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Executive Summary

GLOBAL Massive geopolitical change is leading to increased uncertainty for 2025 and 2026. While expansionary fiscal policies in the 
US, the EU and China support growth, tit-for-tat tariffs are taking their toll on sentiment, raising the risk of an all-out trade war.

US We expect resilient growth, supported by a net fiscal loosening later this year. Above-target inflation due to the Trump 
administration’s policies leaves the Fed little scope for further easing. 

EUROZONE Growth in the eurozone remains stuck in low gear. A ramping-up of EU defence spending and Germany’s fiscal “bazooka" could 
lift growth from 2026, while US tariff hikes would dampen exports. We see the ECB stopping its rate cuts at 2% this year. 

GERMANY We see a moderate recovery to be driven by private consumption and construction investment in 2025. The negative effect of 
higher US tariffs on company earnings will likely be dampened by US production facilities.

ITALY The Italian economy is likely to grow broadly in line with the eurozone. Higher US tariffs could exacerbate manufacturing 
weakness, while lower financing costs and a recovery in internal demand might provide relief. 

CHINA The lack of inflationary impulses points to still-sluggish domestic demand, while higher US tariffs are weighing on Chinese 
exports. Policymakers signaled further policy stimulus (but not a major one), including further monetary easing by the PBoC 
and support for households.

Source: The Investment Institute by UniCredit

Tectonic shift in geopolitics rattles global economy 

Macro Update
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Executive Summary

Source: USITC, PIIE, The Investment Institute by UniCredit

Chart of the quarter: looming spike in US tariffs

● The average tariff rate in the US has 
recently doubled to about 5%, its highest 
level since the beginning of the 1970s, 
largely due to tariff hikes of 20% on 
Chinese goods. 

● The average tariff rate in the US may 
increase further, to about 12%, if US 
President Trump acts on his tariff threats 
(25%) on Canada and Mexico. 

● The US average tariff rate would hit 16%, 
the highest level in more than 80 years if 
there were additional tariff hikes to 25% 
on EU goods.

● In such a scenario, the risk of a trade war 
would be high. 0
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COMPOSITE OUTPUT PMI GLOBAL MANUFACTURING PMI

● Tariff uncertainty is weighing on 
global business confidence.

● Higher actual tariffs (mostly on US 
imports from China), anticipated 
higher US tariffs on other countries 
and goods, possible retaliatory 
measures and the frontloading of 
imports to avoid tariffs are 
contributing to raising pricing 
pressure for goods.

30

40

50

60

70

Fe
b

-1
8

Fe
b

-1
9

Fe
b

-2
0

Fe
b

-2
1

Fe
b

-2
2

Fe
b

-2
3

Fe
b

-2
4

Fe
b

-2
5

US
Euro area
China

25

30

35

40

45

50

5545

50

55

60

65

70

75

Fe
b

-1
5

Fe
b

-1
7

Fe
b

-1
9

Fe
b

-2
1

Fe
b

-2
3

Fe
b

-2
5

Input prices
Output prices
Suppliers' delivery times  (rs, inverted)

Source: Institute for Supply Management, National Bureau of Statistics of China, S&P Global, The Investment Institute by UniCredit
Note: The chart plots the ISM composite output index for the US, the S&P Global composite output index for the euro area and the UK, and the official composite PMI for China.

Global activity subdued, 
input prices rising amid 
tariff uncertainty

Macro Update

GLOBAL



The Investment Institute by UniCredit    |    Quarterly Updates (19 March 2025)    |    7

MACRO > STRATEGY > CEE > COMMODITY >MACRO >

MACRO >
STRATEGY >

STRATEGY >
CEE >

CEE >
COMMODITY >

COMMODITY >

ForecastUS resilience likely 
to continue after a 
weak 1Q25

US REAL GDP
%

US GOODS TRADE, 
SEASONALLY-
ADJUSTED, 
USD BN

● We expect resilient US growth (2.2% 
in 2025; 2.3% in 2026) supported by 
net fiscal loosening later this year. 
Uncertainty is high, with the outlook 
hinging on changes to government 
policy.  Growth risks are skewed to the 
downside if tariffs are larger and net 
immigration lower than what we have 
assumed.

● We have lowered our forecast for 
1Q25 GDP growth (to 0.2% qoq) due 
to temporary factors (a front-loading 
of imports and adverse weather).
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US LABOUR FORCE, 12-MONTH CHANGE
THOUSANDS

US BORDER PATROL BORDER ENCOUNTERS
BY MONTH, THOUSANDS OF PEOPLE

● The labour market is currently broadly 
in balance, with the unemployment 
rate at 4.1%. High immigration last 
year boosted labour supply, but this 
has slowed and will likely continue to 
under the Trump administration. This 
will probably lead to a tighter labour 
market and to increased wages.

● Elon Musk’s DOGE-driven federal job 
shedding is getting a lot of media 
attention, but the numbers involved so 
far are small.
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Forecast

STUBBORN INFLATION TWO MORE CUTS

● We expect inflation to stay above 
target due to higher tariffs, tighter 
immigration and resilient GDP growth 
(CPI: 2.9% in 2025, 2.5% in 2026).

● In our base case, the Fed cuts twice 
this year, in June and September, but 
the risks are skewed towards one 
or zero cuts.
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Disinflation halted by 
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Fed to cut

Macro Update

US



The Investment Institute by UniCredit    |    Quarterly Updates (19 March 2025)    |    10

MACRO > STRATEGY > CEE > COMMODITY >MACRO >

MACRO >
STRATEGY >

STRATEGY >
CEE >

CEE >
COMMODITY >

COMMODITY >

DEFENCE SPENDING
% OF GDP

PUBLIC R&D SPENDING ON DEFENCE 
% OF TOTAL, LATEST AVAILABLE DATA

● EU Commission President Ursula von 
der Leyen proposed that EU countries 
spend an additional EUR 800bn on 
defence in the next four years. As a 
result, EU defence spending would 
increase to about 3% of GDP from 
nearly 2% in 2024.

● EUR 150bn of the EUR 800bn would 
be loans, which would be taken out by 
the EU Commission to jointly procure 
military goods for pan-European 
military purposes, such as air and 
missile defence. 

● Besides higher spending, European 
countries may also need to reallocate 
their defence spending towards 
Research & Development (R&D) to 
reduce their technological gap, 
especially to the US. 
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MILITARY ALLOCATIONS TO UKRAINE 
2022-2024, IN EUR BN

RECONSTRUCTION & RECOVERY OF UKRAINE
ESTIMATED COSTS, IN USD BN

● EU countries may have to step up their 
allocations for military equipment to 
compensate for lower US miliary aid. 

● From a macroeconomic point of view, 
this would be manageable. From 
2022-2024, US military allocations 
have amounted to nearly EUR 65bn 
followed by EU-27 countries with 
about EUR 50bn. Assuming a 
replacement of roughly EUR 20bn per 
year, the additional costs for the EU 
would amount to a moderate 0.1% of 
EU-27 GDP.  

● However, the fiscal burden would rise 
when taking into account the costs for 
the reconstruction of Ukraine. 
According to recent estimates, about 
USD 520bn would be needed, 
probably gradually over several years. 
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Forecast

Weak growth this year, 
2026 hinges on tariffs 
and fiscal policy

GDP

● The eurozone remains stuck in low gear 
as trade uncertainty increases and the 
labor market weakens. We still expect 
GDP growth of 0.9% for this year and 
1.2% for 2026. 

● Four factors will support activity: 
1. a moderate acceleration in private 
consumption fueled by rising real wages; 
2. ECB rate cuts; 3. the prospect of bold 
fiscal stimulus in Germany and higher 
defence spending at the EU level; 
4. acceleration of NGEU-related 
investment. 

● The latest announcements point to fiscal 
policy becoming more expansionary 
than anticipated. Therefore, risks to our 
2026 GDP forecast are skewed to the 
upside unless US tariffs on EU goods are 
hiked substantially. 
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WEAK CAPEX OUTLOOK EC SURVEY EMPLOYMENT INDICATOR 
STANDARDISED

● The outlook for capex is weak amid 
trade tensions and heightened 
uncertainty. The resilience of the 
labour market is being tested as 
private-sector hiring comes to a 
standstill while job shedding in 
manufacturing intensifies.

● The good news is that firms’ balance 
sheets are in good shape and that the 
drag from tight monetary policy is 
slowly fading. Moreover, structural 
issues such as unfavourable 
demographic trends and reduced hours 
worked per person should prevent a 
severe downturn in employment. 

● More expansionary fiscal policy will 
likely support activity amid the 
increasing likelihood of higher 
US tariffs. 

Source: EC, Eurostat, The Investment Institute by UniCredit

Uncertainty is 
weighing on capex 
and employment 
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INFLATION COMING DOWN STOPPING AT 2%

● Inflation remains on track to stabilise 
around the ECB’s 2% goal this year, 
although higher gas prices raise the 
near-term path somewhat. We expect 
meaningful disinflation in services as 
wage growth slows. 

● The upcoming fiscal boost is good 
news for growth and reduces the risk 
of inflation undershooting the ECB’s 
target at the policy-relevant horizon. It 
would also likely strengthen the claim 
of the hawks of the Governing Council 
that the level of R-star might end up 
being higher than generally assumed.

● We now see the ECB stopping its rate 
cuts at 2%, 25bp higher than 
previously thought. 
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INDEX 
4Q19=100, FOUR-QUARTER MOVING AVG)

REAL ESTATE PRICES 
1Q08=100

● We lowered our growth forecast for 
2025 to 0.3% from 0.7%. Given the 
latest tariff threats by US President 
Trump on the EU, our forecast risks are 
tilted to the downside. 

● We continue to expect a moderate 
recovery in 2025, with +0.2-0.3% qoq. 
The major drivers are likely to be 
private consumer expenditures and 
construction investment. 

● Higher public spending will probably 
affect economic activity from 2026 on. 
While we expect GDP growth of 1.3% 
in 2026, the risks are skewed to the 
upside due to the recent 
announcement of the fiscal “bazooka”. 98
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Substantially higher 
public spending on 
military and 
infrastructure

IN EUR BN 

PUBLIC DEBT
IN % OF GDP, 
2023

● CDU leader Friedrich Merz announced 
a deal to create a shadow budget of 
EUR 500bn (more than 11% of GDP) 
for infrastructure and climate 
protection and to relax the country’s 
debt brake to allow for higher defence 
spending. 

