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Executive Overview

Global macro conditions over the past fortnight have been marked by a widening divergence between
resilient financial markets and increasingly fragile real-economy signals. In the United States, weaker
employment data, a rebound in mortgage demand, and softer producer prices have emboldened bond
investors to price in roughly 75 basis points of Federal Reserve cuts by year-end. Yet the inflation picture
remains mixed, with August CPI surprising on the upside, driven by housing and tariff-inflated durable
goods. This tension between easing labor conditions and sticky prices will likely define the Fed's
trajectory through Q4.

China’s trade surplus expanded to $102.3 bn in August, aided by stronger ICT exports, but the 33%
plunge in shipments to the United States underscores the structural challenges of a decoupling global
supply chain. Domestically, weak property investment and slowing retail sales suggest consumption risks
remain acute. Europe presents its own fragility: Germany’s industrial rebound was offset by falling energy
output, narrowing its trade surplus and exposing structural competitiveness gaps.

Meanwhile, commodities and capital markets highlight investor repositioning: oil inventories rose even as
demand improved, while gold’'s extraordinary 39% YTD rally reflects persistent uncertainty. Investors are
already rotating into industrials, clean energy, and housing equities in anticipation of a global rate-cut

cycle.

Key Takeaway

The global economy is entering a delicate transition: disinflation is taking hold, central banks
are preparing to ease, but structural headwinds from trade frictions, energy constraints, and
housing imbalances remain unresolved. Investors are navigating not a straight-line recovery,
but a staggered realignment where policy pivots, sectoral rotations, and geopolitical frictions
will determine the winners of the next cycle.
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The Fed’'s Dilemma: Inflation Plateau, Labor Market Cracks

The U.S. economy is entering a transitional phase in which monetary policy expectations are being
reshaped more by labor market dynamics than by inflation prints alone. Over the past fortnight, Treasury
markets have rallied sharply as investors priced in a cumulative 75 basis points of Fed easing by year-
end. The move has been supported by softer employment data: initial jobless claims surged to 263,000,
the highest since October 2021, and the four-week moving average climbed to 240,500. Such readings
signal that labor market resilience, a key pillar of the Fed's “higher for longer” stance, may be eroding
faster than anticipated. This deterioration has added conviction to a dovish pivot, even as headline
inflation data remain uneven.

Price dynamics, however, complicate the policy outlook. August CPI rose 0.4% MoM, overshooting
expectations, while core inflation held steady. Housing costs remain a stubborn driver, and tariffs on
imported goods such as used cars are amplifying consumer price pressures. At the same time, the
Producer Price Index slipped 0.1% MoM, bringing YoY growth down to 2.6% from 3.3% in July. The
divergence — sticky consumer prices against moderating producer costs — raises questions about the
durability of the disinflation trend and leaves policymakers in a delicate balancing act.

Figure 1: U.S. Economy Continues to Heat Up, While China Cools Down
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Source: Data sourced from Yahoo! Finance as on September 19, 2025. AGSPC — S&P 500 Index (US Large Cap), DJIA — Dow Jones Industrial Average (US Industrials), AIXIC —
NASDAQ Composite Index (US Tech), ARUT - Russell 2000 Index (US Small Cap), AFTSE — FTSE 100 Index (UK Large Cap), ASTOXX50E — EURO STOXX 50 (Eurozone Equities),
AN225 — Nikkei 225 Index (Japan Equities), VEMAX — Vanguard Emerging Markets Stock Index Fund (Emerging Markets Equities).

Household demand adds another wrinkle. Consumer credit expanded by $16 billion in July, led by a $10.5
billion surge in revolving credit, while mortgage activity jumped 9.2% in early September as 30-year fixed
rates fell to 6.49%. The rebound in housing finance suggests that even modest rate relief can unleash

pent-up demand, potentially limiting the extent of Fed cuts if growth momentum proves self-sustaining.
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In parallel, the Treasury’s newly announced buyback program is poised to alter the shape of the yield
curve by reducing longer-term supply, potentially compressing term premia and complicating the
transmission of monetary policy through duration markets.

Taken together, the Fed faces a challenging policy mix: softening labor conditions that argue for pre-
emptive easing, inflation stickiness that cautions against over-accommodation, and financial markets
that have already front-run aggressive rate-cut expectations. The central bank risks either undermining
its inflation-fighting credibility or falling behind the curve on growth support. Investors, for their part, are
positioning for a rate-cut cycle that may prove shallower and more data-dependent than current market
pricing implies.

Figure 2: Yield Curves of Major Global Economies
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Source: Data sourced from Yahoo! Finance on September 19, 2025.

