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In summary

e Fed: taking it slow after the jumbo cut... and the elections. The Fed is set to cautiously
continue easing monetary policy, with a 25bps rate cut likely at the next FOMC meeting on 6-
7 November after the US elections. Key economic indicators show a resilient economy, while
core inflation remains sticky in rentals. Strong immigration flows have expanded the labor
force and prevented inflation from re-accelerating despite loose overall financial conditions.
But the reversal of these flows at the US-Mexico border following Biden’s executive order in
June could re-ignite inflationary pressures by at least +0.2pp in 2025 if financial conditions
remain as loose as they are currently. This means that the Fed will proceed gradually with
rate cuts next year (25bps at each meeting from November 2024 until June 2025), bringing
the Fed Funds Rate down to the 3.25-3.5% range.

o UK budget: the Reeves moment. As expected, the Labour government’s autumn budget
relies on new tax hikes of up to GPB40bn to fund additional public investment and public
services such as the NHS over the next five years, although they will be introduced gradually.
In total, we estimate a fiscal impulse of -0.4% GDP in 2025 and broadly neutral in 2026. With
the investment-to-GDP ratio set to hitits highest level since 1992 in 2026, the budget is overall
a net positive for the UK'’s long-term growth prospects from 2026 onwards, thanks to the
strong growth effect of investment.

e Eurozone GDP: Spain and France on the fast track while Germany and Italy are stuck in
the slow lane. The Eurozone economy grew by +0.4% g/q in Q3 2024, slightly exceeding
expectations. France (+0.4%) and Spain (+0.8%) outperformed, driven by strong private
consumption, while Germany (+0.2%) remained sluggish and Italy stagnated, with domestic
demand failing to gain momentum in both countries. For the Eurozone, we expect growth to
stay slightly above potential, driven by consumption and investment. Meanwhile, inflation in
October moved up to 2.0% y/y from 1.7% last month (core stayed put at 2.7%), which confirms
our view of an ordinary 25bps cut for the ECB in December, contrary to recent rumors calling
for a potential 50bps cut ahead. However, the upcoming US election could potentially also
shift our forecasts for the Eurozone.

e US elections: brace for market volatility before and after 5 November. With polls
leaning again towards a Trump win at the US election next week, markets are adjusting
accordingly. The US yield curve has shifted up in anticipation of inflationary policies such as
tariffs and tax cuts. Concurrently, oil and gas stocks are surging, while renewables struggle,
and Bitcoin is nearing its all-time high. Nevertheless, with the election still being a coin toss,
option markets show increased hedging activity from investors who brace for volatility. We
also expect swings in both directions - yields and equities may fall with a Harris win or rise
further with a Trump win.
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Fed: taking it slow after the jumbo cut...and the elections

After a surprise 50bps cut in September, the US Fed is likely to take it slow with a 25bps cut at its next meeting
as core inflation remains stubborn, particularly in services and rentals. Although downside risks to the labor
market and US economy appeared contained, inflation remains persistent. Since September, economic indicators
have generally aligned with our view of economic resilience: GDP expanded by a solid +2.8% annualized in Q3,
while the Weekly Economic Index (Lewis-Mertens-Stock) signals continued GDP momentum in October. The
unemployment rate also edged down to 4.1% in September from 4.3% in July, indicating a resilient labor market.
Meanwhile, headline inflation has been easing, helped by lower energy costs, bringing it close to the Fed's 2% target,
with the Personal Consumption Expenditures (PCE) index rising by 2.2% y/y in September and the Consumer Price
Index (CPI) at 2.4%. However, core inflation remains stubborn, particularly in the services and rental components
(Figure 1), with core CPI holding steady at 3.3% y/y since June. Given this inflation stickiness, we still expect the Fed
will implement a smaller 25bps rate cut at its next meeting on 06-07 November, followed by 25bps cuts at each
meeting until June 2025, bringing the Fed Funds Rate down to the 3.25-3.5% range!. Two key reasons support this
gradual approach: (1) certain inflation components remain elevated while the economy continues to grow, raising
concerns of potential overheating and (2) the possibility of a Trump election victory may make the Fed cautious in
rapidly lowering rates as inflation could require a quick reversal in policy.