● Military expenditures exceeding 1% of 
GDP would be exempt from the debt 
brake. This would result in unlimited 
defence spending.

● With a public debt level of roughly 
65% of GDP, Germany’s indebtedness 
is considerably lower than that of 
other industrialised countries. 
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Source: Federal Ministry of Finance, Macrobond, The Investment Institute by UniCredit
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EXPORT SHARE (GOODS) 
IN % OF TOTAL EXPORTS IN EUR BN, 2022, LATEST AVAILABLE DATA

● In the case of higher US tariffs of 25%, 
German exports would be negatively 
impacted, although the precise 
outcome is difficult to estimate. 

● When looking at the earnings of 
German exporters, one would also 
have to consider their US businesses, 
which would not be affected by higher 
US tariffs. The ratio of US sales 
through their affiliates to exports is 
impressive in some sectors such as 
cars and chemicals. At the same time, 
however, since German car 
manufacturers also produce in Mexico, 
they would be affected by higher US 
tariffs on Mexico. 
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Approval of the budget 
bill gives government 
respite

UNCERTAINTY WEIGHS ON CONSUMERS’ WILLINGNESS TO SPEND
CONSUMER CONFIDENCE, STAND. VALUES

FIRMS ARE DELAYING SPENDING PLANS

● Political uncertainty remains high in 
France after the adoption of the 2025 
budget as the government’s majority 
is fragile and opposition parties 
remain determined to dismiss the 
government as soon as parliament 
can be dissolved again (June). 

● This uncertainty is weighing on the 
propensity of businesses and 
consumers to invest and to spend, 
keeping growth prospects subdued. 
We expect GDP growth to average 
0.7% this year and 1.2% in 2026. 

● Still, private consumption is likely to 
accelerate in the coming quarters due 
to improvements in households’ 
purchasing power as nominal wage 
growth has outpaced consumer 
inflation.
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EXPORTS TO US 
BY MANUFACTURING SECTOR, % OF TOTAL

CONTRIBUTION TO YOY HEADLINE INFLATION 
PP

● We expect the Italian economy to 
experience another year of growth 
similar to that of the euro area. Italy 
would be exposed to increases in US 
tariffs, depending on the extent of the 
increase and the sectors affected. In 
the event of “reciprocal” tariffs, the 
impact on exports would be 
manageable, in our view.

● Higher tariffs could exacerbate 
weakness in the manufacturing sector, 
which has already faced two 
consecutive years of contraction. 
Lower financing costs and a recovery 
in internal demand are likely to 
provide relief.  

● Headline inflation is likely to hover 
slightly below 2% yoy in 2025. Given 
concerns that gas prices may remain 
high, risks are skewed to the upside.

0 5 10 15 20

Wood and paper

Coke

Computer and optical…

Plastic and rubber

Elec equip

Chemicals

Basic metals

Other manufacturing

Textiles and clothing

Food, bev and tobacco

Means of transport

Pharma

Mach and equip

Source: Istat, The Investment Institute by UniCredit

Steady growth amid 
intensifying challenges
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Forecast

SENTIMENT INDICATORS PUBLIC HOUSEHOLD
% OF GDP

● The new coalition government of the 
conservative People's Party, the Social 
Democrats and the liberal Neos party 
has to manage the balancing act 
between growth and consolidating the 
budget. 

● Besides real wage growth and lower 
interest rates, a more restrictive fiscal 
policy and the challenges posed by the 
US tariff policy will result in only 0.1% 
GDP growth for 2025. 

● A double budget (consolidation 
volume of around 2% of GDP until 
2026) should prevent an excessive 
deficit procedure. Nevertheless, public 
debt will continue to rise slightly 
until 2026. 

-30

-20

-10

0

10

20

30

40

50

Ja
n

-2
2

Ju
l-

2
2

Ja
n

-2
3

Ju
l-

2
3

Ja
n

-2
4

Ju
l-

2
4

Ja
n

-2
5

Services Construction
Manufacturing Total

4.0

2.9 2.7

48

49

50

51

52

53

54

55

56

57

58

59

60

-2

-1

0

1

2

3

4

5

6

7

8

9

10

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

2
0

2
2

2
0

2
3

2
0

2
4

2
0

2
5

2
0

2
6

Budget deficit
without measures
Revenues - rs

Source: Macrobond, Statistik Austria, WIFO (Austrian Institute of Economic Research), The Investment Institute by UniCredit

Fighting a third year of 
recession 
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Forecast

BCC SURVEY OF EMPLOYMENT INTENTIONS
% BALANCE OF RESPONDENTS REPORTING AN 
INCREASE MINUS THOSE REPORTING A DECREASE

CPI
% YOY

● The UK GDP growth outlook (2025: 
0.9%; 2026: 1.3%) is subdued 
amid the upcoming rise in employers' 
National Insurance, minimum wage 
increase and the threat of US tariffs. 
Headline inflation is set to peak at 
almost 4% in the near term due to 
higher regulated utility prices, before 
falling to below 2% next year.

● We expect the BoE to hold the bank 
rate at 4.5% at its March meeting, 
followed by 100bp of cuts during the 
rest of the year (with cuts in May, 
August, November and December).
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BoE faces weak growth, 
temporarily higher 
inflation
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CONSUMER CONFIDENCE 
INDEX

INFLATION
IN % YOY

● We expect GDP to expand by around 
4.5% this year. Indicators point to weak 
momentum for both the manufacturing 
and services sectors, while the lack of 
inflationary impulses points to still 
sluggish domestic demand.

● Tit-for-tat tariffs with the US might 
darken the outlook for Chinese exports, 
which remain the main driver of 
growth. 

● Policymakers signaled further policy 
stimulus including further monetary 
easing by the PBoC and support for 
households (such as increasing the 
minimum wage, strengthening support 
for education and establishing a 
subsidy system for childcare). 
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Challenging external 
environment to expose 
weakness in domestic 
drivers of growth 
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For detailed forecast tables 
click the following links:    

ECONOMICS >

FI >

FX >

RISKY ASSETS >

Macro 
Forecasts  

GDP, CPI 
AND BUDGET 
BALANCE 
FORECASTS 

CENTRAL 
BANKS 
WATCH²

Real GDP 
% Y/Y

Consumer prices 
% Y/Y

Budget balance 
% of GDP

2024 2025 2026 2024 2025 2026 2024 2025 2026
Global 3.2 3.2 3.3
US 2.8 2.2 2.3 2.9 2.9 2.5 -7.6 -8.0 -8.6
Eurozone 0.8 0.9 1.2 2.4 2.2 1.9 -3.4 -3.6 -2.7
Germany -0.2¹ 0.3¹ 1.3¹ 2.2 1.7 1.7 -2.8 -2.0 -2.0
France 1.1 0.7 1.2 2.0 1.1 1.4 -6.0 -5.6 -4.2
Italy 0.5 0.7 1.0 1.0 1.7 1.7 -3.4 -3.6 -3.0
Spain 3.2 2.3 1.9 2.9 2.5 2.4 -3.2 -3.0 -2.5
UK 0.9 0.9 1.3 2.5 3.2 1.9 -4.3 -4.0 -3.8
China 5.0 4.5 4.2 0.6 0.9 1.8 -7.4 -7.6 -7.7
Japan 0.1 1.1 0.9 2.7 2.3 1.9 -3.5 -3.5 -3.0
India 6.5 6.5 6.5 4.4 4.1 4.1 -2.4 -2.1 -2.2

Current 1Q25 2Q25 3Q25 4Q25 1Q26 2Q26 3Q26 4Q26
Fed 4.50 4.50 4.25 4.00 4.00 4.00 4.00 4.00 4.00
ECB 2.50 2.50 2.25 2.00 2.00 2.00 2.00 2.00 2.00
BOE 4.50 4.50 4.25 4.00 3.50 3.25 3.00 2.75 2.75
BoJ 0.50 0.50 0.75 1.00 1.00 1.00 1.00 1.00 1.00
Riksbank 2.25 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 
Norges Bank 4.50 4.25 4.00 3.75 3.50 3.25 3.25 3.25 3.25 

Source: The Investment Institute by UniCredit
1. Non-WDA figures. Adjusted for working days: -0.2% (2024), 0.4% (2025) and 1.0% (2026) 2. Figures are end-of-period

Macro Update

FORECAST TABLES

https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Economics_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FI_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FX_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Risky_Assets_e.pdf?v=0
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Executive Summary

RATES We maintain our view that 10Y UST yields will trade around 4.50% and recommend reducing duration at levels close to 4% while 
increasing it at levels close to 5%. Higher fiscal spending in Germany and possibly in other countries has led to a shift in yields, 
which we see as structural. We hence revise our target for the 10Y Bund yield to 2.70% in 2025. Real yields remaining low and an 
improving GDP growth outlook should support sovereign spreads.

CREDIT We expect European IG and bank credit risk premiums to remain broadly stable in the coming months, supported by solid credit 
quality. Higher risk-free rates may dampen appetite for carry, but better growth should offset this. We target 80bp for the iBoxx IG 
Non-Financial Senior spread and 85bp for the iBoxx Banks Senior spread by year-end. We recommend underweighting the 
automobiles & parts and chemicals sectors and overweighting the oil and gas and basic resources sectors. In financials, we prefer 
bank AT1s due to their attractive carry.

EQUITIES  Solid earnings growth is supportive for equities in general. From a regional perspective, earnings estimates for US companies are 
softening while they are improving for Europe. P/E and equity risk premiums also favour Europe. It should be considered, however, 
that in case of tough tariffs decision, eurozone equities are likely to come under pressure. European financials, industrials and 
health-care firms offer strong fundamentals, while in the US, large tech stocks are losing some of their high earnings momentum. 
We are upgrading our 2025 year-end target for the Euro STOXX 50 to 5800 index points and the DAX to 24500, to reflect the effect 
of higher public spending on defence and infrastructure.

FX US tariffs on eurozone exports might trim some of the recent EUR-USD gains but we expect more consolidation above 1.05. In the 
meantime, we recommend being long volatility on this pair. The JPY probably needs more hawkish surprises from the BoJ to extend 
its rebound. We remain bearish on sterling as we see more BoE easing than markets expect, and we still anticipate a moderately 
weaker CNY ahead. In CEE, we expect the PLN and the HUF to weaken and the CZK to remain broadly stable.

