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Editorial 3

Shaken, not stirred

Dear readers,

Investors faced a jolt on April 2, as US President Donald
Trump unveiled sweeping reciprocal tariffs that were
higher than expected, including a baseline 10 percent rate
on all trading partners and a 25 percent levy on all for-
eign-made automobiles, widening his trade offensive. While
the move offered some long-awaited details, it did little
to reassure markets. With potential negotiations and retal-
iatory measures likely ahead, volatility is poised to remain

a backdrop for markets for the foreseeable future.

Investors had already faced a period of uncertainty in the
run-up to what Trump dubbed “Liberation Day”. The S&P
500 Index slid into correction territory mid-March, wiping
out trillions in market value, as recession fears crept back
into the conversation and market participants speculated
how Trump’s tariffs might bleed into the real economy
and influence economic growth, inflation expectations, and
corporate earnings. The OECD" revised global gross
domestic product (GDP) growth downward, citing trade
wars as a major drag. Businesses have hesitated to place
orders without clarity on tariffs, while economic and small
business optimism (initially buoyed by Trump’s election)
has waned.

Markets have also experienced a “Great Rotation” into
European and Asian assets as investors seek opportuni-
ties beyond the US. European markets have been bol-
stered by renewed enthusiasm amid government plans to
boost defense and infrastructure spending, though we
believe long-term growth remains constrained by structural
issues. While stimulus measures provide short-term
support, sustained growth potential hinges on deeper
supply-side reforms, like labor cost reforms, rather than

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

Dan Scott

Head Multi Asset,

Chief Investment Officer,
Vontobel

just debt-driven spending. Similarly, China is making a
concerted effort to revive retail spending and stabilize

its housing market, where some 60 percent of household
wealth is estimated to be tied to real estate®. We believe a
housing recovery is hence a prerequisite for a meaningful
rebound in consumer spending.

Volatility is unlikely to fade this year. Markets are poised
to remain hypersensitive, reacting nervously to any shifts
in economic data or policy wording. Even as we believe
the announced tariffs are part of a negotiation tactic, given
the murky visibility, the Multi Asset Boutique’s Invest-
ment Committee has decided to shift allocations to cash
while going neutral on US equities, bracing for what
could be at least two quarters of economic soul-search-

ing.

In this Investors’ Outlook, we explore potential scenar-
ios in a Russia-Ukraine ceasefire, watch gold prices, and
decode market trends.

Shaken? Yes. But we believe that for those who adapt,
actively diversify, and think more long-term, there may be
no reason to be stirred.

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


https://www.vontobel.com/en-ch/insights/monthly-cio-update-april-2025-uncertainty-and-volatility

Stefan Eppenberger
Chief Investment Strategist,
Multi Asset Boutique, Vontobel

Licence for stimulus

Donald Trump’s trade policies have rattled US business
and consumer sentiment. His confrontational approach
to Europe, exemplified by his handling of the “Ukraine
question”, has served as a wake-up call for European
policymakers. In response, they’ve rolled out historic stim-
ulus measures, capturing the attention of financial
markets and prompting investors to flock to alternative
equity regions in recent weeks.

From a macroeconomic perspective, conditions have
worsened since February. The US growth outlook is dete-
riorating, weighed down by mounting uncertainty affect-
ing both the industrial and consumer sectors. Despite this,
we believe recession fears may be overblown. The under-
lying fundamentals—Ilike the strong US labor market and
consumer, or healthy household balance sheets—remain
solid, and many of the newly imposed tariffs are likely to be
temporary.

QOutside the US, several economies are benefiting from

a new wave of monetary and fiscal stimulus—both imple-
mented and pledged. Germany, once the fiscal scourge
of Europe, has agreed to reform its constitutional debt
brake, paving the way for a multibillion-euro spending
spree. And China, the world’s second-largest economy,
has also announced expansive stimulus plans going
forward. Still, the longer trade uncertainty lasts, the more
damage it risks inflicting—not just on the US, but on the
global economy. While central banks’ wait-and-see stance
is understandable to some extent, there’s a growing risk,
particularly for the Fed, of falling behind the curve by react-
ing too late. We share the market’s expectation that the
Fed will look past inflation fears and follow through on at
least two rate cuts in 2025, especially as growth concerns
tied to tariffs intensify.