Figure 1. US CPI inflation (% year-on-year)
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Loose financial conditions have not reignited inflationary pressures so far, but the fading of supply-side boosters
such as elevated immigration mean that the Fed will likely keep rates high in this cycle. Despite still elevated Fed
interest rates, our weekly financial conditions index (FCI) — which measures the GDP growth impulse of the stock
market, investment grade yields, investment-grade spreads and high-yield spreads — has continued to loosen over
the past couple of weeks (Figure 2). Since the Fed’s jumbo cut on 18 September, our FCI has eased thanks to a
tightening of spreads, though since mid-October interest rates (including corporate yields included in our FCI) have
increased, pushing in the other direction. Broadly speaking, a looser FCI has supported GDP growth in 2024.
However, unlike the ECB, which is facing falling inflation and low GDP growth in Eurozone countries, the Fed has
been enjoying a “divine” combination of strong GDP growth and easing inflation, partly the result of the supply side
of the economy getting a boost from strong immigration inflows. These have supported the growth of the labor
force, which is not fully reflected in official statistics yet. We estimate that the US labor force has grown by 2.6mn
over the past 12 months against 1mn as reported in the household survey?. However, since the passage of the
executive order by President Biden in June, immigration inflows at the US-Mexico border have dropped despite a
recent rebound (see Figure 3).

1 Allianz | Global Economic Outlook 2024-2026. The great balancing act
2 The labor force in the household survey is under-estimated because unauthorized immigrants are not self-reporting. They are
better reflected in the payroll survey.



https://www.allianz.com/en/economic_research/insights/publications/specials_fmo/240930--global-economic-outlook.html

Figure 2: Allianz Research’s weekly financial conditions index
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If financial conditions remain as loose as they are today, declining immigration would push up inflation by 0.2pp
in 2025. If the Fed eases policy too rapidly, financial conditions could ease even further. Against this backdrop, the
ongoing decline of immigration flows following Biden’s executive order tightening border controls — which we think
could push down total US immigration flows by 0.9mn in 2025 relative to 2024 - would mean a rise in job vacancies
but also, to some extent, lower demand. We estimate that the unemployment-to-vacancy (UR) ratio would decrease
inflation, this could push up core
inflation by 0.2pp in 2025. Faced with a fading supply-side boost of immigration, we think that the Fed will proceed

by 0.06pp. In a context of a still non-linear effect between the UR ratio and core
cautiously with rate cuts in 2025 and stop at 3.25-3.5%.
Figure 3: Immigration inflows at the US-Mexico border (thousands, monthly)
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UK budget: the Reeves moment

As expected, the Labour government’s autumn budget will rely on new tax hikes to fund additional public
investment and public services such as the NHS. Chancellor of the Exchequer Rachel Reeves plans to increase
taxes by up to GBP40bn, albeit gradually. Next year (fiscal year 2024-25), they will increase by only GPB1.6bn, but
they will be sharply ramped up from 2026 onwards (Table 1). The largest revenue-raiser for the Treasury will be
increased National Insurance (NI) contributions - a tax which was not part of the Labour manifesto during the
election but was floated in recent weeks. However, small firms will be spared from the additional contributions and
will even benefit from the hike in the Employment Allowance, which allows eligible employers to reduce their NI
liability. Private school fees will rise from January 2025 with the introduction of a 20% VAT charge®. The “non-dom”
status will be removed but will not raise revenues before 2026-27, thanks to a temporary repatriation relief. Capital
Gains Tax (CGT) will rise to 18% from 10% for lower rate taxpayers, and to 24% from 20% for higher rate payers. CGT
on the sale of residential homes will remain steady at 18% to 24%. Business asset disposal relief will rise from 10%
to 14% in April 2025, before rising further to 18% from 2026.

At the same time, funding for public services (including the NHS) will be increased sharply, as well as capital
investment (infrastructure, civil engineering, construction). New investment will also be catalyzed through the
National Wealth Fund, the UK’s newly created sovereign wealth fund. The Chancellor of the Exchequer also
conceded some business tax relief although it is relatively small. To address concerns about the prolonged cost-of-
living crisis, the government decided to remove the planned fuel duty hike next year and to maintain a temporary
cut of 5p per liter for another year.

