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Foreword

Evolving with Discipline

The second quarter of 2025 begins amid heightened
complexity across global markets. The return of tariffs,
shifting alliances, and geopolitical fragmentation are
amplifying volatilityd but not erasing opportunity.
Macro resilience remains intact, even as visibility
fades. For investors, this quarter calls for agility,
precision, and a clear focus on structural growth
drivers.

Policy Uncertainty, Regional Divergence

U.S. economic momentum is cooling but remains
positive, supported by a steady consumer and
ongoing innovation. However, uncertainty around
trade policy is beginning to weigh on business
investment. E u r o grev@ttsremains subdued, though
green shoots are emerging as fiscal spending on
defense and infrastructure gains pace. Japan
continues to benefit from strong wage growth and
accelerating domestic demand, while Asia broadly

stands out as a region of structural opportunity. | n d i &ad s thoughtful,

demographic strength and Ch i n ssliifs toward
consumption and Al-led productivity signal long-term
promise despite near-term headwinds.

Markets Require More Selectivity

We maintain a cautious stance on risk assets this
quarter. U.S. and European equity markets appear
fully priced, while credit markets are showing signs of
strain. Defaults and distress levels are rising,
particularly in lower-rated credit, and spreads remain
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tight. Selectivity is keyd across asset
geographies, and sectors.

classes,

Asia as a Bright Spot

We continue to favour Asia across equities and credit.
Domestic demand, policy support, and innovation
ecosystems in countries like Japan, India, and China
are creating new opportunities for long-term
allocators. Strategic exposure to the region remains a
core focus for forward-looking portfolios.

Alternatives as Anchors

Private markets, infrastructure, and hedge funds are
playing a growing role in portfolio construction. They
not only offer differentiated returns but also serve as
key tools for diversification and resilience in a world
marked by fragmentation and dispersion.

Staying Constructive, remaining disciplined while
global risks have increased, so too have the rewards
forward-looking investors.  Our
approach to Q2 emphasizes resilience, selectivity, and
thematic positioningd particularly around innovation,
electrification, and income. We remain constructive,
but with a clear eye on downside risks and a
disciplined execution framework.

Akshay Prasad
Head of Investment Products and Advisory Solutions
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Executive Summary
Q2 2025 Market Outlook:

Adapt, Diversify, and Stay Focused on Structural Drivers

As we enter Q2 2025, investors face a complex but
opportunity-rich landscape. Policy uncertainty, driven by
escalating tariff threats, shifting geopolitical alliances,
and fragmented global leadership, is amplifying volatility
across asset classes. Yet, underlying macro resilience,
accelerating innovation, and targeted fiscal responses
are creating pockets of strength for diversified portfolios.

Macro Resilience but Lower Visibility

Despite elevated political risk, the global economy
remains resilient. The US is showing signs of slowdown
as policy uncertainty weighs on sentiment. A sluggish
Europe is showing signs of awakening, buoyed by
defence and infrastructure spending. Japan is benefiting
from robust wage growth and accelerating domestic
demand. Meanwhile, China faces headwinds from tariffs
and a still-fragile property market, but its pivot to
consumption and innovation-driven growth offers a
foundation for medium-term upside. Sticky inflation is
limiting central b a n leasiAg potential.

Equities: We hold a small underweight in equities
heading into Q2, with a preference for Asia over Europe
and the US. While US valuations have marginally
corrected, and European equities have largely priced in
fiscal optimism, A s i ané sof structural growth, rising
domestic demand, and technological innovation provides
a more compelling risk-reward profile. China, India, and
Japan, especially, are driving new local champions
through domestic reforms.

Fixed Income: Fixed income is entering a more
challenging phase. Credit spreads remain near historical
tights, yet signs of pressure are emerging. Distressed
debt levels and default rates are ticking up, particularly in
high vyield and lower-rated segments. We remain
cautious on broad credit exposure. The current
environment calls for selectivity, favoring high-quality
issuers and actively managed strategies that can

A,
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Management

navigate growing dispersion. We see more balanced
opportunities in pockets of investment grade and
emerging Asia credit, while reducing exposure to generic
credit beta.

Alternatives and Private Assets: Alternatives are
becoming increasingly central to portfolio resilience.
Private markets stand to benefit from the Al-driven
disruption cycle, particularly as younger firms leverage
emerging technologies to close the competitive gap with
listed giants. Infrastructure is another structural winner,
with growing demand for digital capacity, power
generation, and data centers. Hedge funds offer valuable
tail-risk mitigation.

Currencies and Commodities: USD strength is fading
under the weight of tariff-driven uncertainty and softening
macro data. There is more room for EUR and JPY
appreciation, particularly as Eurozone fiscal spending
gains traction and the BoJ accelerates normalization.
Gold remains well-supported by central bank demand
and geopolitical hedging, while copper and oil prices are
caught between front-loaded demand and the risk of
slower global growth.

Q2 Priorities for Investors:
(1) Reallocate toward global Al adopters
electrification beneficiaries across equity markets.

and
(2) Enhance portfolio resilience through multi-asset,
income-generating strategies and selective fixed income.

(3) Build or expand core exposure to private markets and
hedge funds for long-term return potential.

(4) Seek diversification in Asia, particularly in high-quality

credit and structurally supported equity markets (China,
India, Japan, Singapore, UAE).
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Global Macro Outlook

The global trade war takes center stage with the April 2nd tariff deadline fast
approaching. There are reports now of tariffs being more specific and less
widespread buti t @8y 0o nguéss. Ge r ma nfigdalspackage and the rest of EU
likely to follow suit bodes well for the b | o métlwok, along with some scope for
Russia-Ukraine peace talks. Japan is in a sweet spot with wage growth expected to
be higher than last year, while Chi n astimsulus remains inadequate to spur
consumption.
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Key Themes for the Global Economy in Q2 2025

US: Slowdown Imminent &

Stagflationary concerns have risen against the backdrop of a global trade war. The Fed

Ol remains cautious and data-dependent given the uncertainty of tariffs. Inflation has moved
sideways lately, and the Fed expects an uptick this year. DOGE layoffs pose downside
risks to the labour market, but it remains resilient for now.