Sources: Bloomberg, The Investment Institute by UniCredit

Get ready for more policy-related volatility

Strategy Update
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Executive Summary

Sources: Bloomberg, The Investment Institute by UniCredit

Chart of the Quarter: Trump trade policy backfires

● A lack of a clear strategy beyond Trump’s trade 
policy has boosted uncertainty and weighed on 
business and consumer sentiment.

● As a result, the Trump trade has played out much 
differently than the playbook: US equities have 
performed poorly while USTs have been boosted 
by loss of momentum in the data and concerns of 
a recession.

● In the next few months, politics will remain firmly 
in the driving seat. The two key questions here are 
1. where is the pain level for the US 
administration and will it manage to streamline 
its communication and lift sentiment? and 
2. will European decision-making live up to the 
current (high) expectations?

STOCK AND BOND DIVERGENCE IN EUROPE AND IN THE US

Strategy Update
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stUS rates environment:

More volatility than 
directionality

STEEPER CURVE AHEAD

● Monetary-policy expectations have 
seen large swings in relation to 
Trump’s rhetoric and US data. At 
present, MM forwards are pricing in 
more easing than our baseline. We 
expect the Fed to cut rates twice this 
year, to 4%, with a risk of less easing.

● We confirm our 4.5% target for the 
10Y UST yield this year. We see 
Trump’s policy decisions causing high 
volatility. 10Y yields could easily 
swing between 4% and 5%.

● We expect the curve to (bull) steepen 
in response to Fed easing. Steepening 
should be moderate in the short term 
but more sizable in the medium term 
with the Fed’s long-run dot at 3%.
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UST SUPPLY: MAIN BUYERS
USD BN

US TREASURY CAN ADJUST SUPPLY 
COMPOSITION IF NEEDED 
USD BN, NET ISS. 6M AVG

● Net supply of USTs in 2025 is 
expected to be close to USD 2tn. Fed 
run-off could be around USD 225bn, 
less than in 2024. Our baseline is that 
quantitative tightening (QT) will be 
over after the summer, possibly earlier 
depending on how the debt-ceiling 
debate unfolds.

● While lower than in 2024, net supply 
to the market will be still very high. 
This will keep investors focusing 
closely on the possible effect of supply 
on the term premium.

● Supply risk should not be overstated, 
however, as the US Treasury has room 
to adjust supply composition, at least 
temporarily increasing issuance at the 
short end.
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High UST supply, 
but room to adjust 
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US HOUSEHOLDS: 
COMPOSITION OF FINANCIAL WEALTH

UST DEMAND BY FOREIGN OFFICIALS 
IS HOLDING UP WELL
USD TN

● Despite strong buying since 1Q22 (the 
peak of Fed holdings), USTs represent 
less than 2% of household financial 
wealth. There is room to buy more, if 
needed.  

● IMF data indicate that FX reserves in 
USD amount to around USD 7tn. 
According to US around 55% of this is 
held by foreign officials. This ratio has 
declined only moderately in the last 
years, a positive signal for USTs.

● While overall demand composition 
looks ok, upward pressure on yields 
could be triggered by marginal buyers 
(hedge funds or asset managers). 0%
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USTs: concerns of 
demand fatigue are 
overdone
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stEUR rates environment: 

a new German sheriff 
in town

FORECAST BUNDS

CURVE STEEPENING AHEAD

● The massive increase in fiscal spending 
in Germany announced by incoming 
chancellor Friedrich Merz has led to a 
shift in yields which we see as structural. 

● We are therefore revising our target for 
the 10Y Bund yield to 2.70%. Tariff 
announcements in early April may lead 
to a partial retracement of the recent 
yield rise, but not on a sustained basis.

● On balance, higher fiscal spending in the 
eurozone should have a long-term 
positive impact on GDP growth and 
increase R-star. Hence, we see a case for 
higher yields and more steepening on a 
multi-year horizon.

● We expect 2Y Bund yields to trade at 
around 2.10% in the coming quarters, 
reflecting our 2% forecast for ECB rates.
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EGBs: has 
normalisation 
more to go?

BUND CURVE IS STILL FLAT HISTORICALLY
BP

3% FOR 10Y BUNDS DOES NOT LOOK  FAR FETCHED 

● The German fiscal plan could lead to 
EUR 75bn of additional supply per 
year. Particularly if ECB disinvestments 
extend into 2026 or beyond, this is 
likely to put considerable pressure on 
German yields.

● The German curve is still flat in 
historical terms. 

● From 1999 to end 2014, the 10Y Bund 
yield traded on average 150bp higher 
than the ECB policy rate. It now trades 
around 80bp above the mid-point of 
the range for neutral rates indicated 
by the ECB. Depending on the size of 
the German fiscal plan and its impact 
on GDP, there is room for additional 
curve steepening.
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Repricing of 
government-bond credit 
risk is widespread

CREDIT SPREAD WIDENING HAS BEEN WIDESPREAD

GERMANY: SWAP SPREAD CHEAPENING GOES WELL BEYOND PUBLIC FINANCE FUNDAMENTALS

● Credit/liquidity risk embedded in top-rated 
sovereign bonds has been on the rise 
across jurisdictions since early 2023, 
driven by a deteriorating public finances 
and shrinking central bank balance sheets.

● Compared to OIS rates, a measure of 
expected policy rates, government bonds 
now trade at higher yields in the US, the 
UK and the eurozone. Banks are not 
exploiting this profit opportunity due to 
regulatory and funding costs but could 
step in if there is further widening.

● With respect to German Bunds specifically, 
the massive cheapening occurred since 
mid-2024 far exceeds the possible 
increase in the deficit. It also stands at 
odds with the fact that Germany will 
remain the most solid country in terms of 
public finance ratios.
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Focus on eurozone: 
cheapening vs. swaps 
has not been uniform

BUND-SWAP SPREADS

CUMULATED CHEAPENING VS. SWAPS SINCE AUGUST

● Bunds are now trading with yields 
higher than swaps beyond the 7Y 
sector. The key drivers have been: 
1. expectations of heavy supply from 
Germany, amid the ECB’s QT, 2. banks 
being receivers in swaps for ALM 
reasons and 3. declining demand for 
interest rate hedging due to lower yield 
volatility.

● Core EGBs have cheapened the most, 
while BTPs, SPGBs and EU bonds have 
been supported by demand for carry.

● The outlook remains unfriendly for 
swap spreads. Two factors that may 
lend support are 1. risk-off episodes 
that could boost demand for Bunds and 
2. appetite for carry that could support 
banks’ demand for ASW positions.
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OATs and French 
assets: where to 
find value

JAPANESE INVESTORS HAVE BEEN STRONG SELLERS OF OATS IN RECENT MONTHS
6-MONTHS ROLLING SUM, USD BN

FRENCH GOVERNMENT BONDS ARE ATTRACTIVE IN RELATIVE VALUE VERSUS CORPORATE BONDS

● Strong selling of OATs by Japanese 
investors indicates that the most risk 
adverse investors have reduced their 
exposure. This should contribute to 
keeping spread volatility low. Short 
covering could even kick in if the 
country outlook stabilizes or improves. 

● At the same time, foreign investors, 
which hold EUR 1.6tn of OATs (50% of 
the market) can generate considerable 
selling pressure if the outlook worsens.

● Compared to June 2023, before 
tensions began, public-sector 
securities still offer value while private 
sector securities are trading at the 
tightest end of the range. French 
covered bonds are also attractive.

-60

-40

-20

0

20

40

Jan-13 Jan-15 Jan-17 Jan-19 Jan-21 Jan-23 Jan-25

FR

IT

Core EGB

Jul-19

Apr-17
Jul-20 Dec-22 Dec-24

0

50

100

150

200

Non-Fin. Sen. Fin. Sen. Fin. Sub. Banks senior Ag. 1-10Y Govt 1-10 Cov.Bonds

A
SW

Range since
June 2024

Last

Source: Japan MoF, Bloomberg, UniCredit Group Investment Strategy

Strategy Update

RATES



The Investment Institute by UniCredit    |    Quarterly Updates (19 March 2025)    |    35

MACRO > STRATEGY > CEE > COMMODITY >MACRO >

MACRO >
STRATEGY >

STRATEGY >
CEE >

CEE >
COMMODITY >

COMMODITY >

BTPs: appetite 
for Italian paper 
remains strong

THE 10Y BTP-BUND SPREAD HAS TIGHTENED FURTHER

NET PURCHASES OF ITALIAN GOVIES BY INVESTOR CATEGORY 
EUR BN

● BTP have remained well bid in the past 
months, supported by appealing carry, 
limited political risks and better growth 
than other euro area countries. 

● Their correlation with Bunds has 
remained high indicating limited 
idiosyncratic risks for Italian bonds. 

● Demand from retail and foreign investors 
was strong in 2023 and 2024 and we 
expect this to remain the case this year.

● The government’s approach to additional 
fiscal spending has been cautious so far. 
This, along with the growth picture,  will 
be key to supporting the spread.

● For these reasons, we are revising our 
target for the 10Y BTP-Bund spread to 
120bp through 2025.
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EGB/EU GROSS ISSUANCE ACTIVITY 
YTD SUPPLY VS. 2025 TARGETS, EUR BN

CUMULATIVE NET SUPPLY OF EGBs 
EUR BN

● We expect EUR 1.2tn of gross EGB 
supply this year (net supply of EUR 
400bn), in line with 2024. In addition, 
the EU plans to sell EUR 160bn of 
bonds, EUR 20bn more than in 2024.

● The ECB’s disinvestment of public-
sector securities in 2025 will amount 
to EUR 425bn, up from EUR 310bn in 
2024. This will have to be purchased 
by private investors.

