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On a knife edge 

The announcements regarding tariff rates continue to unfold, fueling considerable volatility across financial 

markets. These tariffs are bound to reduce global trade. The suspension of some tariffs for a 90-day period 

coincides with an increase of customs duties applicable to China, now at 145%, a fact largely overlooked by 

the markets in hopes of a favorable outcome in upcoming negotiations. Concurrently, the unpredictability 

of U.S. economic policy imposes a significant risk premium on dollar-denominated assets. Even Treasuries, 

recognized as the safest and most liquid asset globally, are not immune to this trend. A sharp rise in long-

term rates has compelled Donald Trump to soften his rhetoric. Additionally, the U.S. staggering deficit, 

which stands at 8% of GDP, exacerbates the vulnerability of the T-note. In this environment, the leveraged 

loan market has been shut highlighting the risk of credit crunch, which would likely lead to a recession. 

Against this backdrop, China is opting for dialogue with Europe and its regional partners rather than 

negotiations with Washington. Its response is expected to intensify through targeted import and export 

restrictions. Consequently, global growth will be significantly hampered.  

Uncertainty reigns supreme in the financial markets. The emergence of American credit risk this year marks 

a pivotal shift, benefiting the Bund and the yen as they reclaim their status as safe havens. Central banks 

continue to pursue easing measures, as the risks to growth overshadow the inflationary impact of U.S. 

tariffs, especially with oil prices adjusting downwards by $10. Outflows from high-yield funds have brought 

valuations back around their five-year average. Equity valuation multiples are likely to face pressure amid 

heightened volatility and operational and margin risks induced by U.S. tariffs. The messages conveyed 

during quarterly earnings reports will carry particular significance. 

Gaëlle Malléjac

Global Chief Investment Officer
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ECONOMIC VIEWS 

Three themes for the markets 

1-  Growth  

The trade war initiated by Trump will weigh on global trade and growth, particularly affecting that of the United 

States.  

US growth is expected to be below its potential by 2025, with a significant risk of recession in the event of a 

"credit crunch."  

In the Eurozone, growth will be very weak due to the impact of rising tariffs and increased uncertainty affecting 

investment, employment, and consumption.  

China, the main target of Trump, will take measures to limit the impact of the prohibitive US tariffs (145%) on its 

growth. 

2- Inflation 

The dramatic increase in US tariffs will quickly be reflected in inflation in the US. The impact will be partly offset 

by the significant drop in oil prices, reflecting fears of a global recession, and a slowdown in demand. US inflation 

stood at 2.4% in March and 2.8% for core. 

In the Eurozone, inflation was 2.2% in March and 2.4% for core inflation. The suspension of the EU's retaliatory 

measures for 90 days implies a moderation of inflation in the short term due to reduced demand, falling oil prices, 

and the appreciation of the euro.  

In China, deflation persists with an inflation rate of -0.1% in March.   

3- Monetary policy 

In response to the deteriorating growth outlook and the risks to financial stability, central banks have expressed 

their readiness to act.  

The increased risks of recession and deterioration in the labor market will lead the Fed to lower its rates.  

The ECB lowered its rates by 25 basis points on April 17 and left the door open for further rate cuts due to the 

risks of weaker growth. 

In China, the PBOC is prepared to take measures to make its policy more accommodative. 
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KEY MACROECONOMIC SIGNPOSTS 

United States 

Growth is below potential with a significant risk of recession in the event of a credit crunch. 

● Demand: Consumption of durable goods is expected to contract in the first half of the year. Productive 

investment has been slowing since the beginning of 2024, and uncertainty is detrimental to spending. 

The trade deficit has deteriorated significantly, leading to a negative contribution from trade. GDP is 

likely to be negative in the first quarter, followed by a "mirror" drop in imports in the second quarter. 

Beyond that, growth is expected to remain below potential.  

● Labor Market: The resilience of the labor market is surprising, but the risk of recession is significant. An 

increase in unemployment to around 4.5-5% by the end of the year is probable. 

● Fiscal Policy: The budget is still under discussion. The proposal implies an additional drift. The seasonal 

surplus in April is likely to be lower than expected, making the timing of a technical default uncertain. 