Our Investment Committee continues to favor equities
over bonds, but has closed its overweight in US stocks.
Turn to page 5 for the details.
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We increased our cash position given the policy
uncertainty and are prepared to deploy it as opportu-
nities arise.

Our overall negative view on bonds remains
unchanged. We remain underweight® in high-yield
bonds amid valuations that look rather expensive

to us and our view that current spreads offer insuffi-
cient compensation for the risks involved. Our other
fixed-income views are as follows: we reiterate our
neutral view on government and emerging-market
bonds and our negative stance on investment-grade
bonds due to unattractive spreads.

We are maintaining our overweight position in equi-
ties, but have closed our overweight position in US
equities. Donald Trump’s “maximum pressure” policy
on tariffs has hit the US economy the hardest so

far. In addition, richly valued technology stocks have
been hit the hardest despite relatively stable earn-
ings expectations. Even though the valuation of many
stocks has come back, it remains elevated and is vul-
nerable to further political and economic uncertainty.
In the meantime, we are maintaining our overweight
position in emerging market equities. Relative valua-
tions are more attractive to us, they are benefiting

in a weaker US dollar environment, and investor sen-
timent toward China has improved after the “Deep-
Seek moment”. We remain neutral on Swiss, Japanese
and European equities.

Gold traded in line with risk assets, such as US stocks,
for most of 2024—then came 2025. Gold broke
through the key USD 3,000 per ounce threshold in
mid-March. Much of this move was likely driven by
(geo)political and trade war uncertainty. The weaker
US dollar may have also played a part, although
gold’s relationship with traditional macro drivers is
becoming less predictable. One key question is
whether central banks will continue to buy gold after
their gold buying spree in 2024. For now, the latest
available data points to still positive central bank
demand, although some individual central banks
seem to buy a bit less. We hold on to our neutral view.

Commodities

Alternative
strategies

Global manufacturing continued to expand last
month, major economies announced fresh stimulus
packages, and the US dollar weakened. Along with
tariff-related supply concerns, the backdrop becomes
quite promising for this cyclical asset class. For
commodities to rally further, demand realities need
to catch up with supply fears. This means the econ-
omy needs to keep growing, and Trump’s policies must
not lead to a recession. We maintain a neutral stance
on commodities.

We maintain our neutral view on alternative funds and
real estate.

Changes month-on-month: same —» higher A lower M
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A view to a ceasefire

After three years of conflict, the possibility of a ceasefire between Russia
and Ukraine has increasingly come into focus following US President Donald
Trump’s return to office. European equity markets have reacted positively,
beginning to price in a more optimistic outlook. But what would a ceasefire
mean for Europe? We explore the potential implications for the region’s
economy and equities.

“I will prevent, and very easily, World War Il [...] | will have
the disastrous war between Russia and Ukraine settled.
And it will take me no longer than one day”*. Throughout
his presidential campaign, Trump repeatedly claimed he
could end the war between Russia and Ukraine within 24
hours. However, he has since acknowledged that resolv-
ing the conflict may be more complex than initially sug-
gested. While the timeline remains uncertain, we believe
that a ceasefire will eventually be reached.

To assess the potential economic impact, it is important

Clémence Rusek , Michaela Huber _ to distinguish a ceasefire from a peace deal. A ceasefire
Senior Investment Strategist, Senior Cross-Asset Strategist, . final uti b h initial hat hal
Multi Asset Boutique, Vontobel Multi Asset Boutique, Vontobel is not a final resolution but rather an initial step that halts

fighting, creating an opportunity for negotiations toward
a peace deal. Current diplomatic efforts are mainly focused
on achieving this first step.

A ceasefire would offer partial conflict resolution, but
some uncertainty would remain. The most optimistic sce-
nario would involve the signing of a comprehensive
peace deal that ensures long-term stability, which would
bring more significant economic benefits for Europe.
However, such an agreement could take time to materialize.