● Primary market activity had a very 
good start to the year. EGB issuers 
have already achieved almost 25% 
and 50% of their gross and net 
funding targets, respectively. 
Syndicated transactions have seen 
huge books and tight pricing. We 
expect demand to remain robust in 
the coming months.
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A very good start for 
EGB primary market 
activity
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12M RATING DRIFT 
IBOXX NON-FINANCIALS, 
INVESTMENT GRADE AND HIGH YIELD

FALLEN ANGELS AND RISING STARS 
IBOXX NON-FINANCIALS 
EUR BN

● Amid conservative financial corporate 
policies, the credit quality of European 
issuers is improving. This momentum 
is more pronounced in the high-yield 
than the investment-grade space, 
which has remained relatively stable 
over the past few months. This is likely 
to pave the way for another year with 
a decent volume of rising stars, which 
should exceed that of fallen angels for 
a fifth consecutive year. 
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Solid rating quality in 
iBoxx non-financials 
space ...
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Forecast

IBOXX NON-FINANCIALS SPREAD FORECASTS
BP

IFO VS. AUTOMOBILES & PARTS SPREADS 
BP

● A picture of low but positive growth 
continues to support credit and argues 
in favour of rangebound-to-slightly-
tighter credit risk premiums until year-
end, with carry remaining the key 
source of total returns. 

● We see automobiles and parts issuers 
being the most vulnerable, as the 
sector undergoes significant structural 
changes, which are likely to lead to a 
deterioration in credit metrics. We 
continue to have overweight 
recommendations on the basic 
resources and oil and gas sectors and 
underweight recommendations on the 
automobiles and parts and 
chemicals sectors.
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... coupled with a 
weak economic growth 
backdrop, should support 
rangebound spreads
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Strong fundamentals 
of European banks are 
reflected in tight 
credit spreads

NET INTEREST 
MARGIN 
%

RETURN ON 
EQUITY 
%

● European banks are in good shape 
(high net interest margins, high return 
on equity, high capitalisation). 

● For 2025, we expect a moderation in net 
interest income but see overall bank 
profitability remaining strong due to 
high fee income, operating cost control 
and the cost of risk remaining moderate.

● We see limited scope for further bank 
credit spread tightening given the tight 
levels (in particular for AT1s). Bank 
equity is cheap compared to the overall 
stock market (the average European 
bank equity P/E ratio is 9x vs. an average 
of 15x for the STOXX 600 index). We 
have an overweight recommendation on 
bank equity. 
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Forecast

We are neutral b/w 
non-financials and 
bank credit and see 
value in bank AT1s

BANK SENIORS VS. 
NON-FINANCIALS 
SENIORS
ASW SPREAD IN BP

SPREAD 
FORECASTS
BANK BONDS

● Bank senior bonds offered a premium 
over non-financials seniors from 2022 
to 2024, driven by idiosyncratic bank 
risk cases and an uncertain 
macroeconomic outlook, mainly on 
inflation and interest rates. In 2H24, 
this premium declined to zero.

● A further outperformance of bank 
credit over non-financials is unlikely. 
In a risk event like an economic 
recession in the US or Europe, or a 
surge in US inflation (none of which 
are our base case), bank seniors would 
likely underperform .  

● Within the bank capital structure, we 
prefer bank AT1s as they continue to 
offer attractive carry. 
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Global equity markets 
have a solid earnings 
environment

12M FWD EPS 
ESTIMATES 
12M FWD EARNINGS 
ESTIMATES, 
JAN 2024=100

STOCK-MARKET 
PERFORMANCE OF 
MAJOR REGIONS 
JAN 2024=100

● While the earnings outlook in the US 
continues to be solid, in Europe and 
the Asia Pacific region it has recently 
begun to improve.

● The US stock market has lost 
momentum, while the regions of 
Europe and Asia, which lagged 
behind last year, have gained 
momentum this year.
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European company 
earnings growth is 
strengthening

US AND EUROPEAN 
12M FWD EPS 
ESTIMATES, 2024=100

EUROZONE 
MANUFACTURING 
PMI AND EARNINGS 
GROWTH YOY

● Since the beginning of the year, 
European equities have outperformed 
the MSCI AC World by almost 10pp.

● European earnings estimates are 
improving, while they are softening 
slightly in the US after an increase of 
13% in 2024.

● Economic activity has been gradually 
expanding in the euro area. Surveys for 
the manufacturing sector are 
improving, pointing to reduced 
contraction in the sector.

● Discussions about a softening of the 
German debt brake (more fiscal-policy 
measures, e.g. infrastructure 
investment) are supportive not only 
for Germany but for Europe in general. 
This should benefit cyclical 
companies, in particular.

Sources: Bloomberg, The Investment Institute by UniCredit
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Not a timing instrument, 
but ratios favour Europe 
over the US

US AND EUROPEAN 
EQUITY RISK PREMIUM¹

P/E VALUATION 
DISCOUNT OF EUROPE 
VERSUS THE US

● European equities offer a much better 
risk premium than US stocks. This 
already puts European equities in a 
better position and could add to any 
improvement in relative economic 
sentiment.

● The European stock market is trading 
with a huge P/E valuation discount of 
almost 40% to the US. While this is 
not a timing indicator, it illustrates 
Europe’s attractive valuation level in 
relative terms. 

● It should be considered, however, that 
in case of tough tariffs decision, prices 
in eurozone are likely to come under 
pressure. That is why we maintain a 
cautious approach in terms of asset 
allocation preferring a strong and 
active stocks and sector selection.
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US stocks are not pricey 
on an equally weighted 
basis, while sentiment 
has cooled

P/E RATIO OF 
MAGNIFICENT 7 
INDEX AND S&P 500

US STOCK MARKET 
BULL-BEAR SPREAD

● US equities have high valuations, although 
not too stretched on an equally weighted 
basis (S&P 500 equal weight index). 

● The Mag 7 companies have valuations 
comparable with their average since 
2018, while their EPS growth was still a 
robust 40% yoy on average in 4Q24.

● Investors positioning has become more 
neutral in the US, as reflected in the bull-
bear spread (weekly survey of the 
American Association of Individual 
Investors). This suggests that our neutral 
positioning is well grounded, while US 
companies are still delivering good results 
and pointing to a double digit 12-months 
forward earnings growth.
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The industrials, financials 
and health-care sectors 
are attractive in Europe, 
while AI stocks in the US 
have been losing 
momentum

EUROPEAN SECTORS WITH STRONG EARNINGS MOMENTUM

US AI-STOCKS ARE NOT PRICEY BUT ARE LOSING MOMENTUM

● The European sectors that are reflecting 
an increasing momentum of earnings 
estimates are financials, industrials and 
health care. These three sectors 
represent approximately 50% of the 
European stock market. On the contrary, 
sectors such as consumer discretionary, 
materials and telecommunications have 
experienced negative growth since 2024.

● Earnings estimates of large AI 
companies are losing some of their high 
earnings momentum, also reflecting the 
risk of (temporarily) lower demand due 
to DeepSeek’s new and more efficient 
AI model.
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EUR: uncertainty 
suggests remaining 
volatility long 

EUR-USD: 
STILL PRIMARILY 
SENSITIVE TO 
YIELD 
DIFFERENTIALS 

EUR-USD: 
WE RECOMMEND 
REMAINING 
VOLATILITY LONG

● The EUR-USD rebound back above 1.09 
has been mainly driven by expectations 
that the Fed might be more aggressive 
than the ECB in cutting rates and that 
the fiscal plan in Germany might spur 
more economic growth in the eurozone. 

● However, some of these gains might be 
trimmed if Trump imposes a 25% tariff 
on eurozone exports to the US in April. 

● We expect less Fed easing this year than 
that implied by forward rates. This could 
support the USD.

● Yet, even if EUR-USD retreats from its 
peaks, we expect consolidation above 
1.05. Interest-rate differentials remain a 
key driver and uncertainty about US 
tariffs suggest remaining long volatility. 
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JPY: limited upside 
potential ahead, despite 
more BoJ rate tightening 

PRICE PRESSURE 
IN JAPAN REMAIN 
HIGH

A TOO-RAPID RISE 
OF THE JPY MIGHT
HARM JAPANESE
STOCKS

● Wages and CPI-inflation in Japan are 
elevated. This requires a tough stance by 
the BoJ.

● Yet, most of this tightening is already 
priced in by forward rates. The BoJ’s 
intentions to buy JGBs to cap the rise in 
Japanese long-term yields might limit 
the room for a further strong 
appreciation of the JPY.

● For a stronger JPY rally, more tightening 
much above 1% from the BoJ will 
probably be needed, which might drive 
USD-JPY below 140.  However, while the 
weaker JPY contributed to the rally of 
the Japanese equities in the past years, a 
much stronger yen might weigh on the 
Japanese stock markets (largely made 
by multinational enterprises), as it 
happened last summer.  
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GBP: more BoE’s easing 
to weigh on sterling vs. 
the USD and the EUR

WE EXPECT MORE 
EASING FROM 
THE BOE THAN 
MARKETS ARE 
PRICING IN ...

... AS PROSPECTS 
FOR THE UK 
ECONOMY 
REMAIN WEAK  

● UK GDP growth remains weak. Tight 
fiscal policy outlined in the Autumn 
Budget is weighing on consumer 
confidence.

● Consequently, we think that the BoE 
will cut rates to 3.50% by 4Q25 and 
to 2.75% by 4Q26. This is more than 
markets are currently pricing in and 
would pave the way for sterling to 
slide against both the USD and the 
EUR, especially moving into 2026. 
Risks that the Fed may have to delay 
rate cuts add to downside risks for 
the GBP.

● We expect GBP-USD to return 
towards 1.25 this year and to decline 
further in 2026. EUR-GBP will likely 
rise above 0.85.
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CNY: only 
moderately 
weaker ahead

BEIJING NEEDS A 
COMPETITIVE 
YUAN TO FURTHER 
IMPROVE THE 
TRADE BALANCE

HOWEVER, A 
PLUNGE IN THE 
CURRENCY WOULD 
ULTIMATELY 
TRIGGER MORE 
CAPITAL OUTFLOWS 

● The CNY outlook for the next three to 
six months will largely depend on the 
developments in the tariff row with 
the US.

● China needs a weaker currency to 
further improve its trade surplus and 
help economic growth, but the new 
fiscal stimulus plan to boost domestic 
demand, which amounts to up to 4% 
of GDP, has significantly reduced the 
risk of a sharp drop in the yuan. 

● We thus expect only a modestly 
weaker CNY ahead. In 2018, when 
Trump imposed sanctions against 
China, the CNY lost 15% against the 
USD. Today, however, a drop of this 
size would likely rattle Chinese stock 
markets and prompt more capital 
outflows. 
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Most CEE currencies 
face weakening risk over 
the medium term

CEE AND EM 
CURRENCIES 1-
YEAR RELATIVE 
PERFORMANCE
%

The PLN and the 
HUF benefited from 
Ukraine peace talks 
and a delay in rate 
cuts

12-MONTH 
CUMULATIVE 
TRADE BALANCES
EUR BN

The NBR may 
gradually devalue 
the RON to support 
a reversal in trade 
deficit

● EUR/PLN: NBP rate cuts starting from 
3Q25 may erode support for the PLN, 
but solid fundamentals should keep 
EUR-PLN below 4.30 this year.

