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Outlook 2025: The world right now
From the US to Europe, FX to rates, this is where the world is at as we
approach 2025

United States
Donald Trump has been quick to name his cabinet picks as he looks to deliver on his key election
promises of tax cuts, immigration controls, tariffs to incentivise re-shoring and cost-cutting
efficiency savings to rein in the deficit.

Tax cuts and immigration restrictions are the easiest to make early progress on, while the speed
and scale of tariff hikes remain open for debate. That said, it is assumed China and Mexico will feel
the heat first, potentially within days of Trump’s inauguration. There will be no winners from this
with US consumers and exporters paying a high price. There remains significant scepticism over
how deeply Elon Musk and Vivek Ramaswamy, co-heads of the Department of Government
Efficiency, will be able to make the spending cuts required to bring the US fiscal position under
control.

The Federal Reserve has been swift to acknowledge that they may not need to cut interest rates
as quickly or as far as previously thought. The prospect of slightly stronger near-term growth as
election clarity prompts some businesses to put money to work is set beside the risk of lingering
tariff-induced inflation. Consequently, the December FOMC outcome is a coin toss. We still favour a
December move with a January pause, but it could turn out to be the other way around.
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Eurozone
The newly installed European Commission will rapidly be confronted with potential trade initiatives
by the new US administration, while at the same time having to launch initiatives to put the
recommendations of the Draghi Report in practice. With a constantly threatened minority
government in France and German elections in February the political backdrop is not ideal to
relaunch the eurozone economy, which has all but come to a standstill.

The PMI indicator for both the manufacturing and the services sector fell below the 50 boom-or-
bust level in November, while the economic sentiment indicator from the European Commission
stabilized at a low level. At the same time inflation is rising again on the back of adverse base
effects. Wage growth came out higher than expected in the third quarter, though the latest wage
agreements in Germany suggest some moderation is in the offing. While the inflation trend is still
down, some factors, such as rising food prices, will make the outlook more volatile. That is likely to
keep the ECB on a gradual easing path.

United Kingdom
The UK outperformed most of its Western European neighbours through the first three quarters of
2024. Admittedly, not all of that can be easily explained by underlying economic fundamentals,
and more importantly, momentum seems to be slowing. We expect relatively modest fourth-
quarter growth before the recent budget injects some fresh energy in the new year. Departmental
budgets are getting a big uplift in the remainder of this and, indeed, the next financial year, much
of which will end up in public sector wages. Inflation, meanwhile, is proving unhelpfully sticky. The
headline rate is up above 2% again and will head towards 3% before the year is out, coming down
again through 2025. That’s all down to energy, but services inflation is proving sticky too. That
helps explain the Bank of England’s relative caution.

China
Since the US election, there have been two main developments in China. The first was the long-
awaited National People’s Congress meeting, where an RMB10tn fiscal programme was approved.
Spread over 3-5 years, this announcement now sets the stage for what the Ministry of Finance
characterised as a more forceful” fiscal policy stance in 2025 by reducing local governments’
short-term debt burden. We expect local governments to roll out the anticipated policies to
support consumption and property markets in the coming months, with December’s Central
Economic Work Conference worth monitoring.

The second development was a second month of encouraging data in October, as most indicators
stabilised or moved a little stronger. Data now looks encouraging for our 4.8% YoY GDP forecast,
which should satisfy China’s 'around 5%' growth target. We think as long as data continues to hold
up, policymakers will shift the brunt of upcoming stimulus to 2025.

Rest of Asia
Disinflation continues to be a theme for Asia, with median headline CPI for Asia falling to 2.2% in
the third quarter of 2024 from 2.8% at the beginning of the year. Core inflation at 2% is also within
most central banks’ comfort zone. Monetary policy divergence is getting more evident. While some
countries like Korea, Thailand and the Philippines went ahead with their rate cut cycle, others like
Indonesia chose to pause, given the high sensitivity of local currency to a rising US dollar. The risk
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of a re-escalation of trade wars has sent Asia FX down since the US elections, with the largest
decline seen in currencies that are more trade-oriented, such as the Thai Bhat, the Malaysian
ringgit, the Taiwanese dollar and the Singapore dollar.