Eurozone and UK: Fiscal Measures are Key for Both Economies @%'%

Ge r ma megedtdiscal spending announcement, and the remainder of EU likely to follow
suit bodes well for the b | o eutiosk. However, most of the positive news has been priced
02 in and we expect a gradual growth recovery.

A slow descent in services inflation will temper the pace of rate cuts from the BoE. Fiscal
discipline is key for the economy. Chancellor R e e v pushdo reduce the U K éreggulatory
burden is all about unlocking growth and making it easier to do business in the UK.

Japan: A Patient Wait for the AVir@uous

The first round of the Shunto negotiations showed that 2025 wage hikes will be higher

03 than in 2024. This bodes well for the BoJ which wants to see more convincing signs of the
demand-led inflation. Inflation has been increasing but the BoJ will be patient and cautious
before proceeding with further rate hikes.

China: A Cloudy Outlook a

De e p S eA Higruption sparked an equity market rally which bodes well for investment

04 and consumer sentiment. However, fiscal stimulus measures recently have disappointed,
and consumption is yet to show signs of recovery. Uncertainty surrounding the extent of
US tariffs being levied on China remains and this is likely to be a drag on exports.

India and Rest of Asia

For India, RBI rate cuts should aid growth over the next few quarters, and inflation

05 converging with the 4% target bodes well for the overall outlook. Increasing growth
concerns in Korea could prompt BoK to cut rates further. In Australia, steady growth and
cooling inflation paves the way for a dovish RBA. Central bank policy divergence remains:
BoT, RBI, BSP, BoK expected to ease, while BNM and CBC are hawkish.

Source: Nomura IWM CIO Office, Nomura Research
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US: Storm Brewing on the Horizon?

While we do not expect the US to slip into a recession, the recent spate of weak macro
data reflects an imminent slowdown.

_ )
_Pﬁ Activity @ﬁ Inflation

A High frequency indicators are painting a mixed A Tariffs are the main source of uncertainty and
picture: weakening sentiment and rising inflation expectations.
expectations, rising credit card delinquencies A CPl and PCE Inflation have plateaued
(but have plateaued); easy financial between 2.5-3.1%.

conditions, stable PMIs above 50. ] ) )
A Bigger challenge is to bring down core PCE

A Labour market are cooling only gradually. inflation to the 2% target

é_é}@ Monetary Policy Risks

A Recent plateauing of inflation above 2.5% A Higher inflation expectations likely to weigh on
limits the scope for further easing unless consumer spending: headwind to growth.
growth deteriorates rapidly

A DOGE layoffs to weigh on payrolls in the near
A Extent of tariffs is still unknown; the Fed would term.

have to exercise caution. A Upside risks to inflation from extent of tariffs

A While markets are pricing in ~75bp cuts this and whether they go through.
year, we see very little room for this to occur.

Trend in CPI and PCE inflation (%)
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Source: Nomura IWM CIO Office, Macrobond
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US: Storm Brewing on the Horizon? (contd.)

Labour markets will be key to watch for. Payrolls have surprised on the upside, but
layoffs could go higher on account of DOGE.

US nonfarm payrolls: initial vs final prints (3m MA)
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Eurozone: Catapulting to Recovery

Gradual recovery on the cards but outlook is positive for the near term. Increased
spending by the EU and Germany to play a key role.

o

Activity

Sl

Inflation

A

p=

p=

b

Eurozone growth has been buoyed by a select
few economies lately (Greece, Netherlands,
Portugal, Spain, and Sweden).

Citi surprise index for the Eurozone has been
in positive territory since February; ZEW
economic expectations also remains positive.

Increased fiscal spending will add to growth
but only gradually.

Monetary Policy

A Barring headline inflation, other key measures

A

remain above 2% (services sticky around 4%).

We expect a slow return to the 2% target
evening loose fiscal policies. However,
services momentum should inch its way down.

C o n s u mmediandinflation expectation also
remains around 2.5% for 10-year and 3-years
ahead time horizons.

Risks

A Despite the ongoing growth pressures, ECB

p=

p=

Source: Nomura IWM CIO Office, Nomura Research, Macrobond

Percent of GDP

will be cautious about cutting too much going
ahead.

Markets pricing in a further~50bp rate cuts this
year.

However, we think it could be shallower as the
ECB would want to wait and assess the fiscal
policy impact on growth and inflation.

A

A

A

Further growth deterioration could push the
ECB to cutting more aggressively, though this
is less likely.

Increased scope of US tariffs.

Any Russia-Ukraine ceasefire deal would be
positive for the region and ease supply side
constraints.

2025 General Government Debt (% of GDP)

The fiscal space that the German government has, relative to other major economies, is notable.
The EURS50 bn per year of infra spending (for the next 10 years), on top of the increased defence
spending, would help address key structural issues that has kept pressure on the ¢ 0 u n tgmowttd s
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Eurozone: Catapulting to Recovery (contd.)

Data surprises have turned positive. This also aligns with consumer expectations for
the economy to improve.

Divergent Macros: Citi Economic Surprise Index
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Japan: In a Sweet Spot

Japan is in a sweet spot with demand-led inflation taking hold and growth expected to
remain above-trend.

A

Activity

{

Sl

Inflation

A

p=

p=

o

Above-potential growth expected to continue
but expect downside surprise in Q1

However, rengo negotiations targeting wage
growth above 2024 bodes well for consumers.

However, rising likelihood of Trump tariffs
could impact exports and weigh on growth.

Monetary Policy

=2

Some upside to prices on account of rising
rice prices, and consumer spending higher
negotiated wage growth.

Risks of imported inflation are lower now given
recent appreciation of the JPY. We continue to
expect this trend to hold in the medium-term
while the near-term can be a bit volatile.

