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B President Trump’s tariffs have unwound decades of global trade liberalisation, jolting markets and
leading to revisions in global growth forecasts

B The ultimate impact of the tariffs remains unclear given the volatility of US trade policy
announcements. Most forecasters expect the greatest hit to be on the US domestic economy

B Central bank outlook clouded by trade policy uncertainty

B Main currency pairs exhibiting extreme volatility due to Trump 2.0 impact. Dollar has weakened as
US growth expectations have reversed

B Euro likely to hold most of its gains, but high uncertainty due to evolving tariff policy
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Global growth robust so far in
2025 despite geopolitical risks

US growth looks set to slow,
tariffs could precipitate a sharp-
er slowdown

Data signal subdued growth in
UK and Eurozone

But global growth forecasts re-
vised down, before tariffs were
factored in

Geopolitics, including tariffs the
key downside risk to the growth
and inflation outlook.

Main concern is an escalation in
trade tensions following US tariff
announcement

Global Economic Outlook

Global growth picture was robust ahead of Trump’s April tariffs

Economic data signalled robust global growth in recent months, despite
current geopolitical risks. Recent PMI and economic surprise indices suggest
growth has accelerated somewhat in Q1 2025 globally, while deteriorating in
the US. Inflation continues to ease across all major economies, but there are
signs of a plateauing in some regions such as the US and UK.

US GDP expanded at a robust pace of 2.8% in 2024, with the immediate out-
look for 2025 and 2026 highly uncertain. While not yet reflected in the hard
data, confidence surveys for US households and businesses have collapsed
in Q1 2025, as the Trump administration has made dramatic policy moves on
trade and tariffs.

In Europe, there are signs of emerging growth in confidence and industry
surveys, particularly on the back of the announcement of the German fiscal
stimulus in March, and co-ordinated moves to boost defence spending at
the European level. This fiscal boost will take time to feed through to growth,
with short terms risk to the outlook from tariffs. In the UK, growth has sof-
tened following the Autumn Budget, but the UK has avoided the worst of
the Trump tariffs thus far.

Risks to the outlook firmly tilted to the downside for growth

However, given the sudden downturn in US confidence surveys, the March
2025 OECD forecasts are factoring in weaker growth in the near term. It ex-
pects that world GDP will grow by a relatively subdued 3.1% in 2025 and 3%
in 2026. For the US, the OECD has revised down its near-term outlook to
2.2% in 2025 (from 2.4%) and more sharply to 1.6% in 2026 (from 2.1%), a
significant slowdown compared to the near 3% growth rate in recent years.

Economic uncertainty spiked in Q1 2025, reflecting ongoing global trade
tensions, to its highest level since the start of the pandemic in 2020. The im-
position of the US tariffs of at least 10% on global trade partners, and much
higher on the EU and Asian countries means the risks to the outlook are firm-
ly tilted to the downside, with recession risks heightened for the US.

The ultimate impact of US tariffs will depend on the response of other coun-
tries and whether a negotiated settlement is reached in time. For now, insti-
tutional forecasters predict the greatest damage from unilateral US tariffs will
be to the US economy. These models show the damage accumulates as
other regions respond in kind to the US tariffs. However, even if Trump re-
lents somewhat, both markets must now price in a higher baseline for US
tariffs and lower GDP growth in the short-to-medium term.
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GDP (Vol % Change)
2023 2024(e) 2025(f) 2026 (f)

World 33 3.2 31 3.0
Advanced Economies 17 18 19 18
usS 2.9 2.8 2.2 16
Eurozone 04 0.7 10 12
UK 03 09 14 12
Japan 15 0.1 11 0.2
Emerging Economies 44 42 42 43
China 5.2 5.0 48 44
India 8.2 6.3 6.4 6.6
World Trade Growth (%) 0.7 34 3.2 33
Inflation -CPI

Advanced Economies (%) 46 2.6 2.1 2.0

Sources: IMF World Economic Outlook January 2025 & OECD Interim
Economic Outlook March 2025
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Global trade uncertainty has
added layer of complications
to rate deliberations