Table 1. UK autumn budget main policy measures

SPENDING

Public services (incl NHS) 26.5 44.3 55.1
Capital investment -1.7 15,3 23.1
Business tax reliefs 0.0 1.9 0.2

Fuel duty freeze 0.0 3.0 0.9

Spending cuts 11 -1.0 -5.2
TOTAL, net 25.9 63.5 74.1
TAXES

Increased tax compliance & collection 0.3 1.3 6.5

VAT private schools fees 0.5 15 1.7

Abolition of non-dom status 0.0 0 5.9%
Employer NI contributions 0.0 23.7 25.7
CGT 0.0 1.4 25

IHT 0.0 0.0 24

Winter fuel payments 14 15 16

Tax cuts -0.6 -54 0.7

TOTAL, net 1.6 24.0 41.1

* Year 2027/28

Sources: UK Treasury, Allianz Research

3 Traditionally, private schools have been eligible for tax breaks, like the charitable business rate relief, meaning they do not
have to charge VAT on tuition or boarding fees.



In total, we estimate a fiscal impulse of -0.4% GDP in 2025 and broadly neutral in 2026. The investment-to-GDP
ratio will hit its highest level since 1992 in 2026.The fiscal stance will remain restrictive next year despite a planned
GPB26bn increase in spending as total spending will increase a bit less than the potential rate of the economy, with
cuts in current spending. However, in 2026, the spending side of fiscal policy will be expansionary, though this will
be broadly offset by sharp tax increases. As such, we expect the investment-to-GDP ratio to increase to 18.3% in
2025 and 19.6% in 2026 — a marked step up from recent years (Figure 4). On the other hand, we expect the revenue-
to-GDP ratio to increase to 39.1% by 2026.

Figure 4:; Total investment and revenue to GDP ratios (%)
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Overall, we think the budget is a net positive for the UK’s long-term growth prospects: In 2025, we estimate a -
0.5pp growth drag of fiscal policy, followed by +0.4pp boost in 2026. The OBR - the UK'’s fiscal watchdog -
upgraded its GDP forecasts to +1.1% for 2024 and +2% for 2025. The latter is now at the high end of consensus
expectations and close to our bullish forecast of +1.8%. The increase in the NI contributions will be negative for the
economy as it increases labor costs for employers and reduces in-pocket salaries for employees, in turn reducing
incentives to work. There were strong arguments to increase the standard VAT rate instead — a non-distortive tax
which can raise a lot of public money (with some of the proceeds redistributed to poorer households) — but the
government had always ruled this out. Nevertheless, the UK does not have a big tax wedge compared to many
OECD peers (31.3% vs OECD average 34.8%) so the distortive effect of the rise in NI should not be over-stated. On
the spending side, the sharp planned increase in capital investment is clearly positive for the UK economy, which
has a very low (compared to the size of the economy, and outdated stock of capital (Figure 5). The benefit of
increasing investment is probably large for the economy, both for short-term demand and long-term supply: the
OBR estimates that a 1% GDP increase in public investment would immediately boost GDP by 1.9%. On top of that,
new funding for public services — notably the NHS - will be highly beneficial as well by improving overall health
conditions and reducing the backlog of people in the NHS waiting list (outside of the workforce), provided that the
money is well spent. A caveat is the chronic shortage of health workers in the UK. In all, we estimate that the GDP
impact of fiscal policy will be negative by -0.5pp in 2025, but positive from 2026, thanks to the high growth impact
of ramped up public investment.



Figure 5: Capital stock (% GDP)
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Eurozone GDP: Spain and France on the fast track while Germany and Italy are

stuck in the slow lane

The Eurozone economy grew by a robust +0.4% g/q (0.9% y/y) in Q3 2024, accelerating from +0.2% qg/q in Q2
and thereby slightly exceeding consensus expectations (+0.2%) but closer to our own forecast (+0.3%). This
week’s flash estimate does not contain any details as usual, but consumption should have been one of the positive
pillars whereas net exports likely contributed less tailwind than in the first half of this year. On the positive side, this
is now the third quarter with clearly positive growth after an extended period of stagnation in 2023. Going forward,
we expect this trajectory of slightly above potential growth to continue, gradually closing the negative output gap.
Growth should be supported by consumption amid rising real wages, as indicated by a pick-up in consumers’
confidence from yesterday’s ESI survey (Figure 6), and investment which has been lagging for years, but where early
indicators are still pointing to ongoing weakness. Net exports should also give some tailwind while government
consumption is expected to be a drag, given ongoing fiscal tightening (Figure 7).