Risks

A

A

We expect a gradual rate hike cycle from the
BoJ with terminal rate of 1% (i.e., two more
hikes).

Scope for further tightening as policy remains
accommodative and negative real rates.

>

Japan: Rengo Wage Negotiations (Demand and Actuals)

Percent

9

0
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Idiosyncratic inflation shocks (or further surge
in rice prices) can translate into self-generated
inflation 7 upside risk to policy rate.

Domestic labour shortages.
US tariffs and JPY strengthening.

2025: 6.09

Agreed wage increase (1st round): 5.46% 2024: 5.85 \\

2024:5.10

2013 2015 2017 2019 2021 2023 2025

- Rengo Wage Negotiations: Demand s Rengo Wage Negotiations: Agreed

Source: Nomura IWM CIO Office, Nomura Research, Macrobond
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China: Uncertain Times despite Improving Sentiments

Chi n adtl®ok remains uncertain despite positive news on stimulus. Deflation
remains a key concern with demand remaining muted.

-_ﬁ ﬂﬁ
= Activity @ Inflation

A De e p Se dlkdssaiption, has sparked an A The global trade war is likely to cap upside to
equity rally which bodes well for investment inflation.
and sentiment.

A While the stimulus is a positive, impact from

A CPC retained the growth target of 5% for this consumer spending will be key for inflation.
year. A The CPI-PPI differential remains around 1.6%
A Negative impact on exports from US tariffs with the latter much lower around -2.3%
could become a significant headwind to

A PPI remains in negative territory primarily due
to weak domestic demand.

6@‘9 Monetary Policy Risks

growth.

A Monetary policy easing expected later this A Downside risks: US tariffs impacting exports;
year as well which would also alleviate the stimulus disappoints; slower-than-expected
stress in the real estate sector. recovery of property sector.

A Upside risks: Demand spurt from increased
consumer spending.

China: Fixed Asset Investments (YTD, % y-o0-y)
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C h i n fixéds asset investment growth has moderated
from the peaks witnessed in 2022. Despite FAI growth
improving in Jan-Feb, driven by manufacturing
220 investment, the latter is expected to be weighed down by
factors such as PPI deflation, and negative industrial profit
growth 7 in turn weighing on growth. Rising trade
tensions, and geopolitical risks might also affect sentiment
and manufacturing investment in the private sector.
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= Fixed Asset Investment == Manufacturing Investment

Source: Nomura IWM CIO Office, Nomura Research, Semafor, Macrobond
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India: Coordinated Policy Support to Boost Growth

Growth stress remains while inflation has fallen. Room for policy easing is now wider.
Monetary-fiscal coordination with the aim of spurring growth.

;ﬁ Activity

)
@ﬁ Inflation

A

p=

p=

The government expects FY25 growth at 6.5%
- implied growth of 7.6% in the March 2025
quarter (from 6.2% in the December quarter).

However, underlying growth remains weak
with poor consumption expenditure, restrictive
policy rate.

Positive from favourable monsoons and lower
inflation aiding rural demand.

%Q Monetary Policy

A Headline inflation converging to lower and

muted core inflation as food prices are falling.

Despite INR depreciating by ~3% YTD, tepid
demand and muted manufacturing costs
outweighing upside from imported inflation.

Higher crop production from favourable
monsoon should also temper food inflation.

Risks

>

p=

Lower growth and falling inflation have paved
the way for rate cuts to continue.

Real rates remain elevated above 2%, which
also reflects room for further easing.

India: Real GDP Growth Trajectory

YoY % change

Source: Nomura IWM CIO Office, Nomura Research, Macrobond
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Private  capex revival, supply chain
diversification should improve growth outlook.

Retail credit growth remains weak.
Global protectionism could weigh on exports.

1st advance growth estimate of 6.5% for FY25
(year ending March 2025) materialises.

[Forecast: The 7.6% is assuming that the central government's]
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IWM Investment Committee Views

Overall underweight both Equities and Fixed Income while overweight on Alternatives
with a higher allocation to cash.

Asset Class Stance Views

Cash -

Cash/Cash Equivalents Overweight cash allows for tactical deployment

when required.

Alternative Investments -Alternatives are key diversifying opportunities

beyond traditional asset classes. Among these,
Gold 3 : ¢

] the committee prefers highest allocation to gold
Private Infrastructure - given its safe haven status and recent trends
Hedge Funds - that underscore firm support and

. . - outperformance. The committee also prefers
Private Credit hedge funds along with marginally higher
Private Equity - allocations to the remaining assets.

Fixed Income

Preference remains for the 5-7-year duration,
but credit spreads are widening especially in
the HY space. The committee remains
overweight in DM IG and EM Asia IG. Positive
factors have subsided and there is potential for
credit spread underperformance. Select HY in
the short tenor with cashflow visibility can
improve overall returns.

DM Investment Grade

DM High Yield

EM Asia Investment Grade
EM Asia High Yield

EM ex Asia Investment Grade
EM ex Asia High Yield

Equity The committee is cautious on US equities due
to tariff uncertainties, and unpredictability of
T r u mpolicges. For Japan, positives are from
real wage growth, controlled inflation, and a
supportive BoJ while negatives are from the
equity market correlation with US equities, and

potential JPY appreciation. We remain negative

US Equities

Europe Equities

Japan Equities

Rest of Asia - :
on Europe as much of the positive news is

India - already priced in, and valuations are elevated.

China - We are selectively overweight on China (Govt
stimulus, earnings growth, positive sentiments
post DeepSeek), and India (equities have
bottomed out, US trade negotiations, and
improved valuations).

Current View Underweight Neutral Overweight

Note : For Individual Asset Class views please refer to the individual sections
Source: Nomura IWM CIO Office
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Key Portfolio Allocation Ideas for Q2 2025

Rotation Plays & Income Focus for a Volatile World. Alternatives remain key
diversifiers.

Key Themes

How to position?

Focus on Income

1 Amidst extremely volatile markets and ever
changing Trump 2.0 policies, and expected
slowdown in US growth, investor focus should
be on income generating opportunities.