What gives us confidence that a ceasefire could be
reached in the coming months? Beyond war fatigue, all
parties have their own motivations for restoring peace

in the region. For the US, reducing military aid to Ukraine
could ease some fiscal pressures and free up resources
for other priorities. Politically, a ceasefire would allow Trump
to position himself as a peacemaker, potentially boosting
his domestic approval. Additionally, resuming commodity
supplies—particularly energy—could help lower prices, a
key objective for this administration.



Chart 1: European prices have pulled back but remain
above their pre-war levels
Index

Chart 2: What could the future EU-Russia energy
relationship look like?
EU quarterly imports via Russian routes (in million cubic meters)
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Source: LSEG, Vontobel; as of March 19, 2025.

In Europe, public support for aiding Ukraine has waned,
with growing pressure to redirect military resources?®.
While European governments remain strategically aligned
with Ukraine, many view de-escalation as necessary

to address internal political and economic challenges.

For Russia, the situation might be less straightforward.
President Vladimir Putin’s recent approach suggests that
Russia may try to prolong negotiations while attempting
to secure additional territorial gains and concessions from
the US and Ukraine®. However, domestic factors also
play a role. The war has become increasingly unpopular at
home’, and after an initial wartime economic boom, Russia
is now grappling with high inflation and interest rates above
20 percent. A ceasefire could help conserve financial
resources while allowing Putin to portray the outcome as
a strategic victory.

We have identified five main economic channels through
which a resolution to the conflict could impact Europe:

1. Energy—lower prices

Lower energy prices are arguably the most important
economic benefit that could result from a ceasefire.
Following the invasion, energy prices in Europe spiked
amid supply disruptions and rising geopolitical risk
premium. While prices have since stabilized, they remain
well above their pre-invasion average for both consumers
and producers (see chart 1).

A decline in energy prices, potentially driven by the
resumption of direct flows from Russia to Europe, would
support consumer spending and economic growth.
However, the extent of price reductions depends on sup-
ply dynamics, raising a key question: How much could
direct flows from Russia resume, and how far could prices
fall?
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Source: Entsog, GIE, Bloomberg, Bruegel, Vontobel; as of 4Q 2024.

For Russian crude oil, exporters were already able to redi-
rect tankers to refineries in Asian countries that did not
recognize Western sanctions. As a result, the geopolitical
risk premium tied to the Russia-Ukraine war had already
faded from crude oil prices.

While the European Union sanctioned Russian crude oil,
it shied away from imposing similar bans on Russian gas.
Instead, Europe took significant steps to reduce its reli-
ance on Russian gas. Of the five pipeline routes that once
supplied Europe, only one remains operational today—
via Turkey. To compensate, Europe resorted to buying lig-
uefied natural gas (LNG) from suppliers such as the

US, Norway, and Qatar. However, it also continued buying
Russian LNG, at a much higher premium?®.

Although it may be tempting to price in a resumption of
pipeline flows, we find it is a politically and economically
delicate dance. Some pipelines have been damaged, and
most European leaders have expressed reluctance to
depend on Russian pipeline gas again. Trump favors in-
creased European purchases of US LNG, which could
serve as leverage in future trade negotiations. From an
economic standpoint, Russia may also prefer LNG over
pipelines, as it offers higher earnings.

We outline three potential scenarios for the future of Rus-
sian gas flows to Europe (see chart 2). In scenario 1, the
status quo is maintained, with no changes to current gas
flow levels. Scenario 2 involves a partial resumption,
where pipeline flows through Ukraine return to 2024 levels.
The most optimistic outcome would be scenario 3: a full
resumption, in which gas flows via Ukraine are restored,
and damaged infrastructure, such as Nord Stream 1 and
the Yamal pipeline, is repaired.
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Chart 3: Europe is stepping up its defense spending

2023 military expenditure of NATO* countries as a % of GDP
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*North Atlantic Treaty Organization. Military alliance established in 1949, consisting of
countries from North America and Europe, aimed at collective defense.
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Source: LSEG, Vontobel; as of December 31,2023.