China and Asia: Surplus Strength, Domestic Fragility

China’s external position has temporarily strengthened, but the underlying dynamics remain fragile. The
country posted a $102.3 billion merchandise trade surplus in August, its second-highest monthly figure
on record, driven by a 4.4% year-on-year increase in exports. Gains in ICT shipments and intermediate
goods sustained the headline, yet the regional and product mix tells a less reassuring story. Exports to
the United States collapsed 33% YoY, underscoring the structural decoupling of Sino-American trade. As
the U.S. diversifies supply chains and tariff regimes remain in place, China'’s reliance on regional and
South-South trade has intensified, leaving its surplus vulnerable to shifts in demand outside the
advanced economies.
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Domestically, the weakness is starker. Fixed-asset investment growth slowed to just 0.5% YTD, dragged
lower by the prolonged property sector downturn. Developers remain constrained by tighter funding
conditions, while consumer sentiment shows little sign of re-acceleration. Retail sales growth, at 3.4%
YoY, lags both historical averages and policy aspirations, suggesting that the hoped-for pivot from
investment-led to consumption-led growth is faltering. These pressures have triggered louder calls for
targeted fiscal and monetary support, but policymakers continue to favor piecemeal interventions over
broad stimulus — a strategy that preserves financial stability at the cost of near-term growth
momentum.

Elsewhere in Asia, resilience is more visible. Taiwan’s August trade surplus surged to $16.8 billion,
reflecting robust ICT export orders that continue to ride the semiconductor cycle. The Central Bank of
the Republic of China held its policy rate steady at 2.0%, signaling confidence in external demand
conditions while keeping monetary space in reserve should global headwinds intensify. India, meanwhile,
reported a narrowing trade deficit alongside a modest re-emergence of wholesale price inflation (+0.52%
YoY), led by food prices. While this may prompt a mildly hawkish turn from the Reserve Bank of India,
growth indicators remain comparatively stable, underscoring India’s differentiated position as both a
cyclical and structural outperformer in Asia’s macro landscape.

Figure 3: Major Global Markets (YTD)
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Source: Data sourced from Yahoo! Finance as on September 19, 2025. AGSPC — S&P 500 Index (US Large Cap), DJIA — Dow Jones Industrial Average (US Industrials), AIXIC —
NASDAQ Composite Index (US Tech), ARUT - Russell 2000 Index (US Small Cap), AFTSE — FTSE 100 Index (UK Large Cap), ASTOXX50E — EURO STOXX 50 (Eurozone Equities),
AN225 — Nikkei 225 Index (Japan Equities), VEMAX - Vanguard Emerging Markets Stock Index Fund.
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Asia thus presents a bifurcated picture: China, the region’s heavyweight, faces entrenched domestic
fragilities and external rebalancing, while its neighbors leverage export competitiveness and resilient
domestic demand to offset global volatility. The risk for investors is that China’s malaise exerts a
gravitational pull on regional growth, even as markets reward selective exposures to economies and
sectors less tethered to the property cycle or U.S. demand.

Figure 4: Emerging Market Bonds Significantly Outshine Other Major Economies on a YTD basis
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Source: Data sourced from Yahoo! Finance as on September 19, 2025. Australia — iShares Core Composite Bond ETF (GOVT.AX), United States — iShares U.S. Treasury Bond ETF
(GOVT), United Kingdom — iShares UK Gilts ETF (IGLT.L), Japan — Daiwa ETF-TOPIX Mid Small (2621.T), Canada — iShares Canadian Government Bond Index ETF (XGB.TO), China
— VanEck China Bond ETF (CBON), Eurozone — iShares Global Government Bond EUR Hedged ETF (XGLE.L), Global — Vanguard Total World Bond ETF (BNDW), Emerging Markets
— VanEck J.P. Morgan EM Local Currency Bond ETF (EMLC)

Europe: Industrial Pulse vs. Energy Constraints

Europe’s economic outlook remains caught between pockets of industrial resilience and persistent
structural drags from energy and external demand. Germany, the region’s growth anchor, posted a 1.3%
rise in industrial output in July, led by a striking 9.5% surge in machinery and equipment production. On
the surface, this suggests that Europe’s capital goods sector retains global competitiveness, particularly
in specialized engineering exports. Yet the rebound was uneven: energy production fell 4.5%, reflecting
both structural supply constraints and subdued demand. More troubling, Germany’s trade surplus
narrowed, as weaker orders from both the United States and China underscored the fragility of its
export-led model.