V Structured Product implementations
across Fl, EQ and FX for income.

V Fl allocation via bonds/funds

V Private Credit

Alternatives in 2025
2 Remains a key segment in 2025. Alts provide V Hedge, Macro Funds
stable income, inflation protection and V Infrastructure
diversification options vs traditional asset V Private Equity
classes.
EQ i Defensive Diversification . , . .
Q cerens _e ers Cat_c_) V Financials, defensives, dividends and
We expect the rotation from US equities to commodity plays remain attractive
3 continue, however recent correction als_o V' Avoid consumer discretionary.
throws out interesting opportunities. Asia V Regional Diversification: China, India and
offers diversification opportunities. Focus Japan
remains on defensives and income.

year progresses. Gold and silver remain key
trades with supportive macros. Dollar trend

FX'i Policy Divergence
4 Policy divergence remains a key theme as the
looks lower, but Trump Tariffs a key trigger.

V Bullish JPY but express via crosses
V Bullish Gold and Silver

FI'T Extend Duration
5 Tight credit spreads persist. Opportunities in

5-7yr duration, selective HY, and structured
products for yield enhancement.

V Stay Defensive. - spread pickup low

V HY in the shorter end with cashflow
visibility

V' Tactical duration - like belly of the curve

I A U U S U .

Source: Nomura IWM CIO Office
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Grey Swans

Grey swans are close cousins of Black swans : high impact events that no one
expects. Yet to predict a Black Swan lands you in something of a paradox. By

definition, they are impossible to predict. So, we prefer a grey swan i a low
probability, high impact event that few expect.
?‘, Grey Swan Event How to position?
2 ™

Portfolio Var Crashes

1 Tech-led correction in US has been orderly. Index vols and hedges still remain cheap
Sell-off>10-12% from here could lead to despite the recent uptick in short-term
\ Var/Vol shocks. vols. )

4 Carry Trade Unwind 2.0 A

2 JPY has been the biggest funding FX for
the past three decades. BOJ raising rates
ends this. A massive deleveraging episode

Massive risk-off possible. Bullish yen,
hedges on NKY/TPX, bullish Gold
structures possible hedges.

in the making?
- ° J
4 . B
Tariff war _ _ _
Tariff wars could easily go out of hand Defensive allocation, bullish Gold, long
3 especially should reciprocal tariffs come JPY and CHF.
through.
- /
@ .

US Growth Shock

Consumer spending cracks and DOGE
leads to unemployment rate inching higher

Long duration bonds, bullish Gold, Equity
and HY hedges attractive.

8

Y while Govt is forced to cut spending. )
. . I
Geopolitical Escalations
Trump 2.0 has seen wins in the geopolitical Bullish g /Gold, JPY and  select
front. But can all escalations be ruled out? commodities.
J

China Growth Disappoints

Consumer weakness still  continues.
Sentiments have picked up post DeekSeek
revolution. No macro improvement yet.

Bearish CNH and China equities

Source: Nomura IWM CIO Office
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IWM Q2 2025 Themes

The five themes presented here, in our view, resonate the most for client
engagement. We explore the various themes in detail to help understand the how to
create resilient portfolios and mitigate uncertainties.
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Key Themes
Themes for Q2 2025

The Trump-induced Policy Shifts

The recent shifts in global economic policy,
particularly those in the U.S., are reshaping the global
financial landscape. With Trump in office, U.S.
protectionism has taken center stage, driving a
fundamental shift in global trade. Whether tariffs
become a long-term fixture remains uncertain, with
greater clarity expected after the announcements on
April 2. However, one certainty in this environment is
that macroeconomic volatility is here to stay.

What do we know so far?

President Trump and his aides have voiced their
preference for lower interest rates and a weaker
dollar. Recent remarks from Trump and Treasury
Secretary Scott Bessent suggest a willingness to
endure short-term economic pain to address fiscal
challenges. Other major policy changes include
reducing defense aid to allies and implementing
federal government layoffs at the Department of
General Operations and Efficiency (DOGE) to
enhance efficiency.

Diversification plays

Not just the U.S., but other major economies are
increasingly adopting industrial policies to navigate a
potentially de-globalized world. These policies aim to
address economic, geopolitical, and technological
challenges. A notable example is the European
Un i onecdrd fiscal shift, where more countries are
expected to follow Ge r ma nlead m ramping up
expendituresd creating investment opportunities not
seen in the bloc for years.

Tr ummpidsne r ik icraagenia appears to have
prompted investors to reassess their allocations, with
preferences shifting toward Europe and Asia.
According to Bank of Ame r i latestbFseind Manager
Survey, U.S. equity allocations have seen the
sharpest decline on record, driven by concerns over
stagflation, trade wars, and the perceived decline of
U.S. exceptionalism. However, these market

reactions have yet to dissuade Trump from advancing
his policies.

So far, the trade and tariff war seems to be having a
more negative impact on the U.S., though its
inflationary consequences remain uncertain. In the
current climate, volatility appears to be the only
constant.

Opportunities in a period of macro volatility

Given the near-daily upheavals in geopolitics and
tariff policies, we advocate a portfolio strategy
centered on income generation across asset classes.
This approach prioritizes stability and cash flow in an
environment where uncertainty reigns.

Minimizing exposure to volatile, unpredictable assets
is critical in these conditions. As a result, rotation
strategies have surged to the forefront, particularly in
equities. Defensive sectors (think utilities and
healthcare) are gaining traction for their resilience,
while dividend-paying stocks are increasingly prized
as a buffer against market turbulence.

In the FX and fixed-income arenas, policy divergence
remains the dominant theme shaping opportunities.
Gold stands out, delivering robust returns across
multiple timeframes and solidifying its role as a
premier inflation hedge amid tariff-driven price
pressures. In credit markets, we favor intermediate-
and long-duration bonds, sticking to the high-quality
end of the spectrum for safety and yield. For those
seeking enhanced returns, tactical high-yield (HY)
positions and structured products offer compelling
upside, provided t h e yag@proached with precision.

