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The fiscal lever returns in an
uncertain global order

The ambiguity surrounding US tariffs and their implementation is raising
fears among businesses and consumers that could weigh on economic
growth over the medium to long term, while having a temporary effect on
inflation. Combining this uncertainty with the high valuations in US stocks
and the fiscal announcements outside the US, has resulted in the
divergence in performances between the US, European and Chinese
equities. The changing stance in Europe caused a repricing of yields.
Looking ahead, in our view fiscal expansion and trade uncertainty will play
out as follows:

" Revival of strategic autonomy in Europe. Trump’s manoeuvres are VINCENT
acting as a wake-up call for Europe. The German fiscal push and the EU MORTIER
defence initiatives could be game changers for the region's growth, if GROUPCIO
properly targeted, but they will require time to deliver, and tariff risks
also remain. The growth impact of these measures will come after
2025. For now, we are not changing our forecasts.

® No recession in the US, but downside risks on the rise. The effect of
tariffs on US growth adds concern, at a time of an already moderating
economy. This is also evident from the Fed's recent downgrade of the
growth range for this year. We are monitoring how potentially slower
growth could affect corporate earnings - the first half will be crucial.

MONICA DEFEND

= Government stimulus in China, while short of an outright economic eyt

revival, has managed to sustain the positive sentiment. We upgrade INSTITUTE
our GDP growth forecasts from 4.1% to 4.4% (2025) and from 3.6% to
3.9% (2026) on the back of a strong fiscal multiplier.

Germany'’s fiscal expansion may boost economic growth in the long term
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Source: Amundi Investment Institute, Bloomberg, Eurostat, latest data on growth and fiscal balance for Germany, as on 20 March 2025.
Fiscal balance above 0 means government revenues exceed expenditure, and a negative number means revenues are below expenditure.
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At a time when President Trump is willing to sacrifice short term
US growth, Europe is signalling fiscal expansion. This doesn't call
for any risk reduction but rather a furthering of rotation outside
of US large caps, and a renewed prioritisation towards areas of
good valuations and earnings resilience in equities and credit. We
outline our asset class views as follows:

® Flexible and a global approach to duration in fixed income.
The Fed's mission on inflation control and the growth
uncertainty emerging from tariffs have led to a debate on
duration. We think if the Fed is forced to choose, it will likely tilt
towards growth. We stay flexible on US Treasuries and prefer
the intermediate parts of the curve in the US. In Europe and the
UK, we are positive and believe Central Banks will continue
cutting rates. Corporate credit is showing reasonable demand
for high quality carry. We favour EU IG over HY, and financials
over non financials, and in the US, our priority is towards
segments where spreads are wide and compensate liquidity
risk. We also like leveraged loans over HY.

" Play rotations and diversify equity exposure. The Trump
effect and narrowing earnings gap between large caps and rest
of the market have been a catalyst for the shift away from
expensive US sectors. Our focus remains on quality, value and
defensive. In industrials, we believe valuations are not very
attractive, and there could be opportunities in areas that could
benefit from a stimulus in Europe (Germany). For European
outperformance to continue, earnings resilience will be crucial.
Overall, we prioritise pricing power and balance sheet strength.

" A weakening of US exceptionalism and robust growth in
emerging markets keep us constructive. In hard currency
bonds and the corporate sector, we like idiosyncratic stories
that show potential for improvement in fundamentals and in
equities, we have raised our stance on Emerging Europe.

" Cross assets, play opportunities in Asia. We favour taking on
good quality risk fixed income and equities and raised our
stance on emerging markets stocks through China and India.
While the Chinese economy should benefit from the policy
boost, Indian valuations are better now, and it remains a long-
term story of domestic consumption. We also slightly revised
down our US duration stance. Finally, we believe gold and
equity hedges are important to withstand volatility.

Overall risk sentiment

Risk off Risk on Changes vs previous month

- I B Cross-assets: we turned more positive on
emerging market equities and recalibrated our

We remain mildly positive on risk stance on US duration.

amid expectations of no recession in

the US. The important factor is how Equities: we stay slightly positive, turning more

the downside risks to the economy constructive on EM, slightly less on developed

could affect corporate earnings. markets.

Overall risk sentiment is a qualitative view towards risk assets (credit, equity, commodities) expressed by the various investment
platforms and shared at the global investment committee held on 20 March 2025. Our stance may be adjusted to reflect any change
in the market and economic backdrop.

ECB= European Central Bank, DM= Developed Markets, EM = Emerging Markets, CBs = central banks, IG = investment grade, HY =
high yield, HC = Hard Currency, LC = Local Currency. For other definitions see the last page of this document.
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Three hot questions

How do you see the evolution of the US economy amid the
tariff backdrop?