US Fed content with current
level of rates and see’s no
hurry in cutting again

ECB cuts again in March but
less certain on timing/extent
of further rate cuts

BoE will take a gradual ap-
proach to further easing

Interest Rate Outlook

Central banks awaiting clarity on global trade developments

The main central bank meetings in Q1 have been broadly in line with expecta-
tions. They re-emphasised that they are taking a careful, data dependent ap-
proach to any policy changes. Central Banks have also noted the increased
level of uncertainty regarding the economic outlook amid the escalation of
trade tensions and protectionism. They have stated they will assess the trade
developments and their implications for inflation and, in turn, their policy set-
tings. Meanwhile, there has been a noticeable softening in rate expectations
(especially in US) in the aftermath of President Trump’s new tariffs policy. Rate
expectations will remain reactive to tariff related developments.

The Fed left rates on hold in March in a 4.25-4.50% range for a second straight
meeting. It reduced rates by 100bps in H2'2024. Its rate projections continue to
indicate a very gradual pace of easing. The median projection is for 50bps of
cuts this year, which would see rates near 3.9% by year end. The Fed envisages
rates troughing at 3.1% in 2027. Amid elevated global trade tensions, Chair
Powell noted the “really high uncertainty” regarding the economic outlook
while also stating that tariff-related inflation could be “transitory”. He re-iterated
that the Fed is in no hurry to cut rates. Market rate expectations have softened
in recent days (by c. 50bps) with around 100bps of cuts now expected by year
end. We believe at least 50bps of easing is on the cards for this year, with the
potential for more if global trade tensions remain elevated.

The ECB cut rates in March, as expected, for a second consecutive meeting. It
reduced them by 25bps, with the Deposit rate lowered to 2.50%. This was the
sixth 25bps rate cut since it started its easing cycle last June. In an important
change to its statement, the ECB now states that “monetary policy is becoming
meaningfully less restrictive”. President Lagarde stressed that “if the data points
to a pause, we will pause, if the data points to a cut, we will cut”. Thus, while
the ECB retains an easing bias, the timing/extent of further policy easing is now
less clear. In the aftermath of President Trump’s tariffs, the market is now antici-
pating the Depo rate falling to near 1.75% by year end. We believe that if trade
tensions ease, a 2% rate by year end is plausible. However, if there is no pro-
gress in trade talks, then rates falling below 2% cannot be ruled out.

As expected, the BoE kept rates unchanged at 4.50% in March, having cut by
25bps at its previous meeting. Once again there was no unanimity within the
MPC. Its current easing cycle, which began in August last year, has seen a total
of 75bps of cuts. In terms of policy guidance, the BoE retains a bias to ease poli-
cy further. However, the extent of further rate cuts remains unclear. The Bank
emphasised at the March MPC meeting that a gradual and careful approach to
the further withdrawal of monetary policy restraint is “appropriate”. A Bank rate
of 3.75% by year end would be consistent with both the macro outlook and the
BoE’s preference for a measured approach to further rate cuts.

Interest Rate Forecasts
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AlB Forex Market Outlook

Dollar has lost ground in recent weeks US Dollar Trade Weighted Index Versus Majors
(March 1973 =100)
115

Dollar has lost ground in 2025  The dollar strengthened considerably post the US election, but the green-
back has given back these gains in 2025. The trade-weighted DXY index is
now c.5% lower year-to-date. Against the euro, the dollar is down ¢.5.5% 107
YTD. EUR/USD has rebounded sharply from below the $1.02 level earlier in

the year, to up towards its resistance level of $1.12 in March. The dollar also 103 M N Wv Yhle
lost ground against sterling, falling by ¢.1.6% compared to its recent peak, 99 | R
with GBP/USD trading in a $1.27-1.31 range of late. mﬂj ,.J