Only Scenario 3 would likely exert enough downside
pressure on European gas prices to bring them back to
pre-war levels. But who would benefit most from these
lower gas prices? Consumers, as well as cyclical sectors
and countries, such as Germany or France, would see
the greatest gains, while defensive markets like Switzer-
land and energy producers would benefit less. However,
as things stand today, we are skeptical whether European
policymakers are willing to revert to a “pre-war world”
anytime soon.

2. Reconstruction—investment in rebuilding Ukraine
After energy, the reconstruction of Ukraine is a major
focus. Rebuilding war-torn areas will require significant
investment, with estimates ranging from USD 155 billion®
to USD 486 billion* over 10 years. The final cost will depend
on how much territory Ukraine ultimately retains, as much
of the destruction is in Russian-occupied regions. Addition-
ally, many pre-war industries may never return to full oper-
ation.

As a result, most analysts estimate annual reconstruction
spending to be closer to USD 10 billion to 20 billion®,
equivalent to just about 0.5-1 percent of the EU’s current
annual construction spend. Another key consideration is
whether any agreement guarantees free passage through
Ukraine’s Black Sea ports, an essential trade route. With-
out unrestricted access, European investment could be
deterred.

3. Defense—shifts in European military spending
Another area drawing increasing attention is defense.
The recent US disengagement from Europe’s military
scene has prompted European leaders to ramp up their
own defense spending. In early March, the EU proposed

a plan to ease fiscal rules, unveiling a EUR 800 billion initia-

Chart 4: Reduced European policy uncertainty could lift
EMU stock valuations
Year-on-year change (in %)

In %, inverted

2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

— MSCI EMU forward P/E ratio
EU Policy Uncertainty Index (right axis)

Source: LSEG, Vontobel; as of March 19, 2025.

tive to strengthen military capabilities. Shortly after, Ger-
many announced a EUR 500 billion plan to expand infra-
structure and military spending. Assuming a gradual
implementation of these measures, European defense
spending could rise toward 3 percent over the next two
to three years (see chart 3). If this defense-related capital
expenditure is geared toward domestic military produc-
tion, it could provide a fiscal boost that acts as a tailwind
for European economic growth, particularly for countries
with lower fiscal deficits, such as Germany. Overall, the
geopolitical shifts may mark the beginning of deeper
European integration.

4. Confidence—improvement in sentiment

The outbreak of the war in early 2022 triggered a sharp
decline in Eurozone consumer confidence, coinciding
with heightened geopolitical uncertainty and rising infla-
tionary pressures. While confidence and the Geopolitical
Risk Index linked to Ukraine have since rebounded, they
remain below pre-war levels, with elevated savings rates.
This suggests that, should a ceasefire be reached, it may
lead to a slight increase in confidence, potentially sup-
porting consumer spending.

5. Migration trends—the return of Ukrainian refugees
As of January 2025, approximately 4.3 million Ukrainian
refugees were registered under the EU’s temporary
protection program, with the majority residing in Germany
and Poland®. Studies suggest that their presence has
modestly increased the EU’s labor supply and potential
economic output by 0.2-0.3 percent so far, while also
contributing to higher public spending®. If refugees return
to Ukraine, this trend could reverse, though future migra-
tion patterns will likely depend on both the terms and per-
ception of any peace agreement. In addition, many
Ukrainians have now established new lives in their host



countries. Survey data indicates that about 11 percent
have already returned, and another 35 percent plan to do
so if the war ends*.

The potential impact on European equities

Turning to the potential implications for markets and
European equities, a look at the correlation between vari-
ous market segments and ceasefire probability*® reveals
that the construction and materials sectors have demon-
strated the strongest positive relationship. Furthermore,
cyclical sectors such as airlines and financials also exhibit
positive correlations, while defensive segments like health-
care and telecommunications tend to have negative cor-
relation. While the defense sector is historically negatively
correlated with rising ceasefire probabilities, it should con-
tinue to benefit from recent trends in military spending
across Europe.

In terms of valuation, European Monetary Union (EMU)
equities have risen sharply, now trading above their pre-
war price-to-earnings (P/E) ratios. However, on a relative
basis compared to US equities, they still trade at a discount,
though this valuation gap has narrowed significantly
since the start of the year.