● EUR/HUF: Pre-election fiscal risks and 
an erosion of real interest rates as 
inflation rises may lift EUR-HUF close 
to 415 in 2H25.    

● EUR/CZK: A cautious CNB, Czechia’s 
widening current account surplus and 
accelerating GDP growth are likely to 
support EUR-CZK stability below 25.0.

● EUR/RON: The NBR has kept EUR-RON 
stable since 2021. We expect a 
gradual adjustment following the 
presidential elections, towards 5.07 by 
end-2025, supporting an adjustment 
in Romania’s external imbalances and 
reducing competitiveness losses.
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Strategy 
Forecasts (I) 

INTEREST 
RATE AND 
YIELD 
FORECASTS

10.03.25 2Q25 3Q25 4Q25

Eurozone

Depo rate 2.50 2.25 2.00 2.00

3M Euribor 2.55 2.20 2.00 2.00

2Y Schatz 2.21 2.10 2.10 2.10

10Y Bund 2.89 2.70 2.70 2.70

2Y EUR swap 2.31 2.20 2.25 2.25

10Y EUR swap 2.53 2.60 2.60 2.60

10Y Bund-swap spread -14 -10 -10 -10

2Y BTP 2.46 2.50 2.50 2.50

10Y BTP 4.01 3.90 3.90 3.90

10Y BTP-Bund spread 112 120 120 120

US

Fed fund rate 4.50 4.25 4.00 4.00

3M OIS SOFR 4.30 4.11 3.90 3.90

2Y UST 3.91 4.20 4.10 4.00

10Y UST 4.26 4.50 4.50 4.50

10Y UST-Bund spread 136 180 180 180

Source: Bloomberg, The Investment Institute by UniCredit

Strategy Update

FORECAST TABLES

https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Economics_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FI_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FX_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Risky_Assets_e.pdf?v=0
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For detailed forecast tables 
click the following links:    
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Strategy 
Forecasts (II)  

FX 
FORECASTS

RISKY ASSETS 
FORECASTS 

10.03.25 2Q25 3Q25 4Q25

EUR-USD 1.09 1.07 1.07 1.08

USD-JPY 147 147 146 145

EUR-JPY 161 157 156 157

GBP-USD 1.29 1.28 1.27 1.26

EUR-GBP 0.84 0.84 0.84 0.86

USD-CNY 7.24 7.30 7.28 7.25

EUR-CNY 7.88 7.81 7.79 7.83

Closing 11.03.25 Mid-2025 End-2025

Oil Brent USD/bbl. 74 75 78

Equities Euro STOXX 50 5,437 5,200 5,800

STOXX Europe 600 553 530 575

DAX 22,351 22,000 24,500

MSCI Italy 100.2 96 105

S&P 500 5,948 5,500 6,300

Nasdaq 100 21,003 18,000 23,000

Credit iBoxx Non-Financials Senior 83 85 80

iBoxx Banks Senior 82 90 85

iBoxx High Yield NFI 269 280 270

Source: Bloomberg, The Investment Institute by UniCredit
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https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FI_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FX_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Risky_Assets_e.pdf?v=0
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Executive Summary

EXTERNAL 
CHALLENGES

GROWTH 
OUTLOOK

INFLATION AND 
MONETARY 
POLICY

Awaiting positive turn in external demand while US tariff risk looms

CEE Update

Net exports will remain a drag on growth, with downside risks related to higher US tariffs and 
upside risks related to fiscal stimulus in Germany. 

● Direct impact from higher US tariffs will likely be limited but indirect impact could be significant. 
Exposure is mainly linked to car production and related sectors. 

● German auto sector is bottoming out, fiscal stimulus poses upside risks to external demand for CEE economies.

We expect EU-CEE growth to accelerate to 2.6% in 2025 and 2.9% in 2026 as investment recovers. 

● Consumption will be supported by tight labour markets and lower interest rates. 

● Investment will recover, mainly driven by public investment thanks to EU funds. 
Private investment is likely to pick up more gradually. 

● Romania, Slovakia, Poland and Hungary have limited fiscal space to support growth due to high budget deficits. 

 

We think that policy rates will go down by the end of this year

● Disinflation will likely resume in 2Q25 in Poland, later in 2025 in Czechia and from 1Q26 in Hungary, 
but inflation targets are likely to be missed over the forecast horizon. 

● We expect the NBH to remain on hold and the CNB to deliver only one more cut in 2025 
while we see more scope for rate cuts in Poland, Romania, Serbia and Turkey.
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Direct impact from 
potential US tariff hikes 
will be limited

EXPORTS TO 
THE US …
2023

… % OF GDP
2023

● The US represents a small share of 
total exports for most CEE countries, 
although the value added by these 
countries in the US final demand hints 
at a somewhat larger exposure to 
potential US tariff hikes, particularly 
for Hungary and Slovakia. 

● Electrical equipment, car production 
and related sectors (engines and other 
car parts) are the most exposed, due 
to the US focus on the sector and their 
dominance in exports (classified under 
machinery and transport equipment) 
for most CEE countries. 

● The impact on 
chemical/pharmaceutical sectors 
could be crucial, especially for 
Slovenia and Croatia. 
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Subdued growth in 
the eurozone is bad 
news for CEE

EXPORTS TO 
EUROZONE
2023

EXPORTS TO 
GERMANY
2023

● Despite relatively low direct exposure 
to higher US tariffs, the indirect 
impact, via a hit to global trade and 
particularly to eurozone growth, could 
be crucial for CEE economies.

● At least 40% of CEE exports go to the 
eurozone. Germany is the top export 
destination for all CEE countries but 
Croatia and Slovenia, while Italy is 
among the top three for most.

0

10

20

30

40

50

60

70

BG HR CZ HU PL RO SK SI RS TR

% of exports % of GDP

0

10

20

30

40

50

60

70

BG HR CZ HU PL RO SK SI RS TR

Sources: Eurostat, The Investment Institute by UniCredit

CEE Update

EXTERNAL CHALLENGES



The Investment Institute by UniCredit    |    Quarterly Updates (19 March 2025)    |    57

MACRO > STRATEGY > CEE > COMMODITY >MACRO >

MACRO >
STRATEGY >

STRATEGY >
CEE >

CEE >
COMMODITY >

COMMODITY >

Deeply integrated 
into supply chains, 
especially in the 
automotive sector

MACHINERY AND 
TRANSPORT 
EQUIPMENT EXPORTS 
% OF GDP, 2023

MACHINERY AND 
TRANSPORT EXPORTS 
TO GERMANY, 
CONTRIBUTIONS 
TO YOY CHANGE 
JAN-NOV 2024, PP

● By major type of goods, machinery 
and transport equipment represents 
the largest share of exports to the 
eurozone and Germany, driven by 
electrical machinery and equipment, 
vehicles and related parts. This 
reflects the deep integration of CEE 
countries into regional and global 
value chains.

● Exports of machinery and transport 
equipment to Germany was down in 
yoy terms in most countries, with 
electrical machinery exports driving 
the downturn, especially in Poland, 
Hungary and Bulgaria.  In contrast, 
higher car exports helped Czechia and 
Slovakia.
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Impact on domestic 
manufacturing 
sector

ANNUAL AVERAGE, 
2024 VS. 2023, 
WDA, %

% OF NOMINAL 
GVA IN 
MANUFACTURING 
2021-22 AVERAGE

● Weak external demand, especially in 
the eurozone, weighted on the CEE 
manufacturing sector last year. The 
contraction in industrial production 
was driven by export-oriented sectors, 
including car production, machinery 
and electrical equipment.

● These sectors make up a significant 
part of the gross value added by the 
manufacturing sector, particularly in 
Czechia, Hungary and Slovakia. 
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FIRST SIGNS OF BOTTOMING OUT IN 
GERMAN MANUFACTURING

GERMANY: ESTIMATED ADDITIONAL PUBLIC 
EXPENDITURES NEEDED FROM 2025-2030 
EUR BN

● Manufacturing business sentiment 
indicators are showing first signs of 
stabilisation/improvement in Germany

● Fiscal relaxation may primarily target 
higher defence and infrastructure 
spending, which might have limited 
positive impact on CEE exports.

● CEE may benefit from relaxation of 
decarbonisation goals and/or 
subsidies for EV purchases to 
households via the automotive sector.   30
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German auto sector 
bottoming out, fiscal 
stimulus poses upside 
risks to external 
demand

CEE Update
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2025
YOY %, PP

2026
YOY %, PP

● We expect EU-CEE growth to pick from 
1.9% in 2024 to 2.6% in 2025 and 
further to 2.9% in 2026.  Bosnia and 
Herzegovina is expected to grow at 
similar rates while  Serbia will 
continue to outperform with growth 
rates at around 4.0%. In Turkey we 
expect growth to ease from 3.2% in 
2024 to 3% in 2025 and to accelerate 
to 3.8% in 2026.

● Domestic demand will remain the 
main driver of growth in 2025 and 
2026.

● The contribution from net exports will 
improve only gradually, with 
uncertainty regarding the tariffs and 
the outlook for global trade.
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CEE economic growth 
driven by domestic 
demand

CEE Update

GROWTH OUTLOOK
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Consumption 
supported by real 
wage growth

REAL WAGE GROWTH 
% YOY

CREDIT IMPULSE, CONSUMER (EXCL. HOUSING) LOANS
%

● Real wage growth, driven by  tight 
labour markets and public sector wage 
hikes, will continue to support 
consumption.

● However, real wage growth should 
moderate in 2025 due to smaller 
nominal wage hikes in a context of 
lower inflation. 

● Lower interest rates could ease 
lending conditions going forward, 
improving the credit impulse for 
household consumption. 

Source: national statistical offices, central banks, Eurostat, The Investment Institute by UniCredit
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CEE Update

Labour markets 
remain tight, labour 
contribution to 
growth fades

EMPLOYMENT EXPECTATIONS BY SECTOR, BALANCE OF ANSWERS
STANDARDISED

TOTAL EMPLOYMENT, 15 YEARS AND OVER
INDEX, 2005=100

● Employment expectations signal 
further weakness in industry in the 
short term, while prospects for other 
sectors are more upbeat. 