Source: Nomura IWM CIO Office, BofA Global Fund Manager Survey
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Key Themes

Trump 1.0vs 2.0

Trump 2.0 in 2025 evolves from his first term, facing new economic and political

01 challenges. He maintains "America First" while adapting to inflation and geopolitical
tensions. With stronger GOP support, he applies lessons learned, ignoring market
reactions.

The Global Tepid Consumerism

Consumer spending in the US has slowed significantly in the backdrop of mounting

02 uncertainties. At the same time, increasing risk of growth slowdown is also tempering
consumer spending. Consumers worldwide are facing headwinds which is weighing
on growth outcomes.

How Industrial and Defence Policies are Redefining Global Markets

Governments are investing heavily in strategic sectors like semiconductors and clean

03 energy to secure their industrial bases. This trend, driven by factors such as
technological competition, geopolitical tensions, post-pandemic resilience, climate
change, and economic competitiveness, marks a new era of state-backed economic
strategies.

Rotation Plays & Income Focus in a Volatile World

In an era of massive macro volatility where tariffs and reciprocal tariffs could take
04 centre stage, focus should be on income generation strategies across different asset

classes. Rotation plays have been front and centre especially in Equities while

divergences are playing out in FX and FI (policy divergence and rates divergence)

Alternatives Remain a Key Diversifier

Alts provide stable income, inflation protection and diversification options vs
05 traditional asset classes. Alts like Hedge Funds and Macro Funds especially show
huge outperformance during periods of macro volatility.
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Trump 1.0 vs Trump 2.0

Donald Trump's return to the White House in 2025 (Trump 2.0) marks a significant
evolution from his first term. Building on his 2017-2021 presidency, he faces a
transformed economic and political landscape, including higher inflation and
geopolitical tensions. With a stronger mandate after a decisive 2024 victory and
unified GOP support, Trump maintains his "America First" philosophy while
adapting to new fiscal and global challenges, leveraging lessons from his previous
term while brushing aside market reactions.

NOAURA



Trump 1.0vs 2.0

Key Similarities and Differences

Donald T r u mpetum to the White House in 2025
marks a fascinating chapter in his political journey,
building on his first term (Trump 1.0, 20171 2021)
while adapting to a transformed economic and
political landscape in his second (Trump 2.0, starting
January 20, 2025). His initial presidency was defined
by a brash, outsider approachd navigating a pre-
COVID boom, low interest rates, and a Republican
Party still finding its footing under his leadership.

Now, Trump 2.0 emerges with a stronger mandate,
following a decisive 2024 victory, and confronts a
world of higher inflation, elevated borrowing costs,
and geopolitical tensions. His administration reflects
both continuity and evolution, rooted in an unwavering
i Ame rFii a ghitosiophy yet shaped by the lessons
of experience, a unified GOP, and a need to address
fiscal and global challenges head-on.

Below are the key similarities that tie these eras
together and the differences that highlight Tr u mp
shift in strategy and tone.

Key Similarities

A i Amer Fic a£oré Both terms prioritize U.S.
jobs, manufacturing, and energy dominance (e.g.,
oil focus in 1.0 via deregulation, 2.0 via production
boosts).

A Deregulation Zeal: 1.0 cut regulations at a record
pace; 2.0 escalates with fiLO-for-1orules.

A Anti-Establishment Tone: 1.06 s i d r athen
s wa mexlioes in 2.06 Fed and pharma critiques.

A Economic Optimism: Both tout i wi n ndespitg 0
challengesd 1.0 pre-COVID growth, 2.0 post-
inflation resilience.

Source: Nomura IWM CIO Office
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Key Differences

A Economic Strategy: Trump 1.0 focused on tax
cuts with little deficit concern (2% of GDP in 2016);
Trump 2.0 pairs tax cuts with spending cuts to
address a 7% GDP deficit.

ATrade Policy: Trump 1.0 phased in tariffs later
(e.g., $250B on China in 2018); Trump 2.0 hits with
immediate, broad tariffs (e.g., 25% on
Mexico/Canada).

AForeign Policy: Trump 1.0 was isolationist,
guestioning alliances; Trump 2.0 uses strategic
alliances (e.g., vs. China) while reducing
entanglements.

A Interest Rates/Fed: Trump 1.0 pushed low rates
(0.75%i1 2.5%) without reform; Trump 2.0 seeks
cuts (from 4.5%) and Fed accountability.

A Equity Markets: Trump 1.0 bragged about gains
(S&P 500 up 67%); Trump 2.0 shrugs off volatility
for long-term goals.

0s

In the new few pages, we will be exploring Trump 1.0
and 2.0 via statements from Trump and his Cabinet
members. We explore individual topics, timelines
around tariffs and how markets have reacted since
Trump 2.0

NOAURA



Trump 1.0vs 2.0

Trump 2.0 shows indifference to immediate market turbulence and prioritizes
borrowing costs over price stability.

Donald Trump on Inflation and Transition Over Market Stability

(Fox News fASunday Nhatemni\

. n g
US President predict things like that [a recession]. There is
doingisverybig.We 6r e bringing |wee
America. Thatés a big thin
March 9, 2025 periods of, it takes a little time. It takes a little
time, but | think it should be great for us." )
Why it stands out?
ltds a pivot from his 1.0 boasts about stock mar HKet
turbulence.
Donald Trump on Interest Rates and Tariffs
US President (Fox News fSunday Mornin|lg F
( Donald Trump ] may get [inflation] again with these tariffs, right?
... In the meantime, guess what? Interest rates
are down for the last 3-4 days."
March 9, 2025
Why it stands out?
It reveals a willingness to tolerate inflation if rates ease, prioritizing borrowing costs over price
stability or market sentiment.
Treasury Secretary Scott Bessent on Rates and Economic Security
_ (New York Economic Club): "Access to cheap
Treasury secretary goods is not the essence of the American
| Scott Bessent ] Dream. The American Dream is rooted in the
concept that any citizen can achieve prosperity,
upward mobility and economic security."
March 6, 2025
Why it stands out?
ltdés a clear signal that o bstruétdra éconmmic shdts toump shbreterm t qp

market or price impacts.