Analyzing year-to-date performance, not all of the market
rally can be attributed to improving fundamentals, such as
rising EU and global Purchasing Managers’ Indices
(PMIs)* or a strong 4Q earnings season. We believe a large
portion of the gains appears to be driven by increased
optimism about European growth, fueled by higher military
spending, fiscal initiatives, and hopes for a ceasefire.

This leads us to believe that much of the ceasefire-re-
lated optimism is already priced into European equities,
particularly in sectors most closely correlated with the

ceasefire probability. In our view, the expected impact of
a potential peace deal on aggregate earnings remains
relatively small—at least for 2025.

One potential driver for continued European equity out-
performance could be a re-rating and improved senti-
ment, rather than significant earnings growth. As shown
in chart 4, there is still room for improvement in eco-
nomic policy uncertainty in Europe, which has historically
supported higher valuations. However, uncertainties
around US trade policy remain elevated and could also
influence European asset prices.

In conclusion, while a ceasefire could have a marginal
positive impact on the European economy, only a com-
prehensive peace deal would, in our view, create a solid
foundation for investment. A lasting agreement would
likely drive capital expenditures, reopen trade routes, nor-
malize energy supplies, and effectively drive economic
growth. The overall effect will largely depend on the spe-
cific terms of the deal. Second-round effects, such as
improved sentiment and reduced uncertainty, could play
a greater role in supporting European stock performance.
Increased fiscal spending is expected to be an additional
growth driver for Europe moving forward, while the devel-
opments in US tariffs also warrant close attention.
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Skyfalling confidence

Christopher Koslowski
Senior Fixed Income & FX Strategist,
Multi Asset Boutique, Vontobel

Tariffs are now the main driver of economic uncertainty,
with record-high trade concerns weighing on business
sentiment and consumer confidence. Unlike in 2017,
tariffs have taken priority, while future policy changes
remain unclear. Markets expect slowing growth and
multiple Fed rate cuts, with the terminal rate projected
just below 3.75 percent (see chart 1).

For now, tariffs remain the biggest wildcard. Key ques-
tions are: How broad will they be, and at what rates? The
situation grows more complex by the day, compounding
uncertainty in an already volatile economic landscape. The
Trade Policy Uncertainty Index, which tracks mentions in
news, shows confusion has surged. Current levels exceed
those during the first Trump administration®. Overall
economic uncertainty is running four times higher than the
norm, while trade-related uncertainty is a staggering 25
times higher. Unfortunately, there’s little reason to expect
clarity soon. The trade war looks set to escalate and drag
on, further weakening business sentiment and consumer
confidence. In this climate, companies may delay invest-
ments, and consumers could pull back on spending—add-
ing another headwind to growth.

Chart 1: Market expectations for the Fed’s terminal
rate have declined
In basis points
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Source: LSEG, Vontobel; as of March 20, 2025.

Beyond direct tariffs effects, the lingering uncertainty
threatens to steer the US economy into choppy waters.
Compounding this, the Trump administration’s shifting
tone signals higher tolerance for short-term economic
disruption in pursuit of long-term policy goals. Unlike

in 2017, when deregulation and tax cuts preceded tariffs,
the current strategy flips the script: tariffs first, with
future reforms uncertain.

Markets are reassessing the outlook amid unclear fiscal
policy and slowing consumption. Over the next year,
expectations reflect a bit more than two and a half rate
cuts.

Despite rising equity-market volatility and policy uncer-
tainty, investment-grade corporate bond spreads remain
remarkably tight—near historic lows (see chart 2). This
defies Merton’s theory®® that higher volatility should widen
spreads. Under his structural credit risk framework, a
corporate bond can be viewed as a government bond plus
a short put option on the issuer’s assets. In theory, this
means rising volatility should boost the value of that put
option, reducing the bond’s price and widening spreads
in line with higher default risk. During periods of market
stress, falling equities and surging volatility typically
pressure corporate bonds. Yet so far, spreads have barely
budged.