● Employment growth has contributed 
significantly to above euro-area growth 
rates in most CEE economies during the 
past two decades as activity ratios 
increased sharply, closing the gap to 
the EU average. 

● Employment growth has faded in most 
CEE economies since 2021. Weak 
demographics and a lack of 
immigration suggest that labour supply 
will no longer provide a positive 
contribution to economic growth and 
may become a drag in the long term.
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High budget deficits 
imply limited scope for 
stimulus but defence 
spending might pick up

GOVERNMENT 
BUDGET BALANCE
% OF GDP

2024 DEFENSE 
SPENDING¹ 
BY SELECTED 
NATO MEMBERS 
% OF GDP, 
2015 PRICES

● Large government budget deficits 
means limited scope for fiscal support. 
We expect limited adjustment to 
budget deficits in Poland, Slovakia and 
Hungary. In Romania, additional 
tightening measures will likely follow 
the presidential elections.  

● Plans to increase defence spending in 
Europe might imply higher fiscal 
stimulus. Poland has led NATO 
members in defence spending, 
followed by the Baltic states, which 
have increased expenditure in recent 
years. Defence spending by most other 
CEE countries is around NATO’s 
guidance of 2% of GDP and might 
increase further to align with higher 
spending by Western European peers. 
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Investment could make 
a larger contribution to 
growth in 2025

CREDIT IMPULSE, 
LOANS TO NON-
FINANCIAL 
CORPORATES
%

RECOVERY AND 
RESILIENCE 
FACILITY (RRF)
DISBURSEMENTS, 
EUR BN

● Public investment will likely remain 
the main driver of investment 
growth in 2025,  largely supported 
by EU funds.

● Private investment could be 
supported by lower interest rates, 
helping to reduce the drag from 
negative credit impulse for 
companies. That said, uncertainty 
regarding tariffs and the global 
outlook could curb investment 
appetite.

● Recovery in the residential market 
might contribute to investment 
growth in Czechia, Slovakia, 
Bulgaria and Hungary. 
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Total
2021-2024

% of 
allotment

Expected in 
2025 % GDP

Bulgaria 1.4 24.1 0.8 0.7

Croatia 4.5 44.9 2.8 3.2

Czechia 4.4 47.7 2.0 0.6

Hungary 0.9 9.5 0.0 0.0

Poland 20.8 34.8 15.7 1.7

Romania 9.4 33.1 2.4 0.6

Slovakia 3.5 54.7 0.6 0.4

Slovenia 1.1 42.0 0.5 0.7

Total 46.0 34.9 24.7
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OBSTACLES TO INVESTMENT 
PERCENTAGE OF FIRMS REPORTING THE FACTOR IS A MAJOR OBSTACLE

● Most companies report the 
availability of skilled staff, energy 
costs and uncertainty about the 
future as the main obstacles to 
investment.

● Addressing skills shortages will 
require investment in education 
and training.

● Energy costs have moderated 
compared to the past two years, 
but risks remain.

● Uncertainty about the global 
outlook remains high.
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US 58 90 69 46 70 75 54 34 75

EU 50 77 77 41 62 66 45 45 79

BG 38 89 54 25 55 54 58 35 82

HR 45 91 87 43 65 68 47 43 82

CZ 29 67 95 16 46 57 25 32 73

HU 41 51 60 18 25 33 18 32 72

PL 64 87 88 42 62 70 46 59 92

RO 57 75 81 35 73 66 65 56 90

SK 61 93 80 45 76 70 49 55 90

SI 47 84 75 30 65 52 45 38 78

Source: European Investment Bank, UniCredit Group Investment Strategy

Obstacles to 
investment: mainly 
skills, energy costs 
and uncertainty 
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BH HR SI CZ BG RS PL RO SK HU TR (rs)

Inflation rate Inflation target Upper bound of target rangeDisinflation is slowing, 
but there is still room 
for rate cuts

INFLATION 
TO FALL 
FURTHER
%

MONETARY 
POLICY 
RATES 
%

● Disinflation has slowed, but inflation 
is likely to fall further in most 
countries. 

● Central banks in Czechia, Poland, 
Romania, Serbia and Turkey are likely 
to cut interest rates in 2025, while in 
Hungary the central bank is unlikely to 
have room for rate cuts before 2026
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Food prices are adding 
to temporary pick-up in
inflation

FOOD INFLATION
YOY, %

HICP INFLATION 
EXCLUDING 
ENERGY & FOOD
YOY, %

● Food prices may accelerate further in 
the coming months, posing upside 
risks to the near-term inflation 
trajectory.

● Core prices remain elevated in 
Romania and Serbia and have 
accelerated in Hungary. Core price 
trends are primarily driven by elevated 
service prices, flagging upside risks to 
the medium-term inflation outlook.

● Core inflation is still well above the 
policy target even in Czechia and 
Poland, where inflation is better 
anchored.
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Structural issues may 
keep inflation well 
above the target in 
Hungary

CEE QUARTERLY 
INFLATION 
PROJECTIONS VS. 
POLICY TARGET
%

CEE CENTRAL 
BANK POLICY 
RATES 
EOP, %

● Disinflation may resume in 2H25 but 
projected inflation remains above the 
target in all CEE3 economies 
throughout 2025 and 2026.

● The CNB may deliver another cut in 
2Q25, the NBR and the NBP may 
resume rate cuts after presidential 
elections in May and June.

● Inflation outlook is likely to allow the 
NBS to deliver gradual rate cuts in 
2025 and 2026.

● The NBH is unlikely to have room for 
rate cuts in 2025 as inflation is likely 
to stay above 5%.
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% OF GDP 12-MONTH CUMULATIVE PORTFOLIO 
DEBT CAPITAL FLOWS
USD BN

● Poland, Romania and Turkey have 
registered most portfolio capital 
inflows over the last 12 months. 

● Access to the Eurobond market was 
important in funding Romania’s twin 
deficits and will remain essential to 
keeping RON depreciation managed.

● In Poland, portfolio capital inflows 
have contributed to PLN appreciation 
since 2023.

● In Turkey, capital inflows contributed 
to the replenishment of the CBRT’s FX 
reserves, helping to curb the pace of 
TRY depreciation. However, political 
risks may add to the volatility, going 
forward. 
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Romania is most 
exposed to external 
vulnerability
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Most CEE currencies 
face weakening risk over 
the medium term

THE PLN AND THE HUF BENEFITED FROM UKRAINE PEACE TALK AND DELAY IN RATE CUTS
CEE AND EM CURRENCIES RELATIVE 1-YEAR PERFORMANCE, % 

THE NBR MAY GRADUALLY DEVALUE THE RON TO SUPPORT A REVERSAL IN TRADE DEFICIT
12-MONTH CUMULATIVE TRADE BALANCES

EUR-PLN: NBP rate cuts starting from 3Q25 
may erode support for the PLN, but solid 
fundamentals should keep EUR-PLN below 
4.30 this year.

EUR-HUF: Pre-election fiscal risks and the 
erosion of real interest rates as inflation 
rises may lift EUR-HUF close to 415 in 2H25.    

EUR-CZK: A cautious CNB, Czechia’s 
widening CA surplus and accelerating GDP 
growth is likely to support EUR-CZK stability 
below 25.0.

EUR-RON: We expect a gradual adjustment 
following the presidential elections, towards 
5.07 by the end of the year, supporting an 
adjustment in Romania’s external 
imbalances.

USD/TRY: Real appreciation is likely to 
continue at a slowing pace.
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Geopolitical factors 
remain a key driver in 
CEE risk premium

EQUITY INDICES 
12M FORWARD PE

10Y CEE LOCAL 
GOVERNMENT 
BOND SPREADS VS. 
10Y BUNDS
%

● CEE equity markets have been the 
biggest beneficiary of a positive shift in 
geopolitical risk perception. Current 
valuations still look attractive relative 
to pre-2022 levels, which, together with 
regional economic growth being above 
the EU-average, suggests fundamental 
factors remain supportive.

● Local bond yields have not fully 
followed the recent rise in German 
Bund yields, tightening relative spreads. 

● Upside risk in Bund yields related to the 
relaxation of the German fiscal break is 
likely to limit the scope for a significant 
drop at the long end of CEE curves, 
except for Romania, where political and 
fiscal risks have widened the spreads.

Source: Bloomberg, Macrobond, The Investment Institute by UniCredit

CEE Update

CEE STRATEGY



The Investment Institute by UniCredit    |    Quarterly Updates (19 March 2025)    |    72

MACRO > STRATEGY > CEE > COMMODITY >MACRO >

MACRO >
STRATEGY >

STRATEGY >
CEE >

CEE >
COMMODITY >

COMMODITY >

ECONOMICS >

FI >

FX >

RISKY ASSETS >

For detailed forecast tables 
click the following links:    

ECONOMICS >

FI >

FX >

RISKY ASSETS >

Risks to our 
Forecasts

CEE Update

FORECAST TABLES

↓ Higher US tariffs weighing on external demand for the CEE goods and services. 

↓ Manufacturing weakness could spread into loosening labour markets.

↓ Fiscal risks could emerge related to upcoming elections in Romania, Czechia 
and Hungary.

↓ Geopolitical risks could escalate.

↑ Germany fiscal stimulus could lift external demand.