The increase in tariffs will have an immediate effect on activity and import flows, with the net effect on 

revenues being ambiguous.  

● Inflation: Inflation remains above target. Rents are expected to decelerate in 2025, and the decline in 

oil prices keeps overall inflation below the core index. Tariffs on imported goods have an immediate 

effect on inflation.  

Euro area 

The dramatic increase in US tariffs against all of its trading partners leads us to revise down our growth outlook 

for the Eurozone. 

• Global trade is set to slow significantly, impacting overall economic activity, particularly in the Eurozone. 

• Domestic Demand: It is expected to be more limited due to the impact of rising uncertainty on the 

behavior of business leaders and households. They will become more cautious, which will weigh on 

investment, employment, and consumption, offsetting the anticipated effects of increased purchasing 

power and the ECB's monetary easing. 

United states 2024 2025

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2024 2025

GDP (QoQ ar)

Ostrum 1.6 3.0 3.1 2.4 -2.0 1.0 1.6 1.3 2.5 1.0

Consensus 1.6 3.0 3.1 2.4 1.0 1.5 1.6 1.8 2.5 1.9

Inflation

Ostrum 3.2 3.2 2.6 2.7 3.0 2.8 2.7 2.9 2.9 2.8

Consensus 3.2 3.2 2.6 2.7 2.8 2.8 3.2 3.2 2.9 3.0

Core inflation

Ostrum 2.8 2.6 2.6 2.8 3.3 3.5 3.5 3.5 2.7 3.5

Source: Bloomberg, Ostrum AM

Annual Avg.

Euro Area 2024 2025

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2024 2025

GDP (QoQ)

Ostrum 0.3 0.2 0.4 0.2 0.1 0.0 0.1 0.2 0.8 0.6

Consensus 0.3 0.2 0.4 0.2 0.2 0.2 0.2 0.3 0.8 1.0

Inflation

Ostrum 2.6 2.5 2.2 2.2 2.2 2.0 1.8 1.8 2.4 1.9

Consensus 2.6 2.5 2.2 2.2 2.3 2.2 2.1 2.1 2.4 2.2

Core inflation

Ostrum 3.1 2.8 2.8 2.7 2.6 2.4 2.3 2.3 2.8 2.4

Source: Bloomberg, Ostrum AM

Annual Avg.
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• Fiscal Policy: The €500 billion infrastructure fund in Germany and the reform of the debt brake will only 

impact German growth and that of the Eurozone starting in 2026. In 2025, the scope for maneuver is 

limited. 

• Inflation: It will depend on the EU's retaliatory measures. In the short term, the 90-day suspension of 

the EU's retaliatory measures (in response to the 25% tariffs on steel and aluminum) will result in more 

moderate inflation due to the recent decline in oil prices, the appreciation of the euro, and reduced 

demand. Regarding the increase in base tariffs, since April 5, and potentially reciprocal measures, 

beginning of July, the EU is primarily seeking to negotiate. It is expected to take steps to limit the influx 

of Chinese products in response to the prohibitive US tariffs. 

• Downside risks to growth in the event of an escalation in trade tensions. 

China 

The prospect of a slowdown in global trade induced by the new US trade framework leads us to revise our 

forecasts. 

● We are revising our growth forecast down to 4.6% for 2025, indicating a slowdown starting in the second 

quarter. 

● The main motivation for this revision is the slowdown in global trade induced by reciprocal tariffs. Strong 

uncertainty is expected to contract global investment. The circumvention of US tariffs is now limited, as 

(almost) all countries are taxed at a base rate of 10%. 

● China is severely affected by these new tariffs, with Chinese products now subject to a tax of 145%. This 

includes the 20% tariffs (2x10) implemented in January and February, along with 34% in reciprocal 

tariffs, before the latest round of escalation took tariffs up to 145%. These tariffs are expected to be 

permanent for China, unlike those for other countries. 

● The anticipated slowdown in US consumption starting in the second quarter is also expected to affect 

demand for Chinese products. Since a recession in the US economy is not our scenario, this limits the 

impact on Chinese growth. 