VY,

111
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Tariff announcements and  With several US tariff announcements during Q1 2025, culminating in the 91 W
growth fears have weighed on  ‘Liberation Day’ plan on April 2nd, forex markets have been digesting the w
the dollar Impacton the US economy and the dollar. Key to the major one-day moves szr_ls Apn"—17 Ap}-19 Ap}-z1 Apr‘_23 Apr-25
in the dollar in Q1 has been the downside surprises in US macro surveys, Source: Refinitiv

which have driven a repricing in US rate expectations and a weakening in

the currency. The uncertainty created by the tariffs, could yield further neg-

ative news on the macro front in the coming months. s Euro / Dollar Exchange Rate
113
Near term risks more broadly  However, we expect the greenback to maintain at close to its current level 112 |
balanced with tariffs now  given much of the expected impact of Trump 2.0 has been priced in by L1 ) JM
priced in markets. The currency could regain some lost ground if the US administra- i’ég M 777777777777777777777777777777777777777777777777 hl\ 7777777777777777777777777777777777777777 Af" 7777777777777 \_ﬂ 77777777777777777777777777777777777777
tion decides to pare back its more aggressive tariff rates announced on o8 | //\ M : F
April 2nd. The flight to safe haven assets in recent weeks has also provided 107 L '\'l'l“ ,,,,,,,,,,, w 'y w {
a floor for the dollar following the sharp falls earlier in March. 1.06 | |
1.05 . w‘l J‘\
‘Fiscal bazooka’ has given impetus to euro 1’22 1A
: Ul
1.02
German spending announce-  The announcement in early March that the new German Government 101 ‘ ‘ ‘
= ment takes markets by sur-  would revise its strict fiscal rules to boost deficit spending on defence and Apr-23 Oct-23 Apr-24 Oct-24 Apr-25
§ prise infrastructure took markets by surprises, and underpinned a rapid ascent in Source: Refinitiv
e the euro, alongside dollar weakness. The euro has also been underpinned
§ by planned spending at an EU level, which could boost the medium-term . Sterling / Dollar Exchange Rate
Q0 growth outlook for the bloc. 336
o)
% However, more stringent US  While expectations for stronger growth have been boosted, Eurozone mac- 134
= tariffs also a downside risk to  ro data remain weak. There have been tentative signs of improvement in 132 A
8 growth  consumer and business surveys, but hard data suggest the bloc is set for 130 N |
S another year of weak growth. Additionally, the 20% tariffs announced by ’ A J\
o the US on April 2nd, could blunt the near term outlook, particularly for Ger- 128 1Y
%‘ many, and lead to further cuts by the ECB. 126 nk MN N"\\ JL“M"J \!WM \‘vﬂ"h NJJ
%]
2 W T
o Euro to hold gains, but further  Overall, we expect the euro to remain within its current range in the near 124 v N ! U
= catalyst required to break  term, with a slight upward bias versus the dollar for the remainder of the 122 f v
% higher vs. dollar ~ Year- We see risks more balanced from here, ‘With a further catalyst re- 120 ‘ ‘ ‘
quired to enable EUR/USD to break through its $1.12 resistance level. Apr-23 Oct-23 Apr-24 Oct-24 Apr-25
Source: Refinitiv
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Weak macro environment a
drag on sterling

UK rate expectations have sof-
tened, likely priced into the cur-
rency

No catalyst for EUR/GBP to
break out of current range

Yen has strengthened in 2025

Bank of Japan expected to con-
tinue to hike rates, supportive
of yen

Yen expected to strengthen
slightly in the near term

Forex Market Outlook

Rate cuts and uncertain macro to weigh on sterling

Sterling has lost ground in recent weeks, with UK macro data suggesting
growth has remained weak in recent months. Sterling has also displayed
more cyclicality in the face of recent global market weakness. The currency
is only slightly higher versus the dollar YTD, while falling c.3.5% against the
euro to a 85-86p range of late.