Chart 2: Credit risk premia is tighter than it should be

US investment-grade option-adjusted spread (in basis points)

S
B pesions {POCE000AadAA000a000G0000N0AAADE0AA0IG00A0000AACOD0AN0NEGA0000
T We are here now CBOE Volatility Index

0 10 20 30 40 50 60 70

Source: LSEG, Vontobel; as of March 20, 2025.
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US exceptionalism on pause

Mario Montagnani
Senior Investment Strategist,
Multi Asset Boutique, Vontobel

Markets are increasingly concerned about Donald
Trump’s policies just 10 weeks in, with sentiment shift-
ing rapidly. The April 2 tariff announcement exceeded
expectations in both size and scope. While some effects
were priced in since February, uncertainties around
duration, retaliation, and economic impact persist. Antici-
pating mid-term volatility, we’ve taken a more cautious
stance, downgrading US equities to neutral from over-
weight.

March saw a widening performance gap between US
equities and global markets amid three key drivers. First,
after initial post-election optimism, markets are now
focused on potential downsides of the Trump administra-
tion’s policies—particularly tariffs. Concerns include
weaker consumer confidence, rising inflation (which may
limit Fed rate cuts), and delayed corporate investments,
all of which raise recession or stagflation risks. Worries
intensified on April 2, as Trump’s proposals could raise
the weighted average tariff on US imports from 2.5 percent
at end-2024 to 24 percent—Ilevels unseen since the 1920s.

Chart 1: Share of Magnificent 7* in the overall

S&P 500 market cap
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*Apple, Microsoft, Nvidia, Amazon, Tesla, Alphabet and Meta.

Source: Bloomberg, Vontobel; as of March 21, 2025.

Second, the performance of stocks related to US technol-
ogy and artificial intelligence (Al), major market drivers

in recent years (see chart 1), has weakened. Chinese Al
breakthroughs have shaken confidence in US tech domi-
nance, especially in monetizing massive investments and
capital expenditures (see chart 2). Combined with weaker
earnings forecasts and high valuations, this has led to mul-
tiple compression. Third, Europe’s defense spending

and China’s stimulus plans have fueled a regional rotation,
benefiting European and Chinese equities.

Is US exceptionalism over? We don’t believe so, but these
uncertainties have put it on pause. 2025 earnings fore-
casts have barely moved since the November, leaving
room for revisions as earnings season begins. Investor
focus will be on tariff-driven margin pressure and pricing
power. This could further weigh on valuations, which,
even after March’s correction, remain above historical
averages. A catalyst is needed to sustain them, and
fundamentals must hold. While we’ve turned cautious
on US equities, we believe US stocks remain fundamen-
tally strong, and once trade uncertainty fades, momen-
tum could return.

We currently see greater opportunities in emerging mar-
kets and maintain our overweight stance, particularly on
China. Despite potential tariff headwinds, a weakening US
dollar, China’s monetary and fiscal stimulus, and attrac-
tive valuations should support Chinese equities, in our view.
Recovery signals are evident in housing, consumption,
and industrial production.

Chart 2: Capex at major global hyperscalers*:
focus to shift on inference datacenters**
Annual capex by vertical (in USD billion)

= Non-datacenter =

Inference capex
= YoY growth total capex
(in %, right axis)
*Microsoft, Meta, Alphabet, Amazon, Oracle, Apple, Alibaba, Tencent
**Inference datacenters focus on processing and delivering real-time predictions based on

trained models, while training datacenters are dedicated to the computationally intensive
task of building and updating those models.

Traditional Cloud capex
Training capex

Source: Bloomberg, Vontobel; as of March 21, 2025.
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Dr. Demand

Michaela Huber
Senior Cross-Asset Strategist,
Multi Asset Boutique, Vontobel

Last month, global manufacturing kept expanding,
major economies announced stimulus measures,

and the US dollar weakened. Throw in tariff-related
supply concerns, and you have a promising back-

drop for a cyclical asset class like commodities... right?

Well, performance was mixed. Crude oil fell another 5
percent as the Organization of the Petroleum Exporting
Countries and its allies (OPEC+) announced it would
gradually unwind some of its voluntary production cuts
starting in April. The prospect of higher supply coin-
cided with fears that demand may be weaker than ex-
pected this year, mostly due to the trade war and its
negative impact on global growth.