We believe import tariffs in the US will be more negative for domestic consumption as
they act as a tax on disposable incomes, rather than inflation. If US growth comes in
weak in the first and second quarters, it could impact markets' confidence for growth
over the rest of the year. While we acknowledge that fears of a US recession are
increasing in the markets, we do not see a recession materializing this year. Fiscal
policy is reasonable, the Fed will continue cutting rates this year and oil prices are well-
behaved, leading us to believe in a no recession environment.

= Duration: close to neutral

Investment consequences Equities: cautious on growth and tech, positive on value

Do you think US trade policy will affect Fed'’s decisions?

The uncertainty on President Trump’s trade policies has already affected market's
expectations of Fed rate cuts this year. While we maintain our view of three rate cuts
by the Fed, we think if policy uncertainty remains high and it dampens economic
growth, the Fed will be forced to respond with more easing. For now, the central
bank sees the impact of tariffs as transitory and prefers to wait and see, keeping
rates steady in its latest meeting. In Europe, expansionary fiscal policy will push
bond yields up (narrowing the gap with the US), but we think the ECB still has room
to continue on its rate cut path. The bank’s recent downgrade to EZ growth supports
the case for continued easing.

= Fed: three rate cuts (25 bps each), taking the upper
Investment consequences bound rate to 3.75% by year-end.

= ECB: three cuts, with the deposit rate reaching 1.75%.

What is the way forward for the USD and the EUR?

We have been saying for some time now that dollar strength is partly a result of
exceptionalism in US growth and Fed interest rate policy. Unsurprisingly then, the
dollar's weakness this year has been caused by growth worries and uncertainties
over Trump’s policies (something the market is not used to). At the same time, the
changing fiscal stance in Europe pushed the euro up. As the region continues in this
direction the currency will benefit. A convergence of growth between the US and
other parts implies that US exceptionalism reflected in the USD will be challenged
going forward.

Investment consequences = Our price target for the EUR/USD is 1.13 by year-end

US equities are seen as overvalued, with increasing
concerns about the impact of tariffs on the economy. -
However, investors can find opportunities at the sector l\gg;\lEIﬁlD\ 4
and stock levels within the US market and should consider b or amunor 18\
. 2.4 . . . INVESTMENT -
diversifying into less expensive equity markets. INSTITUTE
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MULTI-ASSET AUTHORS
Recalibrate and make room for EM e

o . , . Lo SANDRINI
Deteriorating economic data in the US, without a recession, indicates HEAD OF MULTI-ASSET
President Trump's willingness to sacrifice short term US economic STRATEGIES

growth and that will keep the Fed on the look out for any signs of
pain. This is happening at a time when China is showing clear signs of
fiscal support and leaders in Europe are realising the need for fiscal
push to become self-reliant and build defence and infrastructure
capabilities. This doesn’t call for any risk reduction but instead a
furthering of rotation outside US large caps, and a renewed focus on
Europe and Asia. At the same time, we prefer keeping a diversified
stance through bonds, gold to better cope with any market volatility,
and maintain enough safeguards to reduce volatility.

JOHN

O'TOOLE
HEAD OF MULTI-ASSET
INVESTMENT SOLUTIONS

On equities, in an overall active approach, we remain positive
through EZ and the UK, which offers diversification within the
broader European region. We are also constructive on the US, despite
some expensive segments, with some protection to safeguard from
short term volatility. In EM, we raised our stance on China’s domestic
markets amid a more supportive government. We also turned slightly

positive on India in light of attractive valuations (than last year), In a continuation
robust growth, which is relatively insulated from tariff concerns. of rally-
In bonds, we adjusted our US duration and curve-steepening stances, broadening
staying positive on.thg 5Y.part b'ut are no Ionger cautious on.30Y. A outside the US, we
slowdown in quantitative tightening by the Fed, signs of containment .

of fiscal expenses and a weakening of growth could put downward have raised our
pressure on yields. We are optimistic on duration in core Europe and stance in

the UK, and also on relative value stance towards Italian BTPs vs

: : . . merging mark
Bunds. In Asia, we are cautious on Japanese bonds. Credit remains emerging market

attractive and in particular we maintain our tilt towards EU equities and stay
investment grade. In EM bonds, though, we are neutral. Wel/-diversified
Our FX views reflect a positive stance on USD/CHF and JPY/CHF but we overall.

are cautious on the trade weighted EUR vs. JPY and NOK on valuations
concerns. We also believe investors should maintain adequate
safeguards in the form of gold (geopolitics and potential inflation
risks), and protections on US equities.

Amundi Cross-Asset Convictions

4

e - - oRm

Anp DM *
Equities
EM - @ Current stance
Credit *

. DM . Change vs
Duration EM * previous month
Qil .

