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US Treasury Yields at long-term average levels

 strong cases for both lower and higher yields from here

Market Risk Perception appears low

 Underlying economic risks (debt dynamics) and geopolitical risks appear elevated

US Dollar support likely to wane

 Fiscal policy needs to be tightened or USD will cease to be viewed as a safe haven
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US Bond Yields close to Long-Term Average

Arguments for both higher and lower yieldsUS 10-Year Treasury Note Yield

Source: Robert Shiller’s website

 Demographics

 De-Globalisation

 Debt Dynamics

 Green Energy Transition

 Military Security

Near-term, will yields be driven by main street or the financial sector?
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US Wealth/GDP driven up by Equities
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Stock Market Valuation
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Regional Equity Valuation Models 

Models indicate better equity valuation in regions outside the US

 Top-down models indicate ex-US equity markets more reasonably valued

 In times of stress correlations rise

 Technology has been a key driver

– Recent gains narrowly driven

– What will be AI’s boost to productivity?

– Broad or narrow benefits

– Risk of triggering a bubble?
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Corporate Bond Spreads
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The Forex carry trade appears very extended
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When will markets price Trump trade risk?

Source:  Census Bureau, US International Trade Commission, Evercore ISI

US weighted-average tariff rate
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World Trade (% GDP) peaked in 2008
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Foreign Direct Investment
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USD Real Effective Exchange Rate

(6)

(4)

(2)

0

2

4

6

8

10

12

80

90

100

110

120

130

140

150

1
9

7
7

1
9

7
8

1
9

7
9

1
9

8
0

1
9

8
1

1
9

8
2

1
9

8
3

1
9

8
4

1
9

8
5

1
9

8
6

1
9

8
7

1
9

8
8

1
9

8
9

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

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

%

US Real Advanced Foreign Economies Index (lhs) #REF! US Interest Rate Differential* (rhs)

Source: Refinitiv, Federal Reserve
*   US policy rate – unweighted average of policy rates in Eurozone, Japan, UK and Australia`

World FDI Inflows

USD real exchange rate highest since 1985



12

Could there be another Plaza accord?

Necessary conditions

 USD retains its strength, and this is considered politically undesirable both in the US and abroad

 Exchange rate intervention viewed as preferable to tariffs

 Spirit of international co-operation rather than independent nationalism
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USD has been an Equity Market diversifier

Source: UBS Asset Management

Equity market betas of FX crosses over time 

Marked drop in betas of USD Exchange Rates to Equity markets following GFC
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Source: UBS Asset Management

Dollar demand from equity investors

Risk minimization has implied leaving US equity exposure unhedged

…implying incentive to hold USD
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US Fiscal Balance
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CBO Projections for the US Debt/GDP 
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US Fiscal Policy forecast to be less stimulative

(10)

(8)

(6)

(4)

(2)

0

2

4

2
0
0
1

2
0
0
2

2
0
0
3

2
0
0
4

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1

0

2
0
1

1

2
0
1

2

2
0
1

3

2
0
1

4

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

2
0
2
7

2
0
2
8

2
0
2
9

US Eurozone G20

Forecasts

Source: Refinitiv, IMF

Cyclically Adjusted Primary Budget Balance (% Potential GDP)



18
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