Figure 6: Economic Sentiment Indicator and GDP
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Sources: LSEG Datastream, Allianz Research

German economic activity unexpectedly rose by +0.2% g/q in Q3 2024, primarily driven by a rebound in
household consumption, which had been weak in prior quarters. This improvement comes from rising consumer
sentiment, fueled by significant real wage growth. However, the manufacturing sector - the backbone of the
German economy — remains in recession, as indicated by PMIs and the ifo business climate survey, while the services
sector shows some resilience. On a positive note, construction confidence has stabilized and even improved with
rising orders over the last few months, aided by declining interest rates. Nonetheless, tightened fiscal policies aimed
at adhering to the debt brake are dampening government spending and investment. International trade remains
sluggish due to still low global demand, although exports are beginning to recover. Since the pandemic, Germany
has lagged behind other Eurozone countries and remains a notable outlier with stagnant growth (Figure 8).

France's GDP edged up by a solid +0.4% qg/qg in Q2, supported by an Olympics-related boost to services
production and consumption (sales of tickets and broadcasting rights). Underlying growth (excl. the Olympics
effect) was much weaker at around +0.2%, according to The National Institute of Statistics and Economic Studies
(INSEE). However, the composition of GDP was mixed. On the positive side, consumer spending on goods showed
signs of strengthening, notably on textiles and food, though car sales were weak. Construction output stabilized
after several quarters of deep contraction, thanks to a revival in infrastructure spending. On the negative side,
residential investment remained in the doldrums (-0.9%) and non-financial corporate investment slipped (-1.4%)
because of still tight financial conditions, weak domestic and foreign demand for goods (goods exports declined).
Political uncertainty likely also weighed on investment, though public demand continued to support activity.

Italy’s economic activity stagnated in Q2, falling short of both our expectations and the consensus forecast
(+0.2% g/q). The feared post-Superbonus headwinds are partly to blame. The domestic component contributed
positively to growth, while net exports dragged down overall activity. This preliminary estimate follows a recent
revision of the national accounts, which indicated a higher level of activity for 2021-2023. However, this also means
that the carry-over effect for 2024 is only 0.4%, potentially leading to a "mechanical” downward revision of our 2024
GDP forecast (+0.8% in the latest scenario).

Meanwhile, Spain continues to stand out when it comes to economic performance, posting another solid +0.8%
g/q expansion in Q3. GDP is now 6.6% above pre-pandemic levels and Spanish growth is double the Eurozone
average. Domestic consumption gained some ground: household spending grew by +1.1% g/q and public
consumption by +2.2%. At the same time, investment decreased by -0.7%, partly due to the slow absorption of NGEU
funds (EUR48.3bn has been received so far, which is 30% of the total allocation). Finally, exports and imports of
goods and services increased by +0.9% and +1.2%, respectively, still signaling strong revenues from tourism activity
during the summer. Although we expect the pace of growth to cool in the coming quarters, Spain’s GDP will continue
to outpace that of its Eurozone peers (Figure 8).



Figure 7: GDP contributions (EZ, DE, IT contributions for Q3 are Allianz Research estimates) %
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Figure 8: Real GDP level , index (2019 Q4 = 100)
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Meanwhile, inflation in the Eurozone surprised to the upside in October by moving up to 2.0% y/y from 1.7% in
September (Figure 9). Core inflation stayed put at 2.7% y/y but both numbers were slightly above consensus and
our estimates. Unfavorable base effects played a role but it was again services inflation that failed to decelerate
and stayed unchanged at 3.9% y/y - a level around which it has hovered for a year now without showing any signs
of deceleration. At the same time, energy deflation continued currently printing at -4.6% y/y.

German CPI rose to +2.0% year-on-year in October, up from +1.6% in September, reflecting a month-on-month
increase of +0.4%. Despite this uptick, disinflationary pressures remained evident, particularly with energy prices
declining by -5.5%. But pressures are also increasing again: while food prices saw anincrease to +2.3%, core inflation
also rose, reaching +2.9% compared to +2.7% the previous month. Goods inflation edged up from disinflationary in
the previous month to +0.4% due to higher import costs. Meanwhile, services inflation increased to +4.0%, up from
+3.8% in September, and is expected to remain elevated as wages are projected to grow further.

