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Editorial
Dear Reader,

The first half of 2025 has proven to be anything but 
calm. Markets have struggled to find direction as 
shifting geopolitics and policy uncertainty have kept 
investors guessing. The days of US-led market dom-
inance appear to be fading, with the world moving 
steadily towards a more multipolar investment land-
scape. Against this backdrop of heightened uncer-
tainty, our Market Outlook Mid-Year 2025 aims to 
provide guidance for the second half of the year – 
and beyond.

Looking ahead, the US economy faces a challenging 
stretch marked by sluggish growth and persistent 
inflation, both impacted by policy constraints. Vol-
atile fiscal signals and limited room for manoeuvre 
on both monetary and fiscal fronts will continue to 
weigh on sentiment.

In contrast, other regions offer more flexible pol-
icy frameworks and diverse growth drivers. How-
ever, investors should remain cautious. Geopolitical 
flare-ups, financial system vulnerabilities, a potential 
slowdown in China, and US political turbulence may 
add complexity.

So, how does our investment stance reflect this in 
our Market Outlook Mid-Year 2025? We suggest 
staying vigilant and selectively diversifying into 
non-USD assets. The US dollar faces downside risks 
in the medium-to-longer term, while gold remains a 
strategic hedge, with its long-term uptrend intact.

In fixed income, higher term premiums make 
long-duration strategies riskier. Instead, we favour 
moderate-duration crossover debt and select 
high-quality emerging market (EM) hard-currency 
corporate debt, which offer attractive yields at a 
manageable level of risk.

In equities, a clear rotation is in play, and we pre-
fer to use short-term US equity strength to pivot 
towards Europe, Japan, China, and India. Our focus 
remains on high-quality, attractively valued compa-
nies in defensive sectors with limited tariff risks.

The world is complex, but complexity breeds oppor-
tunity – especially for those who stay focused on 
quality and strategic diversification. As always, we 
thank you for your trust in us and look forward to 
helping you navigate your way through your invest-
ment decisions in the coming months.

Yours faithfully,

Christian Gattiker
Head of Research
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Growth opportunities in Europe 
and Asia take centre stage
US exceptionalism is fading, with global capital flows shifting away from the US. Inves-
tors are looking to Europe and Asia for returns, as governments are eager to implement 
growth-supportive policies. Meanwhile, active currency management and strategic asset 
allocation remain crucial amid rising geopolitical uncertainty.

As the global economy navigates uncharted waters, 
one thing is certain: the US is no longer the sole 
captain steering the ship. The country’s unpredict-
able politics, marked by a flurry of executive orders, 
have created a ripple effect that impacts trade and 
fiscal policies worldwide. This erratic behaviour has 
led to a softening of short-term economic growth. 
While we see an elevated risk of a recession loom-
ing on the horizon, it is essential to note that any 
downturn would be unlikely to be long-lasting, since 
the US economy is not plagued by major domestic 
imbalances. The US Federal Reserve is likely to react 
slowly given tariffs’ potential inflationary impact. 
We forecast two 50-basis-point (bps) rate cuts in 
the second half of the year. However, companies are 
adopting a wait-and-see approach, putting invest-
ment and hiring plans on hold until the dust settles, 
which is softening the US growth outlook.

Forging new alliances
As the US trades blows in the context of its global 
trade war, the rest of the world is busy forging new 
alliances and strengthening existing ones. Europe 
and Asia, in particular, are eager to maintain open 
trade links and implement growth-supportive poli-
cies. This shift is giving rise to a fascinating phenom-
enon: the emergence of bilateral trade agreements 
that bypass the US as these regions seek to insulate 
themselves from the unpredictable whims of US pol-
itics. Indeed, we see this in real time.