Source: Nomura IWM CIO Office, Fox News, Bloomberg, US Department of State, The White House
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Trump 1.0vs 2.0

Trump 2.0 downplays equity losses which is a stark contrast to Trump 1.0

Donald Trump on Equity Markets and Policy Priorities

US President

(X sentiment and Fox News):" 1| 6 m not ejven
( Donald Trump ) |l ooking at the market .. T
di sturbance, but weobre [PK

March 8, 2025

J

Why it stands out?

lto6s @xel doiesnot care about stock dips if his br]ad

contrast to his first term.

Commerce Secretary Howard Lutnick on Markets and Tariffs

(ASunday Morning Futur)sc‘;)
no recession in America

( Howard Lutnick ] be is global tariffs are going to come down
because President Trump| ha
charge us 100 percent? Webd

March 9, 2025 you 100 percent. 8"

Why it stands out?

I't shows confidence in Trumpds strategy over mar HKet
collateral damage.

Donald Trump on Inflation and Energy as Rate Drivers

(Press Conference): "The inflation is stopping
US President sl owl y. Part of the reagon
( Donald Trump ) of high interest rates and other problems we
inherited... eggs are a disaster."

February 26, 2025

Why it stands out?

ltds a rare nod to rates curbing inflation, but tlhe
economic metrics like stocks.

Source: Nomura IWM CIO Office, Fox News, Bloomberg, Nomura IWM CIO Office, Fox News, Bloomberg, US
Department of State, The White House

16 NOMAURA



Trump 1.0vs 2.0

Economic Policy 7 Tackling fiscal deficit is the key along with a push for more
aggressive deregulation.

Trump 1.0 Trump 2.0

A) Economic Policy

US President
Donald Trump ]

28 February 2017 [ 4 March 2025

"To unshackle our economy, | have directed
that for every 1 new regulation, 10 old
regulations must be eliminated, just like | did
in my very successful first term... And in that
first term, we set records on ending
unnecessary rules and regulations like no other
president had done before."

Treasury Secretary

"We have begun to drain the swamp of
government corruption by imposing a five-
year ban on lobbying by Executive Branch
officials... We have also eliminated more
regulations in the last month than any
administration in history."

| Scott Bessent ]

Steven Mnuchin |
2017

November 2024

"Webre going to get tjhe <co
to 15%... This will be the biggest tax cut

and the largest tax reform in the history of

our country."

" We @gotdo deal with this deficitd i t 6 S
unsustainable at 7%. Tax cuts are great,

but we need spending cuts to match.

DOGE [Department of Government
Efficiency] will be key."

)
V Tax Cuts V Tackling fiscal deficit (7% of GDP in 2025
V Deregulation to boost growth v/s 2% in 2016
V Flagship event- Tax Cuts & Jobs Act of 2017 V Push for even more aggressive deregulation

What sets the two regimes apart?

Trump 1.0 prioritized tax cuts with less concern for deficits, while Trump 2.0 pairs tax cuts
with spending reductions, reflecting economic constraints and pressure from fiscal hawks
in the GOP.

J

Source: Nomura IWM CIO Office, Fox News, Bloomberg, Nomura IWM CIO Office, Fox News, Bloomberg, US
Department of State, The White House
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Trump 1.0vs 2.0

Trade Policy 1 Tariffs have been front and centre from day-1. Whether this ends up
just as a negotiation tactic remains to be seen.

Trump 1.0 Trump 2.0

B) Trade Policy
US President
Donald Trump ]

25 Jan 2018 1 4 March 2025

AWe will enforce our |trad
integrity to our trading system... Fair and
reciprocal trade means tariffs when
necessaryo

Wedbre putting 25% tar] ff
Canada, 10% more on Chinad day one.
Theyo6l | pay for the wpl|

Commerce Secretary

Howard Lutnick |

| Wilbur Ross ]

2018 November 2024
iThe president has mafde it[ t5;,iffs are our leverhge
to protgct Amtérlcan workers with tariffs. _ this timed Me xi co, Canada, |Chi
Chinads been cheatilng f 0| feqitimmediately to bring manufacturing
back.
)
V Tariffs came much later in 2018, first on V Tariffs are front and center from day one,
250bn$ of Chinese goods. with broader scope and higher rates

proposed.

What sets the two regimes apart?

Trump 1.0 prioritized tax cuts with less concern for deficits, while Trump 2.0 pairs tax cuts
with spending reductions, reflecting economic constraints and pressure from fiscal hawks
in the GOP.

J

Source: Nomura IWM CIO Office, Fox News, Bloomberg, Nomura IWM CIO Office, Fox News, Bloomberg, US
Department of State, The White House
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Trump 1.0vs 2.0

Trade Policy 1 Tariffs have been front and centre from day-1. Whether this ends up
just as a negotiation tactic remains to be seen.

Trump 1.0 Trump 2.0

C) Foreign Policy
US President
Donald Trump ]

27 April 2016 1 20 January 2025

oWe wil |l no | onger suUrren
its people to the false song of globalism...
My foreign policy will always put the
interests of the America

Commerce Secretary

AOur power wil/l stop 1
spirit of unity to a world that has been angry,
violent, and totally np

Marco Rubio ]

| Rex Tillerson ]

2018 November 2024
iwedbre reviewing all Jour AwWedl |l strengt he-Racifid e i
great, but they need O Pal to counter China. 1to n

isolationdi t 6s about winnijg
gameo

@]  rocusaea

worl dés piggy banko

V "America First" meant skepticism of V Still "America First," but with a strategic pivot
alliances and a focus on reducing overseas to bolster alliances where possible and end
commitments conflicts swiftly

What sets the two regimes apart?