In France, inflation remained very low in October at +1.2% (+0.1pp from September). It was pushed up by easing
deflation in the energy sector (where deflation eased from -3.3% y/y to -2% y/y). Food and goods inflation continued
to be very soft at +0.6% and -0.2%, respectively. Meanwhile, services inflation continued to ease at +2.2% y/y (-
0.2pp), its lowest level since February 2022. Softening wage growth and business surveys point to French inflation
continuing to be well anchored below 2% heading into 2025.

As expected, Italy’s inflation picked up slightly in October to 0.9% y/y from 0.7% a month earlier while price pressures
over the month were muted. The small acceleration in inflation mainly reflects higher food prices (from +1.1% y/y to
+2.4%), which offset the further decline in energy prices (from -8.7% to -9.1% y/y). Encouragingly, services prices
softened.

Spain’s flash inflation increased to 1.8% y/y in October from 1.5% a month earlier, mainly due to an increase in fuel
prices as well as a rise in electricity and gas prices (which had decreased in October 2023). Core inflation picked up
slightly to 2.5% from 2.4%.



Figure 9: Inflation across Eurozone economies, % y/y
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The Eurozone is certainly grappling with idiosyncratic challenges, but it cannot overlook the upcoming major
political event ahead. A potential Republican victory in the upcoming US election next week and the
consequential implementation of higher tariffs will likely be felt on the other side of the Atlantic. However, the
impact is expected to be limited as other factors would counter the downside risks to growth: Lower oil prices and
a pick-up in trade with the rest of the world could largely counterbalance the drag from diminishing US demand
for European goods. Lower inflation is likely to speed up rate cuts by the ECB, which again gives some tailwind to
growth. The bottom line: We expect Eurozone GDP and inflation to be around 0.1-0.4pp below our current outlook
for 2025 and 2026 (1.4% growth, 2.0% inflation each), depending on the magnitude of a potential trade war.

US elections: brace for market volatility before and after 5 November

As the odds rise for a Republican win at next week’s US elections, the so-called Trump trade has gained
momentum again. In recent weeks, polls and betting markets have significantly shifted towards a Republican win
in next week’s US elections. Against this backdrop, the so-called Trump-trade has gained momentum again. Rising
long-term inflation expectations have pushed the US yield curve upwards (Figure 10). Another reason for higher
government bond yields are rising risk premia as a Trump presidency, and in particular a Republican sweep, looks
likely to be fiscally expansionary on top of already wide deficits. The Trump trade has also led to a notable
adjustment across sectors. Fossil fuel stocks have surged, for example, while renewable energy stocks have suffered
(Figure 11). Besides, the stocks of companies that stand to benefit from higher tariffs (summarized under the so-
called American reshoring index) have also gained, along with the stocks of small and medium enterprises (Figure
12). At the same time, Bitcoin is close to a new all-time high since Trump has repeatedly shown his support for
cryptocurrencies and Bitcoin in particular?,

4 See our latest global economic outlook for an in-depth view of the outlook for the US economy: Global Economic Outlook
2024-2026: The great balancing act.
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Figure 10: Trump - Harris polling vs long-term inflation expectations and 10y government bond yields
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Figure 11: Oil & gas vs renewables and election polls
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Figure 12: Global equity market indices (rebased to 100)
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As the election outcome is still a coin toss, markets are bracing for volatility. Even though the chances of a Trump
win have increased recently, the current odds are still quite close. This means markets will have to readjust no matter
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who wins. Consequently, this uncertainty has led to a notable increase in expected volatility across asset classes.
Hedging activity in options markets has risen sharply, indicating that investors are preparing for potential market
swings. In equity markets, the VIX index, which is based on options used to hedge moves of the S&P500 in the next
thirty 30 days, has significantly risen above the recent realized volatility (Figure 13). In a similar fashion, the MOVE
index, which measures expected volatility in US Treasuries based on options, is now significantly above the realized
volatility (Figure 14). This unusual pattern shows that markets anticipate increased volatility ahead.