Prices found some support after a US operation targeted
Iran-aligned Houthi rebels, and again when a US export
license for Venezuelan oil expired. But both effects were
short-lived. With rising OPEC+ output and downside risks
to the demand side, oil prices are likely to stay capped in
the mid-60s to low 70s.

Chart 1: Trade war fears led to a massive rerouting
to US warehouses
Inventory volume (in tons)
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Source: LSEG, Vontobel; as of March 2025.

The main upside risk is Trump’s Iran strategy. Having
managed to “bring down oil prices”, there is a risk that he
returns to a more hawkish Iran policy, as in 2018. Still, a
full-blown confrontation is not our base case, as it would
clash with his goal of seeing oil prices at or below USD 50
per barrel.

Industrial and precious metals did very well. The rally in
industrial metals had more to do with tariffs—both
imposed and threatened (e.g., steel, aluminum, copper)—
than with strong consumer demand. This led to a dis-
connect in many markets as traders rushed to ship metals
to US warehouses (see chart 1). Important consumer
China announced new stimulus, though it mostly focused
on boosting private consumption (not the housing mar-
ket, which is key for metals demand). Europe’s planned
stimulus (e.g., infrastructure, defense) could lead to
higher metals demand, but its impact will likely only unfold
over several years.

Gold was the standout. It broke through the psychologi-
cally important USD 3,000 per ounce level in mid-March,
propelled by (geo)political and trade uncertainty as well
as a weaker US dollar. While many of our assumptions
(weaker dollar, real yields, and a Fed that may have to cut
more than what is currently priced in) argue for further
upside, it is crucial to get the “central bank question” right.
It remains to be seen whether central banks will hold on
to gold after they already went on a buying spree in 2024.
For now, the latest available data suggests demand
remains positive (see chart 2). Rising demand from ex-
change-traded funds could partially (but not fully) offset
a slowdown from central banks.

Chart 2: Strong central bank appetite for gold
(for now)
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Source: LSEG, Vontobel; as of January 2025.
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The dollar is not enough

Christopher Koslowski
Senior Fixed Income & FX Strategist,
Multi Asset Boutique, Vontobel

Forty years after the Plaza Accord, talk of a new “Mar-
a-Lago Accord” to weaken the dollar has emerged,
aimed at reviving US manufacturing and addressing fis-
cal woes. But critics warn it could disrupt global mar-
kets, erode trust in US Treasuries, and strain alliances.
Might responsible fiscal reform be a safer alternative?

The 1985 Plaza Accord, forged at New York’s Plaza Hotel,
marked a turning point in economic collaboration. Major
economies agreed to weaken the dollar to boost US com-
petitiveness. Now, whispers of a Mar-a-Lago Accord sug-
gest a similar plan to depreciate the dollar in hopes of
aiding US manufacturing.

Under the proposed plan, the US would push partners

to weaken the dollar by selling dollars and Treasuries,
then shifting remaining holdings into long-duration bonds,
possibly century bonds. In exchange, the US would lower
tariffs, with the threat of reduced military support for non-
compliance. This approach raises pressing questions.
Can the US rebuild manufacturing without economic dis-
ruption? Will moving away from globalization fuel inflation
via higher domestic costs? And would other nations, under
pressure, reduce economic ties with the US, undermining

Chart 1: The US dollar has weakened by nearly 6 percent
since its peak in January
Exchange rate

the accord’s viability? Critics argue that a strong dollar
can also bring benefits: it lowers borrowing costs and
enhances international stature. Trade deficits, often viewed
negatively, can actually help avoid economic overheating.
A sustained dollar-weakening effort would require sweep-
ing policy shifts. Ultimately, the proposed Mar-a-Lago
Accord risks destabilizing the dollar and US Treasuries,
suggesting that fiscal reform might be a wiser and more
stable approach than pursuing aggressive trade policies.

For some time, the euro-dollar pair lacked momentum.
Conditions didn’t favor a stronger euro, and the currency
drifted. But that’s changing. A slowdown in the US econ-
omy prompted a 6 percent appreciation in the euro from
early-year lows (see chart 1).