● The deterioration of the international environment could weigh on the confidence of households and 

businesses, exacerbating deflationary pressures, which has led us to revise our inflation forecasts 

downward. 

● Recent measures to support domestic demand, including the consumption plan and the resumption of 

negotiations on free trade agreements with Japan and South Korea, as well as the Regional 

Comprehensive Economic Partnership, are encouraging. 

● Furthermore, China has the means to strengthen its measures to support domestic demand. 

China 2024 2025

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2024 2025

GDP (QoQ)

Ostrum 1.3 1.0 1.4 1.6 1.2 0.8 0.7 0.8 5.0 4.6

Consensus 1.3 1.0 1.4 1.6 1.2 0.9 1.0 1.0 5.0 4.7

Inflation

Ostrum 0.7 0.6 0.3 0.3 0.1 0.2 0.2 0.7 0.5 0.3

Consensus 0.7 0.6 0.3 0.3 0.0 0.2 0.3 0.8 0.5 0.3

Source: Bloomberg, Ostrum AM

Annual Avg.
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MONETARY POLICY 

Central banks are plunged into the uncertainty of Trump’s policies. 

1- The Fed is ready to act if necessary 

The Fed is in an uncomfortable position. The dramatic increase in US tariffs will lead to higher inflation and a 

rising unemployment rate due to a significant slowdown in growth. In the face of high uncertainty, Jerome Powell 

indicated on April 16 that the Fed must keep long-term inflation expectations well anchored. In this context, he 

believes that the central bank is well-positioned to wait for more visibility on the impact of the policies pursued 

by the White House on growth and inflation. On April 11, following the turmoil in financial markets, Susan Collins, 

President of the Boston Fed, stated that the Fed was ready to act if necessary to ensure financial stability. To 

prevent the US economy from entering a recession, we anticipate a 100 basis point cut in Fed rates by the end 

of the year. Furthermore, the Fed could slow the pace of balance sheet contraction or even suspend it until the 

debt ceiling issue is resolved. 

2- Continuation of rate cuts by the ECB 

While some members of the ECB were in favor of taking a pause in the rate-cutting cycle that began last June, 

the shock to global trade and the increased uncertainty generated by the sharp rise in U.S. tariffs led the ECB to 

implement its seventh rate cut of 25 basis points on April 17. Christine Lagarde emphasized the numerous 

downside risks to growth due to the intensification of trade tensions while indicating that the net impact on 

inflation was highly uncertain. In this context, future monetary policy decisions will rely more than ever on 

upcoming data. Given the deterioration in growth prospects and the risk of more moderate inflation in the 

coming months, we anticipate two more rate cuts of 25 basis points by the end of the year. The ECB may also 

further reduce the pace of its balance sheet contraction and/or conduct additional targeted longer-term 

refinancing operations (TLTRO). 

3- The PBoC opts for a gradual depreciation of the yuan – Rate cuts by the RBNZ 

The People's Bank of China (PBoC) is allowing the yuan to gradually depreciate against its basket of currencies, 

which helps to partially offset the impact of the sharp increase in tariffs. The decline of the yuan supports Chinese 

exports, a key driver of growth. This depreciation is gradual to avoid triggering massive capital outflows that 

could weaken the Chinese economy. 

The Reserve Bank of New Zealand (RBNZ) decided to cut its rates by 25 basis points to 3.50%, on April 9, in 

response to the significant rise in US tariffs. This development deteriorates global growth prospects and poses a 

downside risk to New Zealand's growth and inflation outlook. The RBNZ has stated that it is ready to lower rates 

further if necessary. 
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MARKET VIEWS 

● U.S. Rates: Tensions surrounding American debt are leading to a risk premium that will likely keep long-

term rates around 4.30%, despite the Federal Reserve's easing measures. 

● European Rates: The European Central Bank (ECB) is expected to lower its rate to 1.75%. The 10-year 

Bund is factoring in a more ambitious fiscal policy in Germany while benefiting from reallocations from 

the dollar to the euro. 

