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1. Macroeconomic Overview 

• Manufacturing indicators were mixed.  

a. Our global Manufacturing PMI index was stable at 49.9 as China improved to 50.2 from 49.1, and EU to 47.8 from 

47.2. U.S., however, went the other way, at 50.3 from 50.9.  

b. Our leading regime Indicator ticked up marginally, staying in mildly expansionary zone. The threat of tariffs under 

the Trump administration has been providing a short-term boost.  

c. Economic Surprises were positive in China and Europe, but negative in Japan and U.S.  

• Global financial conditions (FCIs) were easier primarily due to lower interest rates. The spread component was flat 

while momentum/volatility implied tighter conditions.  

• Global inflation was stable at 2.9%yoy in Jan’25, with fifteen countries recording higher readings, and ten lower. 

Inflation was at 2.5% in developed economies and 3.5% in emerging. Potential tariffs could spike inflation in coming 

months, albeit the effect should wear out over time.  

 

2. Bottom-up view 

• Expected earnings growth for 2025 for MSCI AC World was 11% (-1%) with S&P 500 at 12% (-2%). However, 2024 numbers 

were revised up 2% for S&P 500. IT (20%↓), Materials (18%↑) and Health Care (17%) and are expected to drive earnings 

growth with Financials (6%), Energy (7%), Staples (4%↓) & Utilities (5%) being the laggards. It will require both topline 

growth and solid margin expansion for expectations to be met at the index level.  

• Global credit rating upgrades to total changes were at 45% versus 50% at the end of 2024. Global IG was unchanged at 

66% but Global HY weakened a tad to 34% (41%). Early days yet as rating actions have been limited thus far this year, but if 

the this does become a trend through 2025, it would start widening high yield spreads.  

 

3. Valuations 

• The U.S. 10-yr treasury yield, at 4.2%, moved towards the lower end of our model implied fair value range of 4-4.8%.  

• A modest widening in spreads caused the U.S. IG Index spread to finish at 21st percentile in history vs. 15th the month 

prior and HY index spread at 6th percentile (3rd). The picture was broadly similar for ultra-long spreads (30-yrs), where A-

rated finished at 31st percentile (14th) and BBB-rated at 13th percentile (4th).  

• Global equity valuations remained expensive, though a little less so than the month prior. MSCI ACWI was cheaper than 

current levels 93% (96% prior month) of the time in history, driven by expensive U.S. stocks that remain extremely 

expensive relative to ex-U.S. stocks (96th percentile). Latin America and Asia remained cheap. Large Caps remained 

expensive relative to small caps. 

 

4. Markets during the month 

• Global Equities paused as tariff worries dented U.S. market sentiment. U.S. equities underperformed the rest of the world, 

with S&P 500 down -1.4% relative to a gain of 1.4% in ex-U.S. equities (58% of the global markets we track gained, and the 

median local currency return was 1.4%). European equities (Germany’s DAX +4% to take YTD’25 return to 13%) continued 
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their surge, powered by recovering Chinese growth (strong trade links), potential for higher defense spending, and a dovish 

ECB. The cake, however, was taken by offshore Chinese equities (H-shares +15%) which saw continued retail inflows, 

propped by Chinese leadership adopting a pro-growth stance by welcoming large technology giants like Alibaba. The 

success of DeepSeek, the Chinese AI company that develops large language models showed Chinese advancement in new 

technologies despite U.S. curbs. Within U.S., Nasdaq (-4%) lagged as Value and low volatility stocks made a comeback. U.S. 

small caps (-5%) suffered due to concerns on margins from higher tariffs. U.S. Reits (4%) outperformed though Office Reits 

(-4%) had a weak month despite signs that the bottoming out process for the sector is under way.  

• Fixed income 

• Policy Rates: Eight rate cuts lowered our global policy rate indicator -5bps to 4.56% as focus of central banks shifted to 

growth in economies like India, Mexico, New Zealand, Australia and even U.K. We do not expect the U.S. Federal 

Reserve to cut rates in March though markets are pricing almost three rate cuts this year versus two a month ago.  

• Bond Yields: Our Global Sovereign 10-yr yield indicator softened -8bps to 4.4%, with yields lower in eighteen out of the 

27 countries we track. U.S. yield was -33bps lower at 4.2%. The 2-10 U.S. treasury spread compressed -12bps to 22bps 

as long end yields dropped faster than the shorter end.  

• Credit Spreads: Credit spreads were slightly wider. U.S. IG was +8bps to 87bps, and HY +19bps to 280bps but both 

remained extremely tight relative to history.  

o Returns: Returns were strong with U.S. sovereign duration outperforming all other categories.  