Within weeks of Trump’s re-election, U.S. Defence Secretary Lloyd Austin visited Australia and Asia
with a commitment to strengthening cooperation partnerships across the Indo-Pacific. The visit to
the Philippines was particularly relevant as improving U.S.-Philippine defence ties will be critical in
advancing regional security throughout the region.

Central and Eastern Europe
Although the global rate-cutting cycle is only in the early stages, it's at quite an advanced stage in
the CEE region; it's now a case of fine-tuning for central bankers. We're seeing economic recovery,
but it's slower than expected. The disinflation process has basically stalled and we're seeing some
new inflationary risks in some places.

Poland's central bank is close to restarting the cutting cycle next May with 100bp rate cuts in total
as our baseline. The Czech National Bank is considering pausing the cutting cycle after delivering
300bp, and another 100bp should come more slowly next year. In Hungary, the NBH should return
to its cutting cycle in the middle of next year, with 75bp in total. We should also see more rate cuts
from the National Bank of Romania, which suspended its cutting cycle in October; it's expected to
resume in May next year with 75bp of cuts.

FX
The Federal Reserve's broadest measure of the trade-weighted dollar has rallied 5% over the last
two months as markets positioned for and then witnessed a Republican clean sweep. European
currencies have borne the brunt of dollar strength as the mixture of soft eurozone survey data and
Europe’s fiscal straitjacket has pressured US:Eurozone interest rate spreads to the widest levels
since 2022.

Geopolitical developments have hit European currencies, too, as the war in Ukraine has escalated.
Investors and corporates remember only too well the spike in energy prices in 2022 and the
damage that did to the eurozone’s trade surplus and the euro.

From the US side of the equation, the FX market is leaning towards the view that President-elect
Donald Trump will hit the ground running. This has meant very little reprieve for any global
currencies, although the more commodity-linked currencies are faring slightly better on the back
of some fiscal stimulus out of China.

Rates
US market rates hit local highs on the Trump win, but since then have been on a drift lower. A
decent retracement is fitting following the near 100bp move to the upside for the 10yr yield, a
move that was, in fact, sparked by the first Fed rate cut in mid-September. But as we push through
December, we're back to basic data watching. To the extent that the data softens, there’s an
excuse to test lower still for yields.

In the eurozone, the recent pull lower in market rates is in sync with widening macro malaise and
an ECB that’s prepared to keep chipping away at the deposit rate. A curve flattening impulse has
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meant the entire curve has been shifting lower. A dominant outcome is wider spreads between US
and eurozone market rates right along the curve, a theme that’s not set to go away any time
soon.

Commodities
Oil prices remain rangebound, with Brent trading in a mostly $70-75/bbl range over November. The
outcome of the US election is net bearish for oil, although we expect limited additional upside in US
oil output with a Trump presidency. US producers are more price dependent and with the balance
expected to be in surplus next year, we believe weaker prices will cap drilling activity.

OPEC+ policy is crucial for the oil market. The group agreed to extend supply cuts by another
month. However, 2025 output policy is still unclear. We assume the group will gradually unwind its
additional voluntary cuts next year.

European natural gas prices have rallied, with storage drawing quickly at the start of winter. A lack
of wind has increased gas demand from the power sector. In addition, Russian supply risks linger.
The Austrian energy company OMV stopped paying Gazprom for supplies to recoup damages it
was awarded in arbitration, which saw Gazprom halt flows under the contract. However, Russian
supplies continue unchanged, with Russia selling into the spot market instead. The market is
bracing for the end of Russian transit flows through Ukraine, with the transit deal set to expire at
the end of this year.
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