Europe and Asia in the driving seat
Meanwhile, European countries are poised to ramp 
up public spending, having demonstrated remark-
able fiscal discipline in recent years. By easing 

regulations and cutting red tape, they are creat-
ing fertile ground for businesses to thrive. Looking 
ahead to the second half of 2025, we expect to see 
a surge in efforts to reduce the regulatory burden, 
increase fiscal spending, and stimulate growth with-
out triggering inflation. We expect monetary policy 
in Europe to become expansionary in 2025, with the 
European Central Bank set to cut rates by 25bps 
at each of its next three meetings, accompanied by 
growth-supportive fiscal policies in 2026. In Asia, 
and particularly in China, trade talks will remain a 
source of volatility, but more supportive domestic 
and monetary policies should mitigate the impact.

The world will respond to US tariffs primarily with 
stimulus measures rather than by imposing retalia-
tory tariffs. The rebalancing of global trade will be 
driven by stronger growth in Europe and Asia, and 
weaker growth in the US.

A game changer in currency markets
A shift in global capital flows is underway, with 
investors increasingly looking beyond the US for 
returns. This has significant implications for the 
foreign exchange market and has much to do with 
the USD’s safe-haven status, which was ques-
tioned in the wake of ‘Liberation Day’. When the 
US finds itself at the epicentre of a crisis, the USD 
does not benefit in the early stages of risk-off epi-
sodes, but rather once recession risks spread from 
the US across the globe. Hence, we expect the USD 
to remain within its lower trading range of EUR/
USD 1.10–1.20, with substantial downside risks. Tra-
ditional safe-haven currencies, such as the CHF, 
remain a better choice for investors seeking refuge, 
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despite the rising probability of a zero or even neg-
ative interest rate policy. In the context of a chang-
ing world order and heightened uncertainty, actively 
managing currency risks is paramount for investors.

Hope is not a strategy, but a robust strategic asset 
allocation is
2025 will not be an easy year for investors. Geopol-
itics, US policies, and fiscal errors, particularly in the 
US, remain major concerns for investors. The geo-
political transition is a complex process that intro-
duces volatility into markets. This makes a broadly 
diversified investment strategy, designed to pro-
vide robustness amid choppy waters, all the more 
important. Hope for the best, but prepare for the 
worst. Investors’ strategic asset allocation remains 
the fallback solution when uncertainty increases. 
Gold remains an integral part of any asset allocation, 
offering protection and diversification benefits amid 
economic and geopolitical risks. Trade tensions, 
and the related risk aversion in financial markets, 
are cyclical add-ons to gold’s structural bull market, 
which is determined by central-bank buying. Both 
are a manifestation of our multipolar world, increas-
ing our conviction about the solidity of the gold bull 
market.



“The world will 
respond to US 
tariffs primarily 
with stimulus 
measures rather 
than by imposing 
retaliatory tariffs.”
Christian Gattiker
Head of Research
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 Fixed income

Quality counts when bond-hunting
Credit spreads see-sawed in the first half of 2025, and although they recovered sub-
stantially, policy uncertainty remains. Investors might wish to exit positions in the riskiest 
names and stick with quality names in the belly of the yield curve. Extra yield can be found 
in the best USD high-yield names and hard-currency EM corporate issuers.

The story so far...
2025 saw the ‘Trump 2.0’ era arrive with quite a 
bang, and its impact has been felt across finan-
cial markets. When it comes to the bond markets, 
they were also not immune to the administration’s 
shocks, but the spread-widening that occurred has 
now been broadly, if not completely, reversed. What 
remains, however, is the uncertainty about the out-
come for global trade policy and beyond. Yes, the 
headline tariffs that shocked the markets on 2 April 
have been just as dramatically slashed, but policy 

uncertainty remains, not just around trade but also 
with regards to fiscal policy and interest rates. In this 
context, our analysts do not recommend any big 
strategy changes in bond portfolios right now, apart 
from perhaps using spread-tightening to reduce 
positions in those issuers with the weakest balance 
sheets, and therefore most susceptible to credit risk. 
This does not mean, however, that we do not like the 
high-yield segment at all: in USD, the high-quality 
names there currently offer investors the best value, 
while default risks are still moderate.