● Sovereign Spreads: Sovereign spreads are anticipated to remain stable as we approach the end of the 

year. Italy's budget consolidation has been positively acknowledged by S&P, which has reaffirmed its 

BBB+ rating. 

● Eurozone Inflation: The decline in oil prices has weighed on inflation. However, a moderate increase in 

breakeven inflation rates is likely. 

Ostrum AM Forecasts 18-Apr-25 Q4 25

Fed funds 4.5 % 3.50

U.S.  10-Yr note 4.32 % 4.30

U.S. 2-Yr note 3.8 % 3.60

Curve 2 - 10-Yr Spread (bps) 52 bps 70

ECB deposit rate 2.25 % 1.75

Germany  10-Yr Bund 2.47 % 2.60

Germany  2-Yr Schatz 1.69 % 2.00

Curve 2 - 10-Yr Spread (bps) 78 bps 60

France 10-Yr OAT 77 bps 80

Italy 10-Yr BTP 117 bps 105

Euro Area Inflation 10-Yr (swap) 186 bps 200

Source: Bloomberg, Ostrum AM
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● Euro Credit: Investment-grade credit spreads are currently tight. In the absence of a recession, a 

tightening of these spreads is likely. 

● Euro High Yield: Valuations in the high-yield sector are expected to normalize over the course of the 

year, with the default rate remaining low. 

● Exchange Rates: Growing skepticism towards the dollar has driven the euro higher. The single currency 

is nevertheless projected to fall back to $1.10 by the end of 2025. 

● European Equities: Tariffs are expected to exert pressure on margins, while increased volatility is likely 

to compress multiples, leading to a forecasted decline in the market. The market outlook is  however 

highly uncertain.  

● Emerging Market Debt: Emerging market spreads are poised to benefit from the Federal Reserve's 

monetary easing, despite the adverse effects of tariffs.  

Source: Ostrum AM. The analyses and opinions mentioned represent the point of view of the author(s) referenced. 

They are issued on the date indicated, are subject to change and cannot be interpreted as having any contractual 

value. Written as of 18/04/2025. 

Ostrum AM Forecasts 18-Apr-25 Q4 25

Euro Swap Spread 10-Yr 2.6 bps -10

Euro Investment Grade (spread vs. Bund) 112 bps 110

Euro High Yield (spread vs. Bund) 396 bps 425

Euro High Yield BB (spread vs. Bund) 261 bps 295

Euro-dollar $1.137 1.10

 Euro Stoxx              518          464 

EM Sovereign Debt  (Spread vs. Treasuries) 367 bps 360

Source: Bloomberg, Ostrum AM
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Additional notes 
Ostrum Asset Management 

Asset management company regulated by AMF under n° GP-18000014 – Limited company with a share capital of 50 938 997 €. 
Trade register n°525 192 753 Paris – VAT: FR 93 525 192 753 – Registered Office: 43, avenue Pierre Mendès-France, 75013 Paris 
– www.ostrum.com 
This document is intended for professional, in accordance with MIFID. It may not be used for any purpose other than that for which it 
was conceived and may not be copied, distributed or communicated to third parties, in part or in whole, without the prior written 
authorization of Ostrum Asset Management.  
None of the information contained in this document should be interpreted as having any contractual value. This document is produced 
purely for the purposes of providing indicative information. This document consists of a presentation created and prepared by Ostrum 
Asset Management based on sources it considers to be reliable.  
Ostrum Asset Management reserves the right to modify the information presented in this document at any time without notice, which 
under no circumstances constitutes a commitment from Ostrum Asset Management. 
The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown 
and are subject to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in 
this material. This simulation was carried out for indicative purposes, on the basis of hypothetical investments, and does not constitute 
a contractual agreement from the part of Ostrum Asset Management. 
Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained 
in this document, nor in the use that a third party might make of the information. Figures mentioned refer to previous years. Past 
performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future 
performance and is not constant over time. Reference to a ranking and/or an award does not indicate the future performance of the 
UCITS/AIF or the fund manager. 
Under Ostrum Asset Management’s social responsibility policy, and in accordance with the treaties signed by the French government, 
the funds directly managed by Ostrum Asset Management do not invest in any company that manufactures, sells or stocks anti-
personnel mines and cluster bombs. 