Trump 1.0 leaned isolationist, questioning alliances, while Trump 2.0 aims to use alliances
strategically while still reducing military entanglements

N\

Source: Nomura IWM CIO Office, Fox News, Bloomberg, Nomura IWM CIO Office, Fox News, Bloomberg, US
Department of State, The White House
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Trump 1.0vs 2.0

Whereisthe 6 Tr u Rup?6

82 Crude Oil

110 Dollar
109

108
107
106
105
104
103
102

There were three key objectives that Trump had in
his 2.0 agenda 1 lower oil, lower rates, and lower
dollar. He was most vocal about oil and interest rates
in his Davos speech on the 23rd Jan in the World
Economic Forum. President Trump has also recently
made statements where he has downplayed equity
corrections. Treasury Secretary Scott Bessent has
also been a vocal proponent of these views to mainly
tackle deficits.

So how have these views panned out? Pretty
successfully as the charts above show. The dollar

has been coming off from ~110 levels to ~103, crude

Source: Nomura IWM CIO Office, Bloomberg
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has come off from ~80 to ~72 levels, while rates have
also come off from ~4.6 levels to the current 4.3.

The conundrum in front of the administration is the
deficit it inherits and the only way to reduce it is
through lower rates. Economic slowdown is the best

trigger for lower rates.

Overall, Trump 2.0 shows indifference to immediate
market turbulence and prioritizes borrowing costs
over price stability. One can conclude that the "Trump
Put" no longer exists, or at least the strike of the

Trump put is still quite deep out-of-the-money.
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Trump 1.0vs 2.0

Tariff Timelines

V January 14, 2025: Announced creation of an External Revenue Service to collect tariffs, duties, and foreign-
sourced revenue (no specific rates detailed).

V January 20, 2025: Announced intent to "tariff and tax foreign countries” (no specific rates detailed in
inaugural address).

V January 31, 2025: 25% on all imports from Canada (10% on energy), 25% on all imports from Mexico, 10%
on all imports from China. Effective February 4, 2025 (later paused for Canada/Mexico).

V February 4, 2025: 10% on all imports from China (effective date confirmed after Canada/Mexico pause).

\/ March 4, 2025: 25% on all imports from Canada (10% on energy). 25% on all imports from Mexico. 20% on
all imports from China. Effective date confirmed.

\/ March 7, 2025: Threatened 250% on Canadian dairy and other unspecified goods (not yet effective).
\/ March 12, 2025: 25% on all steel and aluminum imports (no country exemptions).

VMarch 17, 2025: Announced reciprocal tariffs (rates
detailed yet). Sectoral tariffs: ~25% on autos, 25% or higher on semiconductors and pharmaceuticals
(specific rates TBD).

\/ March 26, 2025: 25% tariffs on all cars shipped to the United States, a significant escalation in a global trade
war

Effective April 2, 2025

VReci procal tariffs to match other countriesd rates
~25% on autos (announced on 26" March). 25% or higher on semiconductors and pharmaceuticals (specific
rates TBD). End of Canada (38% of imports) and Mexico (50% of imports) USMCA exemptions unless
renegotiated.

\/ November 22, 2025 (Potential): Tariffs on copper imports (rates TBD, based on Section 232 investigation
due this date).

\/ November 26, 2025 (Potential): Tariffs on lumber/timber imports (rates TBD, based on Section 232
investigation due this date).

V/ Late 2025 (Potential): Retaliatory tariffs on countries with digital service taxes (rates TBD, based on USTR
investigation ordered February 21, 2025).

V August 12, 2025 (Potential): Additional reciprocal tariffs (rates TBD, based on report due this date from
February 13, 2025, order).

Source: Nomura IWM CIO Office
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The Global Tepid Consumerism

Consumer spending in the US has slowed significantly due to the waning of
pandemic-period excess savings, a diminishing wealth effect, and rising uncertainty
surrounding the economic outlook. Globally, increasing risks of growth slowdown
emanating from global trade tensions, weak wage growth, and various country-
specific factors is also tempering consumer spending.

NOAURA



Is US Consumer Resilience Finally Cracking?

Weakening consumer sentiment and rising inflation expectations have played a key

role in driving market sentiments lately.

Introduction

In recent months, the economic landscape in the US
has been marked by a notable shift in consumer
sentiment, painting a picture of growing uncertainty
and caution. Consumers are facing rough terrain,
and this is also impacting future expectations. The
impact was also felt on US markets, adding to the

ongoing rotation plays from US equities.

But this is not unique only to the US. Consumers are
facing increasing headwinds globally with slowing
wage growth and still-elevated inflation in some
economies. The floor for terminal rates has moved
higher, and monetary easing is expected to occur at
a much more gradual pace than previously expected.
This is bound to keep the pressure on consumers,
especially on those who would have to delay plans
involving heavy expenditure (housing or vehicle

purchases).

Consequently, with uncertainty likely to loom over the
outlook in the near term, i t Keg to understand
factors driving consumer sentiment, as this would,
ultimately, have an impact on growth outturns.

Why is US consumer sentiment is waning?

U S Bniversity of Michigan consumer sentiment and
expectations have fallen in the last 3-4 months, with
the former falling to its lowest since 2022. A key
reason behind this has been ¢ 0 n s u noencerns
on rising uncertainties and frequent changes
surrounding policy (especially tariffs). The recent
stock market performance and inflation concerns

also played a role.

Future expectations also took a hit, falling across the
different categories like personal finances, labour
markets, inflation, business conditions, and stock

markets.

Another likely reason for weakening sentiment could
be the ongoing DOGE layoffs. While the March
payroll print was not fully reflective of these
(reference period did not fully coincide), we expect
the impact to be seen in the coming months.

Inflation expectations surge i a double whammy

Inflation expectations surged reflecting yet another
concern among the American populace. 1-year
ahead inflation expectations increased for the fourth
consecutive month, nearing 2022 highs at 4.9%. The
jump has been quite stark from 2.6% in November to
4.9% in March. The increase was also observed in
the 5-year long-run expectation. Increase across
both time horizons likely reflect the impact of
widespread tariffs, which are already much more

broad-based compared to Trump 1.0.