Gold .

Source: Amundi. The table represents a cross-asset assessment on a three- to six-month horizon based on views expressed at the most
recent global investment committee. The outlook, changes in outlook and opinions on the asset class assessment reflect the expected
direction (+/-) and the strength of the conviction (+/++/+++). This assessment is subject to change and includes the effects of hedging
components. FX = foreign exchange, BTP = Italian government bonds, BoJ = Bank of Japan, JGB = Japanese govt. bonds, BoE = Bank of
England. For other definitions and currency abbreviations see the last page of this document.
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Sharp adjustments in yields call for agility on duration

The growth optimism that was reflected in US bond yields when Trump's election victory gained
ground has now turned into a growth scare coming from the uncertainty on his tariff policies. In
contrast, Germany's fiscal push and a realisation across the EU that it should invest more have
caused an upward shift in yields across large European economies. The main question remains
how soon the benefits of this plan can percolate through to the real economy, and whether other
European countries can afford higher yields. Long term, European growth will likely get a boost
from more spending but near term implementation risks on fiscal spending remain. Hence, we
maintain a flexible stance on duration, and explore quality segments in corporate credit.

Global & European fixed

income

US fixed income

= EU and German fiscal plans
could be a game-changer in
the long term and has caused
an upward shift in Europe. EU
duration is attractive, and we
stay agile. UK duration is also
appealing, but we are
cautious on Japan due to high
inflation which could affect
the BoJ's policy.
Amid strong corporate
fundamentals, we stay
positive on corporate credit,
especially on EU IG. We
favour financials over non-
financials.
= We have a neutral stance on
EU HY and prefer
subordinated debt.

= We are closely monitoring the
Fed's actions and believe it is
worried more about growth
than inflation. US Treasuries
provide good diversification.
We stay active on duration,
with a preference for
intermediate maturities (5-
10y).

= We've raised our quality bias
in corporate credit, and
continue to favour IG over
HY, and financials over
industrials.

= Securitised credit offers good
value, particularly agency
MBS but we are active in light
of current market
fluctuations.

= Uncertainty around US trade
policies and geopolitics, along
with volatility on DM yields,
keep us neutral and vigilant
on EM duration.

= However, we are positive on
hard currency debt where
yields are attractive. Selection
is key for us.

= In local currency, we like
LatAm markets such as Brazil
and Mexico. We are also
evaluating the situation in
Turkey and remain vigilant.

= On corporate credit, our
positive stance is maintained
but we keep an eye on
valuations in the high yield
segment.

European yields rose following a change in Germany'’s fiscal stance
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Source: Amundi Investment Institute, Bloomberg, as of 24 March 2025.
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EQUITIES

In global equity, stay well diversified

President Trump’s policy gyrations are hurting market sentiment at a time when US valuations are
still high. The uncertainty emanating from such policies make corporate investment decisions
difficult and also cloud the earnings outlook. Hence, it is important to diversify away from the
concentration risks in the US, and benefit from this rotation, with a focus on earnings resilience.
For instance, in Europe and in China, while the rotation out of the US has been positive so far, the
next leg of performance would depend on earnings. As a result, it is crucial to prioritise areas that
show further potential for robust earnings (pricing power, supply chain strength, differentiated

products) in the US, Europe and emerging markets.

European Equities

= Fiscal stimulus in Germany
and in the EU could
potentially support corporate
profits over the medium
term. Even the fiscal boost in
China may be good for some
European companies.

= With this in mind, we stay
balanced, and positive on
defensives as well as cyclical
industrial stocks.

= At a sector level, we are
slightly more positive on
consumer staples,
discretionary and health care
names. On the other hand,
we turned more cautious on
communication services and
technology businesses.

Global & US Equities

» We see downside economic
growth risks and believe
corporate forward guidance
will give more clarity on the
impact of tariffs. We avoid
expensive growth segments
amid a narrowing earnings
gap between large cap names
and the rest of the market.
On the other hand, we like
value names, and businesses
in the banking and materials
sectors. Valuations in some
tech names are becoming
attractive (Al-related tech).

In general, our focus is on
quality and businesses that
can reward through dividends
and buybacks.

= Growth risks in the US and

potentially weaker dollar
along with robust growth in
EM are positive factors for the
asset class. However, US tariff
uncertainty and geopolitics
do not allow us to form large
country views. We are close
to neutral on China, with a tilt
towards technology names.
On India, we are constructive
as the country is relatively
insulated from the global
trade uncertainty and is
seeing a positive turnaround
in corporate earnings.
Regionally, we like emerging
Europe and the UAE, with an
overall selective approach.