Meanwhile, Europe is changing its fiscal policy to stimu-
late growth. These measures aim to give the euro a
much-needed cyclical boost and strengthen its long-term
appeal. Combined with softer US growth, this is reshaping
the euro-dollar exchange outlook. Germany’s fiscal
adjustments and a weakening US economy are pushing
the euro upward and weakening the dollar (see chart 2),
which benefits the Swiss franc. The Swiss National Bank
now faces a nuanced environment: while a strong franc
once helped curb inflation via cheaper imports, with
inflation now stable, the SNB may reconsider its strategy.

Chart 2: The euro has strengthened by more than
6 percent since its January low
Exchange rate
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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 VONTOBEL VIEW
INFLATION IN 2025°

Eurozone

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

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

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

M

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

Subject to revisions (e.g., potential revisions to 4Q 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 March 21, 2025.
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Glossary and sources

t The Organization for Economic Cooperation and Development, an intergovernmental organization that promotes policies to improve eco-
nomic and social well-being through research, collaboration, and policy recommendations among its 38 member countries.

2 Source: World Economic Forum article, published September 14, 2023. www.weforum.org/stories/2023/09/china-real-estate-slump/

¢ Underweight means the Vontobel Investment Committee has a lower preference for an asset class or sub-asset class.

4 Source: Donald Trump comments made in Maryland on March 4, 2023, recorded and partially transcribed by Reuters: reuters.screenocean.
com/record/1714188

¢ Source: The Guardian article, published December 26, 2024. www.theguardian.com/world/2024/dec/26/support-for-ukraine-russia-war-
yougov-poll-survey

6 Source: Chatham House article, published March 19, 2025: www.chathamhouse.org/2025/03/putins-negotiation-strategy-predict-
able-move-slowly-keep-trump-interested-and-reset

7 Source: The Atlantic Council article, published January 9, 2025. www.atlanticcouncil.org/blogs/ukrainealert/how-strong-is-russian-public-
support-for-the-invasion-of-ukraine-2/

8 Source: Eurostat, as of February 2025. ec.europa.eu/eurostat/statistics-explained/index.php?title=EU_trade_with_Russia_-_latest_develop-
ments#:~:text=The%20value%200f%20EU%20imports.fluctuated%20from%20quarter%20to%20quarter.

¢ Source: Kyiv School of Economics, published February 12, 2024. kse.ua/about-the-school/news/155-billion-the-total-amount-of-damages-
caused-to-ukraine-s-infrastructure-due-to-the-war-as-of-january-2024/

0 Source: World Bank, published February 15, 2024. www.worldbank.org/en/news/press-release/2024/02/15/updated-ukraine-recov-
ery-and-reconstruction-needs-assessment-released

Source: Goldman Sachs estimates. publishing.gs.com/content/research/en/reports/2025/02/13/ee6a5151-45a7-478d-9075-7f373d1befb6.
html (log-in required)

2 Source: Eurostat, as of March 2025. ec.europa.eu/eurostat/statistics-explained/index.php?title=Temporary_protection_for_persons_flee-
ing_Ukraine_-_monthly_statistics

@

Source: The Centre for Economic Policy Research (CEPR), published October 14, 2024. cepr.org/voxeu/columns/macroeconomic-implica-
tions-recent-surge-immigration-eu

S

Source: The Ifo Institute, published October 18, 2024. www.ifo.de/en/press-release/2024-10-18/quarter-ukrainian-refugees-want-set-
tle-abroad-permanently

&

Source: Goldman Sachs research publishing.gs.com/content/research/en/reports/2025/02/13/ee6a5151-45a7-478d-9075-7f373d1befb6.
html (log-in required)

® PMIs are economic indicators that measure the health of the manufacturing and service sectors based on surveys of business managers. A
PMI above 50 means expansion, a PMI below 50 means contraction.

7 Source: Morningstar article, published March 26, 2025. www.morningstar.com/news/marketwatch/20250326113/these-currencies-stand-
to-lose-the-most-from-trumps-tariff-threats-and-other-countries-countermoves

® Robert Merton was an American economist, famous for his work in financial economics, especially in option pricing and credit risk modeling.
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