↑ Pickup in FDI inflows into CEE as Chinese and Western European firms relocate 
car production from China to the CEE to avoid EU car import tariffs (BYD in 
Hungary).

https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Economics_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FI_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FX_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Risky_Assets_e.pdf?v=0
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For detailed forecast tables 
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CEE 
Forecasts (I)

Source: national statistical offices, Eurostat, Macrobond,  central banks, The Investment Institute by UniCredit

CEE Update

FORECAST TABLES

Real GDP 
% change

CPI, EoP 
% change

C/A balance 
% GDP

2023 2024 2025F 2026F 2023 2024 2025F 2026F 2023 2024 2025F 2026F

EU-CEE 1.3 1.9 2.6 2.9 5.5 3.5 3.7 3.1

Bulgaria 1.9 2.8 3.1 3.3 4.7 2.2 3.3 3.2 0.9 0.2 -0.9 -1.1

Croatia 3.3 3.8 3.0 3.5 4.5 3.4 2.0 2.5 0.4 -0.7 -1.2 -1.5

Czechia 0.1 1.0 2.1 2.4 6.9 3.0 2.7 2.4 0.3 1.8 2.1 1.9

Hungary -0.9 0.5 1.8 3.8 5.5 4.6 5.6 4.8 0.8 2.6 1.4 0.2

Poland 0.1 2.9 3.4 3.0 6.2 4.7 4.0 3.2 1.8 0.1 -0.7 -0.2

Romania 2.4 0.9 1.9 2.6 6.6 5.1 4.6 3.3 -6.6 -8.3 -7.5 -7.1

Slovakia 1.4 2.0 1.5 2.1 5.9 2.9 4.6 3.0 -1.7 -2.7 -2.5 -1.4

Slovenia 2.1 1.6 2.3 2.6 4.2 1.9 2.2 2.2 4.5 4.9 3.3 3.1

Bosnia and Herz. 2.1 2.3 2.5 3.2 2.2 2.2 2.0 2.0 -2.8 -3.7 -3.9 -3.7

Serbia 3.8 3.9 4.1 4.1 7.6 4.3 3.9 3.6 -2.4 -6.3 -6.1 -5.8

Turkey 5.1 3.2 3.0 3.8 64.8 44.4 27.0 20.0 -3.6 -0.8 -1.3 -1.4

https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Economics_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FI_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FX_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Risky_Assets_e.pdf?v=0


The Investment Institute by UniCredit    |    Quarterly Updates (19 March 2025)    |    74

MACRO > STRATEGY > CEE > COMMODITY >MACRO >

MACRO >
STRATEGY >

STRATEGY >
CEE >

CEE >
COMMODITY >

COMMODITY >

ECONOMICS >

FI >

FX >

RISKY ASSETS >

For detailed forecast tables 
click the following links:    

ECONOMICS >

FI >

FX >

RISKY ASSETS >

CEE 
Forecasts (II)

Source: national statistical offices, Eurostat, Macrobond,  central banks, The Investment Institute by UniCredit

CEE Update

FORECAST TABLES

Extended basic balance 
% GDP

External debt 
% GDP

Budget balance 
% GDP

2023 2024 2025F 2026F 2023 2024 2025F 2026F 2023 2024 2025F 2026F

EU-CEE

Bulgaria 4.8 2.4 4.1 4.3 47.6 47.3 49.3 49.2 -1.9 -3.0 -3.0 -3.0

Croatia 5.6 2.9 3.9 3.9 78.0 75.7 73.5 71.7 -0.9 -2.5 -2.5 -2.1

Czechia 1.0 2.5 3.2 3.1 61.6 63.7 64.1 64.3 -3.8 -2.8 -2.7 -2.7

Hungary 3.0 5.3 5.5 4.7 128.9 125.9 118.5 107.6 -6.7 -4.7 -4.3 -4.8

Poland 4.4 1.7 1.9 2.8 51.7 50.8 50.5 50.0 -5.3 -6.0 -5.8 -4.8

Romania -1.9 -5.6 -4.3 -3.7 56.5 57.3 57.1 58.3 -6.6 -8.7 -7.0 -6.4

Slovakia -0.3 -1.5 -0.6 0.9 96.0 94.5 92.0 89.1 -5.2 -5.2 -4.8 -3.9

Slovenia 6.9 7.2 5.7 5.4 90.4 88.6 88.0 86.9 -2.5 -1.2 -2.7 -1.9

Bosnia and Herz. 0.0 0.0 0.0 0.0 17.8 17.7 17.5 17.2 -1.7 -2.5 -2.5 -2.0

Serbia 3.3 -0.7 -0.6 -1.0 60.3 58.9 57.1 54.6 -2.1 -2.0 -3.0 -3.0

Turkey -3.2 -0.4 -0.9 -0.9 44.2 40.8 36.9 35.2 -6.3 -6.2 -4.5 -3.8

https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Economics_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FI_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FX_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Risky_Assets_e.pdf?v=0
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For detailed forecast tables 
click the following links:    

ECONOMICS >

FI >

FX >

RISKY ASSETS >

CEE 
Forecasts (III)

Source: national statistical offices, Eurostat, Macrobond,  central banks, The Investment Institute by UniCredit

CEE Update

FORECAST TABLES

Government debt 
% GDP

Policy rate 
%

FX vs. EUR EoP

2023 2024 2025F 2026F 2023 2024 2025F 2026F 2023 2024 2025F 2026F

EU-CEE

Bulgaria 22.3 23.6 27.6 28.8 - - - EUR 2.0 2.0 2.0 EUR

Croatia 61.7 59.8 58.1 56.9 EUR EUR EUR EUR EUR EUR EUR EUR

Czechia 42.4 43.2 43.5 44.3 6.75 4.00 3.50 3.25 24.7 25.2 24.8 24.8

Hungary 73.5 74.4 73.1 71.7 10.75 6.50 6.50 5.75 383 411 414 426

Poland 49.7 55.2 59.5 60.9 5.75 5.75 5.00 4.00 4.3 4.3 4.3 4.4

Romania 48.8 54.9 58.4 60.3 7.00 6.50 5.75 4.50 5.0 5.0 5.1 5.2

Slovakia 56.0 59.6 60.8 61.1 EUR EUR EUR EUR EUR EUR EUR EUR

Slovenia 68.4 67.0 65.0 63.0 EUR EUR EUR EUR EUR EUR EUR EUR

Bosnia and Herz. 32.2 33.4 34.2 34.0 - - - - 2.0 2.0 2.0 2.0

Serbia 48.4 47.5 47.3 46.6 6.50 5.75 5.00 4.50 117.2 117.0 117.2 117.3

Turkey 29.5 25.0 24.7 24.8 42.50 47.50 30.00 22.00 32.5 36.6 45.4 53.9

https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Economics_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FI_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_FX_e.pdf?v=0
https://www.the-investment-institute.unicredit.eu/fileadmin/TheInstitute/Quarterly/Forecasts_Risky_Assets_e.pdf?v=0
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Executive Summary

OIL In early January, consensus seemed to suggest that 2025 would have been a year of surplus for the oil market, even 
without the phasing out of OPEC+ production cuts. However, US sanctions on Russia and Iran sharply changed this 
outlook, forcing OPEC+ to step in and confirm its intensions to gradually phase out output curbs starting in April. The 
return of OPEC+ supply might not occur fast enough to make up for possible supply disruptions due to US sanctions. For 
this reason, we are sticking with our forecast for a Brent price of USD 75-80/bbl throughout 2025. 

NATURAL GAS TTF prices showed substantial volatility in first two months of 2025. For the rest of the year, we expect EUR 50/MWh to 
mark a floor in the price of natural gas. The winter will likely end with storage levels substantially below where they were 
during the past two years, leading to strong demand during the summer as governments seek to replenish them. At the 
same time, supply is likely to be tight, as we do not expect to see a return of Russian gas as politically feasible, given 
opposition by eastern European countries to strike a deal with Russian President Vladimir Putin.  

PRECIOUS METALS We remain constructive on precious metals, with demand likely supported by inflationary and geopolitical risk in the 
coming months. 

● Gold’s performance has been spectacular. A decline in real interest rates, a recovery in private demand, purchases by 
central banks and volatility in financial markets should support demand for gold in the coming months, but we 
believe USD 3,000/oz will remain a ceiling for its price despite the recent crossing of this threshold.

● Silver: Strong industrial demand from the technology, photovoltaic and car sectors has supported the price of silver.

Trade tensions to trigger volatility in commodity prices

Commodity Update
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Executive Summary

INDUSTRIAL METALS The US’s trade war is a key factor driving prices in this phase. 

● Steel and aluminium: US tariffs are likely to push aluminium and steel prices moderately higher in the short 
term, while longer-term ramifications are less clear. Tariffs might reduce demand in the US, but higher defence 
spending in Europe is likely to boost demand for industrial metals. Overall, aluminium prices could range between 
USD 2,700/t and USD 2,800/t, with risks to the upside. 

● Copper: Declining copper inventories should continue to support prices, while a recent rise in inventories points to 
increasing risk of oversupply in the coming months. On balance, we expect copper to trade between USD 9,500/t 
and USD 9,800/t throughout 2025. 

Trade tensions to trigger volatility in commodity prices

Commodity Update
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Executive Summary

Source: Bloomberg; The Investment Institute by UniCredit

Chart of the quarter: self-harming tariffs – the case of aluminium

● In 2024, the US imported roughly 45% of its 
total aluminium consumption. For this reason, 
domestic prices – as measured by the 
Midwest Premium that is added on top of 
global benchmark prices – are very sensitive 
to tariffs and have jumped in recent weeks. 

● In theory, and assuming tariffs are fully 
passed on to consumers by American 
importers, at least initially, US domestic prices 
of aluminium are likely to remain elevated in 
America, negatively affecting the 
manufacturing sector that Trump wants 
to revitalise.
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BRENT PRICES
USD/BBL

● Brent prices are struggling to find a 
clear direction. The trade war is having 
a negative impact on demand, both 
weighing on consumption and on firms’ 
investment decisions. 

● On the supply front, Joe Biden’s 
“farewell” sanctions on supply 
targeting Russia, along with Trump’s 
strategy of exerting maximum pressure 
on Iran, risk creating a problem of 
undersupply, despite the decision by 
OPEC+ to gradually lift its output curbs 
and incrementally injecting 132kb/d 
every month, starting in April. 

● If Trump’s tariffs turn out to be just a 
threat, supply concerns might become 
dominant. For this reason, we confirm 
our view that Brent prices will float 
within a USD 75-80/bbl range. 
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CONTRIBUTIONS TO DEMAND GROWTH
%

● Global oil demand is expected 
to keep increasing in 2025, by 
about 1mb/d to around 
104mb/d. China will marginally 
remain the largest source of 
growth, despite the pace of its 
expansion being a fraction of its 
recent trend. 