The policy backdrop offers little relief. The European Central Bank kept rates on hold in its September
meeting, acknowledging softer growth momentum but warning against declaring victory on inflation.
Producer price data showed headline deflationary pressure, yet core industrial costs rose 0.8% YoY,
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highlighting pockets of stickiness that complicate any pivot to a more dovish stance. The ECB’s
reluctance to ease prematurely reflects a delicate balance: cutting too soon risks reigniting price
pressures, while holding steady risks exacerbating Europe’s already fragile growth pulse.

Beyond Germany, fiscal vulnerabilities are reasserting themselves across the continent. The United
Kingdom reported £18 billion in public borrowing in August, one of the highest on record, lifting debt-to-
GDP further into uncharted territory. Elevated gilt issuance has added to sovereign supply concerns at a
time when foreign demand for European bonds is softening, widening spreads and raising borrowing
costs for households and corporates alike. Meanwhile, continental economies continue to struggle with
energy transition bottlenecks: elevated electricity costs and limited investment in storage and grid
infrastructure remain persistent headwinds to industrial competitiveness.

Taken together, Europe remains in a precarious middle ground. Industrial segments can deliver tactical
upside, but the broader macro picture is constrained by structural energy costs, tight fiscal space, and a
central bank boxed in by competing mandates. For investors, this implies a selective rather than
thematic approach to European exposures, with opportunities concentrated in niche industrials and
exporters able to diversify beyond the region’s weakening demand core.

Commodities, Credit, and Capital Markets

Global commodities and credit markets are sending mixed signals, reflecting the tension between
slowing macro momentum and forward-looking expectations of policy easing. In energy, U.S. crude
inventories rose by 3.9 million barrels in August, suggesting supply remains ample relative to demand. Yet
product consumption rose 2% year-on-year, pointing to a still-resilient demand base. This divergence
has kept oil prices in a holding pattern, oscillating between near-term oversupply concerns and medium-
term optimism tied to prospective rate cuts and potential restocking in emerging markets. Investors
remain cautious: while demand is steady, price risks are skewed to the downside absent a sharper
recovery in global industrial activity.

Gold has decisively broken away from this ambivalence, surging 39% year-to-date — its strongest rally
since 1979. The drivers are manifold: persistent inflation fears, elevated geopolitical risk, and the re-
pricing of U.S. interest rates have all fueled the move. Critically, gold’s rally suggests a market increasingly
skeptical that disinflation trends are durable or that monetary easing will be sufficient to safeguard
growth without reigniting inflation. This dynamic has also drawn in retail and institutional flows seeking a
portfolio hedge, reinforcing a feedback loop that has propelled bullion well above traditional valuation
anchors tied to real yields.

Credit markets, by contrast, are behaving as if the easing cycle has already begun. Investment-grade
spreads have compressed, and high-yield issuance has picked up pace, supported by investor appetite
for carry and confidence in still-low default rates. This dovish positioning is mirrored in equity sector
rotation: industrials, clean energy, and housing-related equities are attracting flows, consistent with
expectations of a “rate-cut rally.” At the same time, speculative dynamics are visible. Short-seller activity
has intensified in higher-beta names, including recently listed tech firms, where skepticism about
sustainability has triggered sharp positioning against elevated valuations.
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Figure 5: Gold Continues its Rally Amid Other Commodities Dropping
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Source: Data sourced from Yahoo! Finance as on September 19, 2025. Crude Oil (WTI) — NYMEX WTI Crude Oil Futures (CL=F), Crude Oil (Brent) — ICE Brent Crude Oil Futures
(BZ=F), Natural Gas — NYMEX Natural Gas Futures (NG=F), Gold — COMEX Gold Futures (GC=F), Wheat — CBOT, Wheat Futures (ZW=F), Corn — CBOT Corn Futures (ZC=F),
Soybeans — CBOT Soybean Futures (ZS=F), Coffee — ICE Coffee C Futures (KC=F), Sugar — ICE Sugar No.1l Futures (SB=F), Cotton — ICE Cotton No.2 Futures (CT=F), Commodity
Basket — Invesco DB Commodity Index Tracking Fund (DBC), Agriculture Basket — Invesco DB Agriculture Fund (DBA).

In capital markets more broadly, the interplay of policy expectations and structural themes is reordering
investor preferences. The U.S. Treasury’s buyback program, by reshaping the supply profile of the curve,
may compress long-term yields and influence portfolio duration choices, while sector-specific narratives
— such as Oracle’s revenue surprise lifting Bloom Energy — highlight how cross-asset spillovers are
increasingly shaping tactical flows. Markets thus sit at an inflection point: credit buoyancy and gold'’s
safe-haven bid coexist uneasily, suggesting that investors are hedging against a two-tailed distribution —
one where central banks succeed in engineering a soft landing, and another where inflation and growth
risks collide in ways that policy may struggle to contain.