Crossover quality offers real value

5-year USD corporate bonds with BBB rating
5-year USD corporate bonds with BB rating

5-year USD inflation swap
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Source: Bloomberg Finance L.P., Macrobond, Julius Baer Fixed Income Research 
Note: Data as at 10 June. Past performance and performance forecasts are not reliable indicators of future results. The return may 
increase or decrease as a result of currency fluctuations.
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Quality crossover bonds in USD
Our analysts maintain a preference for the crossover 
space in USD bonds, i.e. BBB/BB rated corporates. 
The US high-yield bond market contains structur-
ally better credit quality than it did in the past, and 
we believe that the highest-quality bucket within 
the segment (those companies rated BB) should be 
able to withstand any further cooling off in the US 
economy, especially given that current yields offer 
a meaningful buffer. For similar reasons, quality 
low-investment-grade bonds (i.e. those rated BBB) 
also fit the bill and are thus still rated Overweight.

We are often asked whether or not it is time to 
extend duration. The yields of 30-year US Treas-
ury bonds have nudged higher and, indeed, even 
approached the multi-year highs that we last saw 
in October 2023. However, long-dated yields are 
likely to remain higher for longer now, as investors 
demand a higher premium to hold longer matur-
ities. Technically speaking, the term premium will 
remain elevated, and we do not see yields collaps-
ing from here, which reduces the attractiveness of 
very-long-duration position-taking. For this reason, 
we continue to prefer the so-called belly of the yield 
curve, i.e. the ‘Goldilocks’ 3-to-7-year maturities, 
which provide the best balance of both reinvestment 
and duration risks.

EUR investors – interesting opportunities at home
The erratic trade policy that has emerged from the 
US this year also led to a weaker USD, and the cur-
rent risk-on phase due to easing tariff risks is not cre-
ating tailwinds for the currency. In fact, our currency 
analysts are of the view that despite its recent con-
solidation, the USD will remain in its lower trading 
range and faces substantial risks. As such, European 
investors are also looking for investment opportuni-
ties at home, and quality EUR bonds offer a decent 
return at this point. Continued disinflation should 
open the door for further cuts from the European 
Central Bank, ultimately benefiting those bonds. 
Moreover, safe-haven seekers might find bonds in 
currencies such as the CHF a valuable addition to 
their portfolios.

EM corporate bonds remain in focus
EM bonds have shown remarkable resilience so far 
in 2025. The US dilemma as to whether to cut inter-
est rates to support growth or wait for hard data 
first is clearly having an impact on EM central banks, 
causing them to pause too. However, we believe 
that this pause will only be temporary and expect 
easing cycles to resume in the second half of 2025, 
prompted by downward revisions to growth, lower 
energy prices, declining inflation, and stronger EM 
currencies. Of course, these easing cycles should be 
further boosted when the US Federal Reserve starts 
easing as well, and our economists currently expect 
meaningful cuts before the end of the year. The cur-
rent weakness in the USD is certainly another sup-
portive factor for EM bonds. That said, we maintain 
our Neutral call on EM sovereign hard-currency 
bonds, not least because spreads are still very tight. 
EM corporate bonds, however, remain in favour, 
since corporate fundamental metrics are strong and 
default rates remain low. We maintain our Over-
weight rating on EM corporate hard-currency bonds, 
with a preference for the higher-rated names.
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Go global with equities
Amid a changing global trade environment, it is time to consider diversifying away from 
US assets into non-US assets. In particular, we like German and Swiss mid-caps, as well 
as equities in China and Japan. The resilience of companies is more critical than ever in 
today’s complex market, which underlines the importance of stock selection.

There is a heated exchange on whether or not US 
exceptionalism is coming to an end, but there is no 
denying that the high policy uncertainty in the US, 
as well as the US’s limited room for manoeuvre on 
both monetary and fiscal fronts, is impacting the US 
economy. We believe that US markets may indeed 
see prolonged capital outflows as non-US investors 
scale back their US exposure. US stocks remain part 
of a well-diversified portfolio, but we believe that US 
equity allocations should focus on truly exceptional 
companies, where there is no equivalent outside of 

the US, and portfolios should be diversified wherever 
possible with non-US names.