Natixis Investment Managers  

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified 
or Institutional Investors and, when required by local regulation, only at their written request.  This material must not be used with 
Retail Investors.  
To obtain a summary of investor rights in the official language of your jurisdiction, please consult the legal documentation section of 
the website (im.natixis.com/intl/intl-fund-documents) 
In the E.U.: Provided by Natixis Investment Managers International or one of its BRANCH offices listed below. Natixis Investment 
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial 
Markets Authority - AMF) under no. GP 90-009, and a simplified joint-stock company (société par actions simplifiée – SAS ) registered 
in the Paris Trade and Companies Register under no. 329 450 738, Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
Germany: Natixis Investment Managers International, Zweigniederlassung Deutschland (Registration number: HRB 129507). 
Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Italy: Natixis Investment Managers International Succursale 
Italiana (Registration number: MI-2637562). Registered office: Via Adalberto Catena, 4, 20121 Milan, Italy. Netherlands: Natixis 
Investment Managers International, Dutch BRANCH (Registration number: 000050438298), Registered office: Stadsplateau 7, 
3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en España (Registration number: 
NIF W0232616C), Registered office: Serrano n°90, 6th Floor, 28006  Madrid, Spain. Luxembourg: Natixis Investment Managers 
International, Luxembourg BRANCH (Registration number: B283713), Registered office: 2, rue Jean Monnet, L-2180 Luxembourg, 
Grand Duchy of Luxembourg. Belgium: Natixis Investment Managers International, Belgian BRANCH (Registration number: 
1006.931.462), Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.  
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.  
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial 
Conduct Authority (FCA firm reference no. 190258) - registered office: Natixis Investment Managers UK Limited, Level 4, Cannon 
Bridge House, 25 Dowgate Hill, London, EC4R 2YA. When permitted, the distribution of this material is intended to be made to 
persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment 
professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at 
professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services 
providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be 
communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to 
and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers 
authorised under section 8 of the Insurance Act 2008.   
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is 
regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience 
and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties 
as defined by the DFSA. No other Person should act upon this material.  Registered office: Unit  L10-02, Level 10 ,ICD Brookfield 
Place, DIFC, PO Box 506752, Dubai, United Arab Emirates 
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment 
Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, 
Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 
2788. 
In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, #22-
05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for information 
purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services Licence to 
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conduct fund management activities and is an exempt financial adviser. Mirova Division (Business Name Registration No.: 
53431077W) and Ostrum Division (Business Name Registration No.: 53463468X) are part of NIM Singapore and are not separate 
legal entities. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. 
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.  
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended 
for the general information of financial advisers and wholesale clients only. 
In Korea: Provided by Natixis Investment Managers Korea Limited (Registered with Financial Services Commission for General 
Private Collective Investment Business) to distributors and qualified investors for information purpose only.   
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not 
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is 
only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. 
Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. 
In Colombia: Provided by Natixis Investment Managers International Oficina de Representación (Colombia) to professional clients for 
informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are 
rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is addressed to less 
than 100 specifically identified investors.  
In Latin America: Provided by Natixis Investment Managers International. 
In Chile: Esta oferta privada se inicia el día de la fecha de la presente comunicación. La presente oferta se acoge a la Norma de 
Carácter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos 
en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los 
valores sobre los cuales ésta versa, no están sujetos a su fiscalización. Que por tratarse de valores no inscritos, no existe la 
obligación por parte del emisor de entregar en Chile información pública respecto de estos valores. Estos valores no podrán ser 
objeto de oferta pública mientras no sean inscritos en el Registro de Valores correspondiente. 
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an 
investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the 
Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to 
herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in 
the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore 
the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the 
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein 
to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are 
also not authorized by or registered with the CNBV or any other Mexican authority.  
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The 
sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Brazil: Provided 
to a specific identified investment professional for information purposes only by Natixis Investment Managers International.  This 
communication cannot be distributed other than to the identified addressee. Further, this communication should not be construed as 
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management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 
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provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or 
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