Figure 13: Realized and expected volatility of the S&P500
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Figure 14: Realized and expected volatility of the 10-yr US Treasury
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If the US sneezes, Europe will catch a cold. A politically driven volatility spike in the US is likely to cross borders
and have repercussions for European assets as correlations across the pond, especially for risky assets, tend to
converge towards one in downside or high-volatility regime scenarios. However, initial conditions matter, despite
the similar behavior seen until mid-2024 as global trends such as central banks’ dovish cycle, reshoring, artificial
intelligence, defense and the climate drove performance. As of June 2024, domestic issues in Europe, poor
economic performance and exacerbated political instability, particularly in France, limited performance. This
means that despite the historic correlation between US and European assets in downside moves, the case for
much lower European equities is feebler than for US equities, building both some cushion and also offering
stronger valuation-driven arguments, at least in the short-run, in case of a sizeable market correction.
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The economic agendas of both candidates differ substantially so financial markets will quickly react- one way
or the other®. With a more aggressive approach to tariffs, tax cuts and deregulation of the oil and gas sector,
Trump’s economic policies suggest inflationary pressures ahead®. In contrast, Harris's agenda leans towards
moderate fiscal tightening and social spending aimed at economic recovery. The stark differences in these economic
outlooks will be reflected in the market response next Wednesday but also further down the road. Table 2
summarizes our view of the lower and upper range of possible outcomes. We assign a 50% ex-ante likelihood of
policy continuity, which would involve moderate fiscal tightening and tariff increases, primarily targeting China. This
scenario is largely aligned to a democratic election victory next week. In case of a Republican victory, and
depending on whether the party secures only the presidency or also the Congress, the greater the risk of a downside
scenario for markets (20% probability). This downside scenario includes the outbreak of a full-scale trade war, with
effective tariffs in the US rising to 12% and repercussions from other nations including China and the Eurozone,
stricter immigration and a resulting weaker economic growth and a larger deficit.

In the fixed income space, we expect even higher yields in case of a Trump win, and the opposite if Harris wins.
Should Trump secure victory, a potentially disruptive trade war could push annual inflation towards 4% again in
2025, implying that the Fed will be reluctant to proceed with the 140bps of rate cuts currently priced in. Despite a
significant slowdown of the US economy, the Fed could even be forced to raise policy rates again. If markets were
to rapidly price in such a scenario after a potential Republican sweep, we would likely see an upward shift of the
entire US yield curve. Given the combination of a higher-for-longer Fed outlook and significant fiscal slippage,
markets would push both short and long-term US yields upwards. The risk of a Truss-like moment in the US cannot
be ruled out.” Hence, in our downside scenario, we would see 10y yields rising by another 40bps from the current
4.2% level before backpaddling towards the end of the year as there would probably be some softening voices
either by the Fed or by Trump himself in such a scenario. In Europe, the bond reaction would be much more muted
as a disruptive US trade policy would dampen European economic growth slightly without increasing inflation,
prompting continued or even accelerated ECB rate cuts. However, due to the high correlation between German
bunds and US Treasuries (beta of around 0.3), some short-term upward movement in German 10-year yields is
possible after the elections. Similarly, Eurozone government bond spreads may widen in a riskier environment but
as the risk is US-driven, the impact would be smaller. Italian-German 10-year spreads could widen by 20-30bps in
such a scenario.

5 See our report What to watch: 20 September 2024 for an overview of the candidates’ diverging climate policies.

6 See our report Trumponomics: the sequel for the economic impact under different Trump scenarios.

7 In September 2022, UK prime minister Liz Truss announced policies that worsened the fiscal outlook. In less than 10 days, UK
10y yields rose by more than 130bps to 4.5%.
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Table 2: Capital markets scenario summary

US Elections Capital Markets Scenarios

. Harri lit ) i
Bemeciaic Sweep Trump W/ spllt . REpUb“ccn Sweep

Latest Data Baseline (50%) Downside (209)
point (29" Policy Continuity Disruptive trade policy

N N = N 2 = == T

Market Indicators
(eoy figures)

Fixed Income — Government

10y UST yield % 43 39 37 37 43 (4.6) 4.4 34
10y Bund yield % 2.3 23 22 2.2 23(25) 2.0 17
10y BTP spread bps 123 130 120 100 130 (150) 190 160
EMHC spread bps 190 230 220 210 230 (280) 360 290
Fixed Income — Corporate

US |G Credit spread bps 84 100 90 85 110 (130) 200 160
EURIG Credit spread bps 101 120 110 100 130 (140) 180 150
Equities

S&P 500 y/y%-TR 24 13 8 9 11(7) =il 10
Eurostoxx y/y%-TR 11 10 8 7 94 -13 8
MSCIEM in USD y/y% - TR 14 7 7 8 6(3) -19 8
FX

EURUSD $ per€ 1.08 1.10 110 111 1.07 (1.02) 1.03 1.07

Sources. LSEG Datastream, Allianz Research

Note: Election outcome colors indicate the economic / market scenarios attached to that political outcome. Our third scenario, a
contained trade war in case of a more pragmatic Trump presidency (25% likelihood before elections but higher conditional
likelihood if a Republican president is elected) falls between the two extreme scenarios in terms of both economic and market
impact. The remaining 5% is reserved for the non-negligible possibility of a tail risk or six-sigma event.