• Currencies: US$ weakened against half the currencies we track it against, with Bloomberg’s $ Spot index easing -70bps. The 

broad trade weighted dollar eased -20bps. U.S. $ remained overvalued based on real effective exchange rates. 

• Commodities: The GS commodity index eased -2%, wiping out the Jan’25 gain. Energy and agriculture were weaker, base 

metals were stronger (tariff threats boosted prices). Precious metals took a breather, ending flat but were up 8% YTD’25.  

 

5. U.S. Property Indicators 

• U.S. housing affordability remains weak but seems to be bottoming out. Offsets through low U.S. mortgage debt/GDP (46% 

vs 70% pre-GFC), high home equity (~75%), and low interest rates on outstanding mortgages (4% vs new 30-yr mortgages 

at 7%) are helping the sector. Muted supply of existing homes (1.2 million vs long-term median of 2.2 million) is helping 

too. However, supply of new homes has increased to ~500k (median 325k), and new housing starts were at 1.37m units in 

2024, which could keep new home price increases muted during 2025. Based on the Case-Schiller 20-City Price Index, home 

prices grew 4.5% in 2024. 

• The commercial property sector remains challenged but there are continuing signs of a bottoming-out process. Public Reits 

markets which tend to lead private markets by 12-18 months, have started recovering. Real Capital Analytics’ (RCA) indices 

show commercial property prices to be stabilizing. As of Jan,25, the YoY change in prices was -5% for offices (-1% for 

suburban, -10% for Central Business Districts, CBD), -2% for apartments (oversupply is working itself out), and 3% for 

industrials. 

 
6. Summary 

a. Growth   

Neutral  
Global manufacturing PMIs have recovered from 2024 lows, helped by continued consumer strength in the U.S. and the threat 
of tariffs which boosted output. U.S. employment growth remains positive but is ebbing (growth eased from ~1.6% in 1Q’24 to 
~1.3% in 4Q’24; annual revisions are likely to push that growth down further). Real wage growth has held steady around 2%, 
which should support consumption growth around 2.5%, with help from withdrawal of excess savings built during the pandemic 
era (our estimates peg excess savings at $500bn from a peak of $2.3bn, with about $50bn being drawn monthly). That leads us 
to believe that U.S. GDP will grow in the 2-2.5% range in 2025 compared to 2.8% in 2024. European growth is likely to get a 
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boost from higher defense spending in the latter part of the year and 2026 though trade related drags could provide offsets. In 
China, the Govt. is targeting its highest ever budget deficit of 4% in 2025 to achieve the growth target of 5% while dealing with 
uncertainty posed by U.S. tariffs.  

 

b. Inflation 

Neutral  
Progress towards U.S. policymakers 2% inflation goal has stalled in recent weeks due to strong consumer demand and resilient 
services/housing prices. The threat of tariffs has also added to the uncertainty. From a longer- term perspective, greenification 
costs, peaking of China’s working age population, rejigging of global supply chains and expansionary fiscal policies point 
towards higher potential inflation. 

 

c. Global financial conditions   

Neutral 
While financial conditions got a boost from lower rates in February, the scope for them to ease further is limited due to already 
tight credit spreads, extended equity momentum, and a shallower U.S. policy rate cut path. However, disinflation could cause 
the U.S. Fed to ease at a faster pace, which would ease financial conditions more than in our base case. 

  

d. Valuations     

Negative 

• Risk-free rates continue to present positive yielding anti-fragile alternatives. 

• Equity Valuations remain extremely expensive in the U.S. but reasonable in most emerging markets.  

• Corporate spreads remain at multi-year tights.  

 

e. Asset allocation orientation   

Neutral 
Very tight risk premia keep our stance defensive. U.S. large cap equities and global corporate credit are priced for perfection. 
On the other hand, the U.S. growth remains solid which is preventing us from going underweight risk assets. Key sources of 
frustration for risk assets could come from-  

• The Trump administration fails to strike deals with trading counterparties leading to high mutual tariffs which hurts growth 

adversely while causing inflation. 
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Risk considerations  
Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return. All financial investments involve an element 
of risk. Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be guaranteed.  
 
Important information  
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be 
construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events 
regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information 
presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any 
reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that 
the investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the 
investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and 
any responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided.  
 
This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things, projections and forecasts. 
There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader.  
 
Proprietary model output is based upon certain assumptions that may change, are not guaranteed, and should not be relied upon as a significant basis for 
an investment decision. Forecasts for each asset class can be conditional on economic scenarios; in the event a scenario comes to pass, actual returns could 
be significantly higher or lower than forecasted. Because of the inherent limitations of all models, potential investors should not rely exclusively on the model 
when making an investment decision. Forecasts of financial market trends that are based on current market conditions constitute our judgment and are 
subject to change without notice. 
  