The BoE cut by 25bps in August, November and February, with splits on the
MPC committee. Our expectation of a continued steady easing cycle by the

BoE to move rates to 3.75% by Q4 2025 was slightly ahead of market pricing
until recently, but rate expectations have softened further in recent weeks.

Sterling is expected to maintain current levels versus the euro in the near
term, and the pair is likely to remain largely range bound as relative macro
fundamentals are unlikely to drive a significant break-out from the current
range. We have EUR/GBP holding around a midpoint of 85p throughout
2025, following the weakening in sterling through Q1 2025. We expect cable
(GBP/USD) to strengthen to around $1.28-1.34 by end-2025 from the current
$1.27-1.30 range.

Slight upside for yen as BoJ hikes rates

The yen has strengthen in 2025, due to a combination of dollar weakness
and the Bank of Japan’s steady progress in normalising monetary policy.
Year-to-date, the yen is up nearly 6% versus the dollar, rising from nearly
¥160 at the start of 2025 to the current ¥146-148 range. Against the euro,
the currency is marginally weaker, trading in a ¥160-163 range of late.

Interest rate hikes by the Bank of Japan in July, October and January has
seen the base rate move from —-0.1% to the current 0.5%. Markets are pricing
in a further c.10bps of rate hikes by end-2025, but with inflation proving
stickier than expected, the BOJ may choose to hike rates more rapidly. A
further source of uncertainty is the outcome of trade talks with the US, with
Japanese goods receiving a tariff rate of 24% on April 2nd.

The yen is expected to trade close to its current range in the near term.
Thereafter, we see a modest appreciation in the yen as US rates edge lower,
and Japanese rates move in the opposite direction, towards a range of ¥142
-148 by Q4 2025 versus the dollar, from the current ¥144-150 range. Versus
the euro, the currency is expected to operate in a ¥158-164 range out to end
-2025, although the risks are tilted towards the top half of the corridor if BoJ
rate hikes fall to materialise.
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P 49 Summary of Exchange Rate Forecasts

AlB (“Spot” Forecasts for end Quarter can be taken as Mid-Point of expected Trading Range)
Current Q2-2025 Q3-2025 Q4-2025 Q1-2026 s Euro / Dollar Exchange Rate
Euro Versus 127
UsSD 1.092 1.06-1.12 1.07-1.13 1.08-1.14 1.08-1.14
GBP 0.854 0.82-0.88 0.82-0.88 0.82-0.88 0.82-0.88
JPY 161.01 157-163 158-164 158-164 158-164
0.99
CHF 0.94 0.94 0.95 0.96 0.96 005 ‘ ‘ ‘ ‘
Apr-15 Apr-17 Apr-19 Apr-21 Apr-23 Apr-25
US Dollar Versus -
£ Euro / Sterling Exchange Rate
0.95
JPY 147.42 144-150 143-149 142-148 142-148 0.92 /| | "
0.89
GBP 1.278 1.25-1.31 1.26-1.32 1.28-1.34 1.28-1.34 0.86
0.83
CAD 1.42 1.42 1.42 1.41 1.40 080 i
0.77 i
AUD 0.61 0.60 0.60 0.61 0.62 o Mf
0.71 L]
NZ D 056 055 0.55 0.56 0.57 O'Gipr—ls Apr-17 Apr-19 Apr-21 Apr-23 Apr-25
= CNY 7.34 7.35 7.32 7.31 7.30 s Sterling / Dollar Exchange Rate
c 1.60
D - 1.54
< Sterling Versus
E 1.48
8 1.42 A
b JPY 188 188 188 190 190 Ll yg,,v\
() 136
% 1.30 i
é CAD 1.81 1.82 1.84 1.84 1.83 124 |
8 118 |
S AUD 2.10 2.13 2.15 2.15 2.11 112 V
L
E\ 1-c'»ipr—ls Apr"717 Apr"719 Apl"*zl Apr‘723 Apr-25
5 NZD 2.28 2.33 2.35 2.34 2.30 Source: Refinitiv
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