Europe still attractive, despite the outperformance this year
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Source: Amundi Investment Institute, Bloomberg, as of 21 March 2025. US = S&P 500 Index and
Europe = Stoxx Europe 600 Index. Avg = Average, SD = Standard deviation.

6 Marketing material for professional investors



Global Investment Views Amundi Investment Institute

VIEWS

Amundi asset class views

= Positive stance on equities: Our view on equities is slightly constructive, with an increasing tilt
towards emerging markets. We see improving sentiment in China and better valuations in India
as encouraging signs. In developed markets, we are optimistic on Europe and believe rising
incomes, lower ECB rates, and strong household savings should support economic activity.

Equity and global factors

Regions (;"r;m%e - = o+ |4+ gaI:?::s 5:?\;‘%‘3 - = + ++
us v 4 Growth L 4
Europe v * Value L 4
Japan v * Size *
EM A ¢ Momentum *
China A * Quality ¢
EM ex China A L 2 High div. *
India A L 4

Fixed income & FX

Duration Change _ Credit Change _
vs M-1 - = + vs M-1 = = * ++
us 'S US IG 2
EU A L 2 US HY v L 2
UK * EU IG L 4
Japan '3 EU HY L 2
EM Bonds Change - FX Ch
vs M-1 = = T CBTE -
China govt. 4 usD v L 4
India govt. 4 EUR A 4
EM HC A 2 GBP 4
EM LC A L 4 JPY 2
EM corp. 4 CNY L 4

Source: Summary of views expressed at the most recent global investment committee (GIC) held 20 March 2025. Views relative to a EUR-based
investor. Views range from double minus to double positive, = refers to a neutral stance. This month, the tables above also reflect intra-month
changes between the Feb and March GICs. This material represents an assessment of the market at a specific time and is not intended to be a
forecast of future events or a guarantee of future results. This information should not be relied upon by the reader as research, investment
advice or a recommendation regarding any fund or any security in particular. This information is strictly for illustrative and educational
purposes and is subject to change. This information does not represent the actual current, past or future asset allocation or portfolio of any

Amundi product. FX table shows absolute FX views of the GIC. .
¥ Downgrade vs previous month
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Investment Solutions

Trust must be earned

In an increasing complex and changing world, investors need to better understand their
environment and the evolution of investment practices in order to define their asset allocation and
help construct their portfolios. This environment spans across economic, financial, geopolitical, societal and
environmental dimensions. To help meet this need, Amundi has created the Amundi Investment Institute. This
independent research platform brings together Amundi’s research, market strategy, investment themes and asset
allocation advisory activities under one umbrella; the Amundi Investment Institute. Its aim is to produce and
disseminate research and Thought Leadership publications which anticipate and innovate for the benefit of

investment teams and clients alike.
THIS EDITION’'S CONTRIBUTORS

CLAUDIA BERTINO UJJWAL DHINGRA
Head of Amundi Investment  Senior Specialist - Investment
Insights & Publishing Insights and Client Division
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will be easiest of next POL CARULLA FRANCESCA PANELLI
German Chancellor’s Visit the Investment Insights and Investment Insights and Client
many challenges Research Center Client Division Specialist Division Specialist

Follow us on

Important Information

The issuer of this document is Amundi Hong Kong Limited. This document is not intended as an offer or solicitation with respect
to the purchase or sale of securities, including shares or units of funds. All views expressed and/or reference to companies
cannot be construed as a recommendation by Amundi. Opinions and estimates may be changed without notice. To the extent
permitted by applicable law, rules, codes and guidelines, Amundi and its related entities accept no liability whatsoever whether
direct or indirect that may arise from the use of information contained in this document. This document is for distribution solely
to persons permitted to receive it and to persons in jurisdictions who may receive it without breaching applicable legal or
regulatory requirements. This document and the mentioned website have not been reviewed by the Securities and Futures
Commission in Hong Kong (the“SFC”). This document is prepared for information only and does not have any regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may receive this
document. Any person considering an investment should seek independent advice on the suitability or otherwise of the
particular investment. Investors should not only base on this document alone to make investment decisions. Investment
involves risk. The past performance information of the market, manager and investments and any forecasts on the economy,
stock market, bond market or the economic trends of the markets are not indicative of future performance. Investment returns
not denominated in HKD or USD is exposed to exchange rate fluctuations. The value of an investment may go down or up. This
document is not intended for citizens or residents of the United States of America or to any «U.S. Person» , as this term is
defined in SEC Regulation S under the U.S. Securities Act of 1933.

Discover more at www.amundi.com.hk


https://research-center.amundi.com/
https://research-center.amundi.com/index.php/article/forming-coalition-will-be-easiest-next-german-chancellor-s-many-challenges
http://www.amundi.com.hk/
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