Indices are unmanaged and do not consider fees, expenses and transaction costs are not available for direct investment. The information provided here is 
neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax situation.  
 
This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary 
to local law or regulation. 
 
© 2024 Principal®, Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are registered trademarks and 
service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world and may be used only with the 
permission of Principal Financial Services, Inc. Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC. Principal Real Estate is a trade 
name of Principal Real Estate Investors, LLC, an affiliate of Principal Global Investors 
 
Disclaimer: 
Ahli United Bank B.S.C.(c) 
Bahrain:  The views contained herein has been obtained from sources that Ahli United Bank B.S.C.(c) (“AUB”) deems to be reliable but Ahli United Bank 
B.S.C.(c) makes no representation about the accuracy, completeness or timeliness of any information prepared by a third party and assumes no liability for 
the reliance thereon. The opinions and predictions expressed in the materials are subject to change without prior notice and has not been prepared by or 
with the involvement of Ahli United Bank B.S.C.(c); however, Ahli United Bank B.S.C.(c) does not independently verify or guarantee its accuracy or validity. 
Subject to any contrary provisions of applicable law, Ahli United Bank B.S.C.(c) and its affiliates, and their officers, directors, employees, agents, disclaim any 
express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or omissions in 
the information or data provided. Any forecasts, figures, opinions or investment techniques and strategies set out are for information purposes only and 
derived from numerous sources, based on certain assumptions and current market conditions and are subject to change without prior notice. All information 
presented herein is accurate at the time of production, but no warranty of accuracy is given and no liability in respect of any error or omission is accepted. 
IMPORTANT – If you are in any doubt about the contents of this document you should seek independent professional advice. AUB will not act and has not 
acted as your legal advisor to you in connection with this, and/or any related transaction and no reliance may be placed on AUB for advice or 
recommendations and/or solicitation of any sort. Ahli United Bank B.S.C.(c) is licensed as an Islamic Retail Bank by the Central Bank of Bahrain (“CBB”). For 
additional information about Ahli United Bank B.S.C.(c), please visit www.ahliunited.com/bh. 
 
Dubai International Financial Center: This material is for distribution by Ahli United Bank B.S.C (C) (DIFC Branch) which is regulated and authorized by the 
Dubai Financial Services Authority (DFSA). This presentation/document is for information purposes only and is not an offer to sell or a solicitation to buy any 
fund, units, shares, securities, or financial products. Reliance should not be placed on the views and information in these presentations when making 
individual investment and/or strategic decisions. It is only intended for Professional Clients and/or Market Counterparties as defined by the DFSA rulebook. 
No other person should act upon this material or publication. It is not intended for Retail Clients. In addition to the above, this material or publication and 
information within it are not directed at any person resident in the territory or any country or jurisdiction action where such distribution will be contrary to 
local law or regulation. Nothing herein constitutes investment, legal, accounting or tax advice, or a representation that any particular investment (if any) 
mentioned herein is suitable for or appropriate to your investment objectives, financial situation, and particular needs, or otherwise constitutes a personal 
recommendation to you. All investments carry varying levels of risk, and the value of your investment may go up or down depending on several factors, 
including market movements. Past performance is not an indicator of current or future returns. The recipient(s) before acting on any information herein 
should make his/their own investigation and seek appropriate professional advice prior to any investment decision or entering any financial obligation based 
on information, statement or opinion which is expressed herein. 
 
Egypt:  The views contained herein has been obtained from sources that Kuwait Finance House Bank (Egypt) S.A.E. (“KFH”) deems to be reliable but KFHE 
makes no representation about the accuracy, completeness or timeliness of any information prepared by a third party and assumes no liability for the reliance 
thereon. The opinions and predictions expressed in the materials are subject to change without prior notice and has not been prepared by or with the 
involvement of KFHE; however, KFHE does not independently verify or guarantee its accuracy or validity. Subject to any contrary provisions of applicable law, 
KFHE and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility 



   

 

For Institutional, Professional, Qualified and/or Wholesale Investor Use Only in Permitted Jurisdictions as defined by local laws and regulations. 
 

5 

arising in any way (including by reason of negligence) for errors or omissions in the information or data provided. Any forecasts, figures, opinions or 
investment techniques and strategies set out are for information purposes only and derived from numerous sources, based on certain assumptions and 
current market conditions and are subject to change without prior notice. All information presented herein is accurate at the time of production, but no 
warranty of accuracy is given and no liability in respect of any error or omission is accepted. IMPORTANT – If you are in any doubt about the contents of this 
document you should seek independent professional advice. KFHE will not act and has not acted as your legal advisor to you in connection with this, and/or 
any related transaction and no reliance may be placed on KFHE for advice or recommendations and/or solicitation of any sort. Kuwait Finance House Bank 
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