exchange rate

stronger dollar -

< weaker dollar

Jan. 2023

Jul. 2023 Jan. 2024 Jul. 2024 Jan. 2025

Source: LSEG, Vontobel; as of January 14, 2025.

The euro on the ropes

The euro tumbled 6.2 percent against the dollar last year,
with losses accelerating in the final quarter. A strong

US narrative drew investors to the dollar, while the euro
faltered under political uncertainty and sluggish growth
across the Eurozone. Although the dollar remains dominant,
its rally is starting to look overextended, prompting spec-
ulation about a euro rebound. A resolution to the Ukraine
conflict or more flexible fiscal policies in Germany could
provide a much-needed economic boost. The most decisive
factor, however, lies with the US—any signs of an eco-
nomic slowdown could weaken the dollar’s grip and pres-
ent the euro with its strongest opportunity for recovery.

Swiss franc in the spotlight

The uncertain geopolitical landscape is poised to drive
renewed safe-haven flows into Switzerland. The Swiss
franc remains supported by the country’s robust eco-
nomic performance, which outpaces Eurozone peers. Even
with Swiss National Bank (SNB) rate cuts on the horizon,
franc bulls appear undeterred. However, if global risk appe-
tite improves due to easing geopolitical tensions or
economic recovery, the franc would likely tend to weaken.

Switzerland’s latest inflation data solidified expectations
for a 25-basis-point (bps) rate cut by the SNB in March,
with markets expecting further easing. The key question
is whether the SNB will repeat December’s bold 50 bps
reduction or opt for a more cautious 25 bps. Market senti-
ment suggests the SNB could ultimately lower its policy
rate to a floor of O percent (see chart 2).

Chart 2: SNB’s path to zero fully priced in by markets

Market-implied SNB “floor”, in %

Dec. 2023 Mar. 2024 Jun. 2024 Sep. 2024 Dec. 2024

Source: LSEG, Vontobel; as of January 14, 2025.
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Economy and financial markets 2024 - 2026

The following list shows the actual values, exchange rates, and prices from 2024, as well as consensus forecasts for
2025 and 2026 for gross domestic product (GDP), inflation/inflationary expectations, key central bank interest rates,
10-year government bonds, exchange rates, and commodities.

2025 2026
GDP (IN %) 2024 CURRENT? CONSENSUS CONSENSUS

2025 2026

CONSENSUS CONSENSUS VONTOBEL VIEW
KEY INTEREST RATES (IN %) IN 3 MONTHS _IN 12 MONTHS IN 12 MONTHS®

CONSENSUS CONSENSUS VONTOBEL VIEW
GOVERNMENT BOND YIELDS, 10 YEARS (IN %) IN 3 MONTHS _IN 12 MONTHS IN 12 MONTHS®

N

CONSENSUS CONSENSUS VONTOBEL VIEW
IN 3 MONTHS _IN 12 MONTHS IN 12 MONTHS®

CONSENSUS CONSENSUS VONTOBEL VIEW
COMMODITIES 2024 CURRENT _ IN3MONTHS _IN12 MONTHS IN 12 MONTHS®

Subject to revisions (e.g., potential revisions to Q4 data)

Latest available quarter

Subject to revisions

Latest available month, G20 data only quarterly

1 above consensus, > in line with consensus, v below consensus

Source: Vontobel, respective statistical offices and central banks; as of January 17, 2025.
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Glossary and sources

t The Fed’s dot plot is a chart that shows its policymakers’ projections for future interest rates.

|”

2 Estimates of what “neutral” means to the Fed vary, but we believe it’s likely somewhere around 3 percent.

3 Price, seasonally and calendar adjusted.

* Source: Reuters article, published December 4 2024. https://www.reuters.com/markets/europe/oecd-cuts-2025-forecast-german-econo-
my-2024-12-04/#:~:text=The%20world%27s%20third%2Dlargest%20economy,from%20the%200ECD%2C%20told%20Reuters.

@

Source: NZZ article, published September 10, 2024. https://www.nzz.ch/wirtschaft/die-deutsche-industrie-laeutet-die-alarmglocke-und-
ruft-nach-dem-staat-1d.1847619

5 Source: World Economic Forum article, published August 24, 2022. https://www.weforum.org/stories/2022/08/energy-crisis-germany-
europe/

7 Source: Fraunhofer Institute for Solar Energy Systems ISE press release, published January 15, 2024. https://www.ise.fraunhofer.de/en/
press-media/press-releases/2024/public-electricity-generation-2023-renewable-energies-cover-the-majority-of-german-electricity-con-
sumption-for-the-first-time.htmil#:~:text=In%20total%2C%20renewables%20produced%20around,compared%20t0%2050.2%25%20in%20
2022.

8 Source: Euractiv article, published December 16, 2024. https://www.euractiv.com/section/politics/news/sweden-ramps-up-criticism-of-
berlin-in-energy-price-feud/

° Source: World Bank, as of January 9, 2025. https://genderdata.worldbank.org/en/indicator/sp-dyn-tfrt-in

0 Source: Reuters article, published February 21, 2024. https://www.reuters.com/markets/europe/germanys-shortage-workers-is-biggest-
risk-growth-minister-says-2024-02-21/

1t Source: Financial Times article, published November 25, 2024. https://www.ft.com/content/2854eff3-97a3-4f9f-Qe5f-1aaf216424d8

2 Source: World Energy Outlook 2024, published October 2024. https://iea.blob.core.windows.net/assets/a5ba91c9-a4lc-420c-b42e-
1d3e9b96a215/WorldEnergyOutlook2024.pdf

@

Intergovernmental organization made up of Canada, France, Germany, Italy, Japan, the UK, and the US.

1 Source: Reuters article, published November 13, 2024. https://www.reuters.com/world/middle-east/iran-ready-possible-oil-export-curbs-
after-trump-election-2024-11-13/

* Heavy crude and light crude differ in density, viscosity, and composition, which affects how they’re processed and valued. Light crude often
commands a premium over heavy crude.

® A common nickname for the US dollar, derived from the green color of the paper currency first issued during the Civil War.
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