● The trade war is a major source 
of uncertainty for the demand 
outlook as an escalation of 
tensions, with tit-for-tat tariffs, 
would dent economic activity 
and thus oil demand. 
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OECD INVENTORIES 
KB

US STRATEGIC PETROLEUM RESERVES
KB

● OECD inventories are relatively low 
and declining. At the same time, 
US strategic petroleum reserves 
have bottomed out, but remain at 
low levels. The Trump 
administration has declared its 
intention to replenish them. The 
combination of low inventories and 
rising strategic reserves in the US 
will contribute to supporting prices.
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GLOBAL OIL BALANCE 
MB/D

● The sanctions imposed on Russia by 
President Biden at the end of his term 
might remove up to 1.6mb/d of crude 
oil. At the same time, President Trump’s 
intention to adopt a maximum-pressure 
strategy towards Iran is meant to drive 
Tehran’s oil exports down to zero – 
about 1.5mb/d. 

● Whether the new measures will be easy 
to implement is an open question given 
the poor track record of sanctions so far 
(see next slide). Should Washington 
succeed in its efforts to weaken the 
Russian and Iranian regimes, the oil 
market might experience a deficit of 
about 2.5mb/d this year. This is why the 
decision of OPEC+ to lift its curbs is key 
to rebalancing the market. What’s 
unclear is whether these additional 
barrels of crude will return to the 
market in time.  

-6.0 -5.0 -4.0 -3.0 -2.0 -1.0 0.0 1.0 2.0

Without sanctions

With sanctions

OPEC+ spare capacity

OversupplyUndersupply

Including Biden's "farewell" sanctions on Russia 
and Trump's maximum pressure strategy on Iran.

Source: International Energy Agency, The Investment Institute by UniCredit

Why OPEC+ had to lift 
its output curbs
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CRUDE PRODUCTION 
MB/D

● Former US President Joe Biden’s 
“farewell” sanctions on Russia 
targeted two major oil producers, over 
160 tankers and various ship 
insurance providers. Whether they will 
work is unknown. Russian oil tends to 
be sold above the price cap of USD 
60/bbl set by Washington and its 
allies. Both Russian oil revenues and 
exports have remained pretty stable 
since 2023, as China and India 
replaced Europe as main purchasers. 
Iranian crude keeps circulating, in 
violation of existing US sanctions.

● Moreover, Iranian production was 
affected only temporarily by Western 
sanctions. To contain spikes in oil 
prices, the enforcement of sanctions 
has been poor over the last two years.
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CRUDE SUPPLY 
MB/D

● US President Trump recently 
established, via executive order, the 
National Energy Dominance Council. 
Among other things, the Council’s 
mission is to improve the process for 
permitting American energy and to 
address regulation. The US is the 
largest oil producer in the world (with 
an output more than two times higher 
than that of Saudi Arabia) and 
production continued to increase 
during the Biden administration – 
despite the promotion of a green-
energy agenda. 
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PRICES
EUR/MWH

NET-LONG TTF CONTRACTS
MLN

● The closing of the Ukraine transit for 
Russian gas, regulatory uncertainty 
about storage requirements for EU 
countries, weeks of cold weather in 
Europe early this year and the low 
supply of renewable energy 
contributed to pushing TTF prices 
above EUR 58/MWh.

● Speculation has played an important 
role in amplifying price movements as 
traders were betting on rising natural 
gas prices. Recently, prospects about a 
ceasefire in Ukraine have boosted 
expectations of a return of Russian gas 
– which we consider unlikely from a 
purely political point of view. 
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EU NATURAL GAS STORAGE 
%

● The positive carryover from the 
previous winter allowed for a full and 
rapid replenishing of storage levels 
last fall. However, tight supply and 
solid demand have contributed to a 
quick drawdown. Thus, the starting 
point for the next cold season is rather 
unfavorable, with storage levels not 
too far off the critical threshold of 
30% by the end of March. 
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NATURAL GAS CONSUMPTION 
BCM

BREAKDOWN OF EUROPEAN NATURAL GAS 
DEMAND (NOVEMBER-FEBRUARY)
BCM

● In January and February, European 
natural gas demand was rather strong 
compared to 2023 and 2024. In 
particular, the main driver was 
residential and commercial demand, 
which was affected by cold snaps and 
less windy weather across the 
continent. Demand from the industrial 
sector, which is still struggling to 
recover from the energy crisis, was 
only marginally higher compared to 
the previous year. 
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Supply keeps 
declining

SUPPLY OF GAS
BCM

RUSSIAN EXPORTS 
TO EUROPE 
THROUGH 
DIFFERENT 
TRANSITS 
BCM

● Natural gas supply in Europe continues 
to decline. Part of this is due to reduced 
flows of Russian gas, particularly after 
the closing of the Ukraine transit. Part 
of it is also due to the positive storage 
legacy from the previous winter. 

● Last GY, LNG imports amounted to 
about 110bcm and roughly half came 
from the US. Given the rigidity of gas 
supply via pipeline, LNG will remain the 
key factor to address possible demand 
increases going forward, especially 
since we do not expect Europe to 
increase its purchases of Russian gas in 
the near term for a matter of political 
opportunity. In our view, it is possible 
that the European Commission will 
push to increase purchases of US LNG, 
but this would risk increasing the 
dependency on Washington.  
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EU NATURAL GAS STORAGE 
(%)

● Europe will end the cold season with a 
significant storage gap compared to 
the previous two years. Overall supply 
has also declined, with Russian gas 
flows having decreased gradually. 

● The only way to address demand 
needs next year is to increase imports 
of LNG.  To outbid Asian countries, 
Europe will have to pay a premium. In 
our view, given how tight balances are, 
EUR 50/MWh will be a floor for the 
market. We do not expect the EU to 
revise its storage requirements in 
2025, forcing countries to refill their 
storages during spring and summer – 
thus boosting demand and prices. 
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Not a benign 
year ahead for gas
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Assumptions:
● Supply at about 380bcm (the same as during the last gas year)
● Good scenario: demand at 380bcm, down from 402 bcm in 2024-2025
● Bad scenario: demand at 402bcm, the same as in 2024-2025
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STRONG CENTRAL BANK DEMAND IS BEHIND LATEST GOLD RALLY
GOLD SPOT PRICE, GOLD RESERVES OF CENTRAL BANKS AND 10Y US REAL YIELD

● In recent quarters, the relationship 
between gold prices and real yields 
has lost some of its explanatory 
power, as stagnant real interest rates 
should have kept gold prices flat, but 
instead they have continued to rise. 
This has been driven by strong 
demand from central banks, 
particularly in emerging markets such 
as China and India. 

● Central banks use gold to diversify and 
protect their reserves in times of 
market volatility and to hedge their 
local currencies against devaluation. 
According to the IMF, global central 
bank gold reserves increased by more 
than 10% in 2023 and accelerated to 
more than 20% in 2024.

Source: Bloomberg, IMF, The Investment Institute by UniCredit

Purchases by central 
banks behind rising 
gold prices
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SILVER TO 
REGAIN GROUND

SPOT PRICE
USD PER OUNCE

● The silver rally was mainly driven by 
its status as a precious metal and by 
strong industrial demand from the 
technology, photovoltaic and auto 
sectors. However, the performance of 
silver recently lagged behind that of 
gold, indicating catch-up potential. We 
see upside for a range of USD 35-40 
per ounce. 

Source: Bloomberg; The Investment Institute by UniCredit
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WEAK GLOBAL GROWTH MOMENTUM AND GEOPOLITICS WEIGH ON STEEL PRICES

● The Chinese government intends to 
restructure its steel industry via 
production cuts to address excessive 
production capacity. This, together 
with the latest US tariffs of 25% on all 
steel shipments to the US, should 
offset the weak global growth 
momentum, with the odds in favour of 
moderately higher steel prices. 
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Despite moderate 
demand, steel prices are 
facing upside risks amid 
US tariffs and Chinese 
production cuts
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LME COPPER & STOCK

● The Trump administration ordered an 
investigation into copper imports 
under Section 232, which could push 
the metal’s price higher.

● A secular decline in copper inventories 
should continue to support prices, 
while the recent rise in inventories 
points to an increasing risk of 
oversupply in the market in the 
coming months. On balance, copper is 
therefore likely to trade in a range 
between USD 9,500/mt and USD 
9,800/mt throughout 2025.  
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Copper between the 
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DECLINING INVENTORIES ARE PUSHING LME PRICE HIGHER
LME INVENTORIES (TSD TONS, LS) VS. LME SPOT PRICE (USD/T, RS)

● Aluminium inventories have declined 
amid pre-emptive purchases in 
anticipation of tariffs by the Trump 
administration. 

● Going forward, international 
aluminium prices will be affected by 
forces moving in the opposite 
direction: potentially lower US 
demand due to higher tariffs and 
potentially higher demand in Europe 
due to rising defence spending. Overall 
prices could range from USD 2,700-
2,800/t, with risks to the upside.  
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Legal 
Notices

https://www.the-investment-institute.unicredit.eu/en/glossary

https://www.the-investment-institute.unicredit.eu/en/conflictsofinterest-positiondisclosures

GLOSSARY

Terms used in the report are available on our website: https://www.the-investment-institute.unicredit.eu/en/glossary.

MARKETING COMMUNICATION

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and UniCredit Bank GmbH (hereinafter jointly referred to as the 
“UniCredit Group”) is addressed to the general public and is provided free of charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit 
Group or, even less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an investment research or financial analysis 
since, in addition to the lack of content, it has not been prepared in accordance with legal requirements designed to promote the independence of investment research, and it is not subject to any 
prohibition on dealing ahead of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or transactions detailed herein. Relevant disclosures of interests and 
positions held by UniCredit Group are available at: https://www.the-investment-institute.unicredit.eu/en/conflictsofinterest-positiondisclosures. Any estimates and/or assessments contained in 
this publication represent the independent opinion of the UniCredit Group and, like all the information contained therein, are given in good faith on the basis of the data available at the date of 
publication, taken from reliable sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and truthfulness of which the 
UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry out their own investment assessments in a completely autonomous and independent 
manner, relying exclusively on their own considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation. Investment 
involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also be noted that:  

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. If the investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly according to changes in exchange rates and have an 
undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the event of bankruptcy of the issuer, the investor may lose the 
entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect against a loss. 

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this document, including, but not limited to, damages due to losses, 
lost earnings or unrealised savings. The contents of the publication – including data, news, information, images, graphics, drawings, brands, and domain names – are owned by the UniCredit Group 
unless otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not allowed to reproduce its contents, in whole or in part, 
on any medium, copy them, publish them and use them for commercial purposes without prior written authorisation from UniCredit Group unless if purposes of personal use only.
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