In the credit market, we think there will be resilience despite the potential widening of spreads. Corporate credit
fundamentals have strengthened in recent months, benefiting from declining inflation and a shift toward fixed-
income assets amid a more stable economic outlook. However, should a Republican victory lead to increased
volatility, we might see a temporary widening of credit spreads, particularly as investors react to political
uncertainty. Despite these risks, the overall credit market remains well-positioned, with upward revisions in credit
ratings providing a buffer against potential adverse movements. As a result, any widening of spreads due to the
political outcome is likely to be muted and temporary, with a potential increase of 30-50bps if markets price in our
political downside scenario but limited to around 20-30bps until year-end. Consequently, we see a potential for
roughly 10-20bps of spread compression if markets temporary position for the worst.

High equity valuations in the US make the asset class vulnerable to shifts in market sentiment driven by political
factors. Equity markets have been steadily supported by global interest rate cuts, indicating a structural change in
market dynamics. However, global trends such as Al, defense and American reshoring are beginning to decelerate,
signaling a potential consolidation in these sectors. In this environment, diversification across different regions and
sectors is becoming essential. In the baseline scenario, annual returns in developed market equities are likely to stay
within the 7-10% range over the next three years. Despite this relatively positive outlook, market concentration risk
will remain very present with a small group of companies - such as the “Magnificent 7” in the US and “Granolas” in
Europe - accounting for the majority of returns. This concentration will continue to expose markets to potential
underperformance if key sectors or companies face adverse developments. Taking this into account and given the
current expected volatility, we anticipate maximum drawdowns of -13% for US equities and -6% for European
equities from current levels. Geographically, European markets may be less affected due to more favorable
valuation metrics and lower initial conditions. Interestingly, even if our downside scenario materializes, equity
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markets have built a strong enough buffer year-to-date, allowing global indices to potentially finish 2024 in positive
territory (+5% to +7%).

Meanwhile, emerging market assets are gaining momentum but a Trump victory could reverse this trajectory.
The onset of the US easing cycle under a non-recessionary scenario has lifted animal spirits and brought investors
back to EM assets. Despite the already tight spreads compared to the long-term historical average, EM hard
currency spreads continued to compress in Q3. However, we expect significant widening risk should Republicans
come out on top and specially if markets quickly price the downside scenario. In this situation, investors are likely to
turn cautious in response to heightened geopolitical tensions and policy/trade uncertainty. Under this scenario, we
expect spreads to expand by 100bps to around 280bps by year-end. This stands in contrast to our baseline scenario,
where we project a more modest expansion of ~50bps over the same period. Should the downside scenario
materialize, the risk-off trend would likely extend into 2025, with investors holding back from riskier EM assets and
demanding an increased risk premium. On the equity side, a substantial increase in tariffs under a Trump victory
would also significantly impact EM equity markets as it would weigh heavily on China’s exports, a primary driver of
its economic growth over the past two years. China holds a substantial influence on EM equities both because it
represents more than a quarter of the weight in the EM equity index and through extensive trade linkages.
Consequently, the broad EM index could decline by as much as -10% from current levels, potentially finishing the
year with a modest total return of around +3%. This downturn would likely be exacerbated by a high-interest-rate
environment in the US, slower global economic growth and weakened investor risk appetite, putting additional
pressure on EM equities throughout 2025 if the downside scenario materializes.
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These assessments are, as always, subject to the disclaimer provided below.

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward -looking
statements that are based on management's current views and assumptions and involve known and unknown risks
and uncertainties. Actual results, performance or events may differ materially from those expressed
or implied in such forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends,
(v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels,
(viii) currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures,
and (xi) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these
factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE
The company assumes no obligation to update any information or forward-looking statement contained herein,
save for any information required to be disclosed by law.
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