Sectoral Rotations and Market Positioning

The current juncture in financial markets is defined less by broad index performance and more by
sectoral rotation as investors recalibrate portfolios to align with shifting policy expectations and cyclical
dynamics. The narrative of a “late-cycle economy” — slowing but not yet contracting — is leading
allocators to favor rate-sensitive and defensive exposures, while tactically trimming high-beta growth
positions. This rotation is not uniform but instead reflects nuanced positioning that blends carry
opportunities in credit, cyclical re-rating in industrials, and continued hedging through commodities and
volatility strategies.
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Figure 6: Major Global Currencies Continue to Appreciate Against the U.S. Dollar
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Source: Data sourced from Yahoo! Finance as on September 19, 2025.

In equities, the clearest signal comes from housing-related and clean-energy sectors. Both have staged
meaningful rallies over the past quarter, underpinned by falling mortgage rates and the prospect of fiscal
incentives sustaining capital investment in renewables. Housing equities, long suppressed by affordability
constraints, are now benefiting from incremental relief as 30-year mortgage rates retreated by nearly 70
basis points from their 2023 peak. Meanwhile, clean-energy funds have recorded inflows for three
consecutive months, a reversal from last year’s drawdowns. Together, these moves underscore how
sector allocation is increasingly driven by the interplay of policy easing and structural themes, rather
than by the broad earnings cycle alone.

Industrials are another focal point of investor re-risking. This sector is positioned to gain from both
infrastructure outlays and the inventory restocking cycle that typically accompanies rate cuts. The bid
for industrials is also consistent with credit-market optimism, where spreads have narrowed, suggesting
a belief that corporate balance sheets remain resilient and financing costs will decline further. At the
same time, the rotation away from mega-cap technology into mid-cap cyclicals suggests that investors
are actively diversifying sources of return in anticipation of narrower market leadership. This represents a
notable shift from the dominance of technology in driving equity indices through much of the last cycle.

Figure 7: All S&P 500 Sectors Registered Positive Performances, Led by Communication Services & Industrials
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Figure 8: Global Asset Class Performance — Gold Heating Up
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Source: Data sourced from Yahoo! Finance as on September 19, 2025. US Equity — Vanguard 500 Index Fund (VFIAX), US Bonds — Vanguard Total Bond Market Index Fund
(VBTLX), Australian Equity — Vanguard Australian Shares Index ETF (VAS.AX), Canadian Equity — Vanguard FTSE Canada All Cap Index ETF (VCN.TO), Japanese Equity — iShares
MSCI Japan ETF (EWJ), Gold — iShares Gold Trust (IAU), REIT — Vanguard Real Estate Index Fund (VGSLX), Commodities — S&P-GSCI Commodity Index Future (GD=F).
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Yet positioning also reveals skepticism. Short interest has risen sharply in newly listed technology
companies and speculative growth names, where valuations remain elevated despite a less favorable
macro backdrop. Hedge funds, in particular, have increased their net short exposure in the IPO cohort,
highlighting that while credit and cyclicals are benefiting from optimism, speculative excesses are being
challenged. This “barbell” positioning — long duration-sensitive and cyclical sectors, short speculative
growth — epitomizes the hedge-heavy character of today’s market. It reflects a desire to capture upside
from policy easing while simultaneously insulating portfolios from the risk that inflation, growth, or
geopolitical surprises could derail the consensus soft-landing view.

Conclusion — The Global Economy at a Pivot Point

The macro backdrop is entering a decisive transition. Policy divergence across the Fed, ECB, and major
Asian central banks is beginning to narrow, tilting toward a synchronized easing bias as labor markets
soften and inflation momentum wanes. Yet, the growth picture remains fractured. China’s structural
headwinds — from property market weakness to declining U.S. trade flows — contrast sharply with
Taiwan’s export resilience, underscoring the uneven beneficiaries of global supply-chain realignment.

Europe remains stuck in a “growth without energy security” loop, where industrial rebounds are capped
by high input volatility and limited external demand. Meanwhile, the United States faces its own balancing
act: expectations of Fed easing are fueling a “rate-cut rally” across equities and credit, but sticky housing
and service-driven inflation temper the room for aggressive policy cuts.

Markets are already front-running this pivot. Investor positioning shows a rotation into rate-sensitive
sectors — industrials, clean energy, and housing-linked equities — alongside surging demand for gold and
short-duration fixed income. The path ahead is not linear: geopolitical risks, fiscal strains, and divergent
inflation dynamics will continue to inject volatility. But the through-line is clear: the global economy is at a
pivot point, and asset markets are actively pricing in a world where growth slows, rates fall, and policy
credibility remains the ultimate anchor.
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