Europe
There is a clear contrast between the policy dynam-
ics in the US and Europe, with a notable shift 
towards fiscal easing evident in the latter. With fiscal 
policies becoming more supportive and the Euro-
pean Central Bank keeping interest rates low, earn-
ings growth in Europe is poised to rebound after a 
prolonged period of stagnation.

Non-US equity markets are more attractively valued
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Within Europe, we believe that German equities are 
positioned to do well due to their bias towards cycli-
cal growth sectors, their attractive valuations, and 
their strong projected earnings growth. Specifically, 
we currently like German mid-cap stocks, as the 
MDAX Index’s weighting of industrials and mate-
rials is heavier. These stocks should benefit more 
from the German government’s unprecedented fis-
cal stimulus announcement earlier this year, which 
is aimed at boosting defence and infrastructure 
spending.

The 2025 earnings growth expectations for Swiss 
companies are also solid, and these tend to be more 
stable compared to those of their European and US 
peers. In Switzerland, we also prefer mid-cap stocks 
given their quality bias. In both Germany and Swit-
zerland, mid-cap companies tend to be more sen-
sitive to local growth dynamics and less exposed to 
global trade risks.

“We believe that US 
equity allocations 
should focus on truly 
exceptional companies 
… and portfolios should 
be diversified wherever 
possible with non-US 
names.”
Christian Gattiker, Head of Research

Asia
Outside of Europe, we also see opportunities in 
Asia to diversify away from the US. In this region, 
we believe that China and Japan are currently 
attractive.

In China, some volatility can be expected depend-
ing on how further trade talks develop. Nevertheless, 
while the impact of the tariffs on Chinese export-
ers will still be significant, the de-escalation of the 
trade conflict overall should ease the pressure on 
the Chinese economy. Furthermore, Chinese firms 

are now placing greater emphasis on controlling 
costs in order to enhance margins, and they are also 
increasing dividend payouts and share buy-backs to 
raise shareholder returns. All these factors should be 
reflected in the performance of their shares going 
forward. Valuations in China are currently at com-
pelling levels and also have a low correlation to equi-
ties in the rest of the world, making Chinese equities 
a good diversifier.

Regardless of how the trade negotiations between 
Japan and the US play out in the end, further pro-
gress in terms of corporate governance and labour 
market reforms should support the Japanese equity 
market. We expect efforts by companies to drive 
long-term shareholder returns and value creation to 
both increase in pace and broaden in scope. We also 
see the potential for further support measures, with 
fiscal policy set to be expansionary and monetary 
policy remaining significantly accommodative with 
negative real rates.

Stock-picking
Morningstar data showed that active European 
funds saw more investor money outflows than 
inflows in 18 of the 24 months in 2022 and 2023, 
while passive funds saw relentless growth. However, 
the fiscal stimulus measures in Europe, together with 
the shifting international trade paradigm, may well 
change this trend, as this environment should favour 
more nimble stock-pickers over passive funds. There 
are undoubtedly some parallels that can be drawn 
between the outbreak of the Covid-19 pandemic 
in 2020 and President Trump’s recent introduc-
tion of hefty new tariffs. Ultimately, how companies 
across the globe are able to navigate this complex 
and challenging situation will be key. The current 
environment highlights again that individual com-
panies’ resilience is more vital than ever, which in 
turn confirms the importance of stock-picking at the 
moment.

Next Generation
Among our Next Generation themes, we would cur-
rently focus on Extended Longevity and Future of 
Finance. Companies relevant to the Extended Lon-
gevity theme are set to benefit from shifting spend-
ing patterns as the population ages, together with 
the growing number of age-related diseases. As for 
Future of Finance, this theme should benefit from 
the ongoing disruption of the financial industry, as 
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well as from the resilient nature of the asset man-
agement industry. Investors could consider a barbell 
strategy with a mix of investments in Extended Lon-
gevity and Future of Finance, thereby pairing a more 
defensive theme (thanks to the exposure to health-
care companies) with a more cyclical one.

Finally, the expectation of a pickup in fiscal spending 
in Europe should benefit the Future Cities theme, 
which should also structurally benefit from the grow-
ing urgency to tackle the challenges that climate 
change is posing to cities around the world.
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