Lately, majority of consumers (66%) expect interest
rates to either stay the same or go higher.

Credit card delinquency rates are also higher
despite financial conditions remaining easy

After bottoming out in early 2022, delinquency rates
have risen sharply, despite Fed financial stress
indicators remaining subdued. This has been mainly
led by the 18-29- and 30-39-year age groups. The
sharp rise has coincided with decadal high inflation
levels and an aggressive rate hike cycle by the Fed

to combat inflation.

Source: Nomura IWM CIO Office, University of Michigan, Federal Reserve Bank of San Francisco
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Is US Consumer Resilience Finally Cracking?

Not just in the US, but headwinds to consumers are increasing globally as well.

Withdrawal of stimulus support in the post-pandemic
period has also played a role, with consumers having
fewer buffers to meet higher costs. Further, as of
March 2024, The SF Fed estimated that consumers
had exhausted their excess savings (i.e., their

pandemic-era savings).

Rising delinquency rates are reflective of intensifying
consumer stress. The share of credit card holders
making only minimum payments on their bills has

been rising.

Currently, the overall delinquency rate is at 7.18% in
Q4 2024. While this is above the long-term average,
it's still much lower than the peak we observed during

the 2008 recession.

However, going forward, sticky inflation will likely
keep pressure on consumer spending. Furthermore,
with FOMC members currently of the view that the
Fed isn't in any rush to cut interest rates, credit card
interest rate charges are likely to remain flat rather

than fall further.
The wealth effect

Excess savings of the pandemic period were
funnelled into 401(k) accounts, and this boosted
demand for equities. Higher equity values increased
consumer wealth which provided further means to
continue spending, driving up overall growth in the
us.

Now that excess savings are estimated to have dried

up, incremental boost will be relatively lower. Further,

given the heavy linkage with the US equity market,
the recent equity underperformance is bound to
weigh on 401(k) balances, thereby creating a

negative wealth effect.
Consumer headwinds globally as well

Consumer headwinds are increasing globally as well.
For instance, consumer spending in Europe remains
muted and one reason for this could be a falling wage
growth. While rate cuts should ease financial

conditions, we expect a slow consumer-led recovery.

Positively, the recent stimulus talks ( Ge r mafiacgl 6 s

fi b az o ardalikely other EU nations increasing

spending) bodes well for consumers going forward.

In the UK, labour shortage is keeping wage growth
elevated (relative to the US and Europe), but
consumer spending remains low. Fiscal measures
will be keenly watched out for to provide a boost to
growth.

Indian consumers are also facing headwinds. Urban
demand is likely to remain with low incomes and
balance sheet stress, while rural demand should

improve given robust rainfall and lower inflation.

Finally, in Japan, there is a near-term downside risk

to consumer spending given recent data on

household spending that showed a sharp fall in goods

expenditure.

Source: Nomura IWM CIO Office, University of Michigan, Federal Reserve Bank of San Francisco
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Is US Consumer Resilience Finally Cracking? (contd.)

US: University of Michigan's Survey on Unemployment
70

60
50

4

o

Percent

30

20

10

0

T T T T T T T T T T T T T
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

— Expected Change in Unemployment During the Next Year - More
= Expected Change in Unemployment During the Next Year - Less
— Expected Change in Unemployment During the Next Year - Same

Highest delinquency rates in the 18-40 years age group

Credit Card Delinquency rates (%)

11

10

9

8

; /— 7.18

6 5.93

5

4

3
Age-wise distribution (%)

14 10.76
e 9.03
< 10 7.81
2 8
o 6.52
& 6

5.59

4 4.99

5 .

I T T T T T T T T T T T T
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

= 18-29 years ==40-49 years = 60-69 years == Combined delinquency rate
=—30-39 years =70+ years ==50-59 years = Average delinquency rate

Source: Nomura IWM CIO Office, Macrobond

24 NOMAURA



Is US Consumer Resilience Finally Cracking? (contd.)
US: Layoff Announcements
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US: Layoffs by Industry
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Layoff data for February 2025 shows a surge in government layoffs due to
DOGE. This was not reflected in the February nonfarm print since the .
150 reference period ended just after the DOGE layoffs begun. Expect this to show e
up in the March payrolls print due next week.
125 _ _ .
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How Industrial and Defense Policies are Redefining
Global Markets

Global trade is experiencing a significant shift as countries increasingly adopt
industrial policies to address economic, geopolitical, and technological challenges.
Governments are investing heavily in strategic sectors like semiconductors and
clean energy to secure their industrial bases. Increased focus on defense, especially
in the EU, is also opening up investment opportunities with more countries
expected to follow Ge r ma nlead i® increasing expenditures. This trend, driven by
factors such as technological competition, geopolitical tensions, post-pandemic
resilience, climate change, and economic competitiveness, marks a new era of state-
backed economic strategies.
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How Industrial Policy is Redefining Global Markets

Why the renewed interest in Industrial Policy?

Introduction

Global trade is undergoing a profound transformation.

Countries are increasingly turning to industrial
policiesd strategic government interventions designed
to bolster domestic industriesd to address economic,
geopolitical, and technological challenges. From
semiconductor subsidies to clean energy investments,
governments are deploying vast financial resources to
secure their industrial bases. This shift signals a new
era of economic competition, where state-backed
industrial strategies play a crucial role in shaping the

global trade landscape.

This essay explores the broader trends driving
industrial policy today and examines key policy
announcements from major economiesd including the
United States, China, the European Union, Japan,
India, and the United Kingdomd detailing the fiscal
commitments and strategic objectives underpinning

their industrial strategies.

Resurgence of Industrial Policy: Key Drivers

Industrial is not a new phenomenon.

policy
Historically, nations have used state intervention to
drive economic development. For instance, in the
1950s and 1960s,

government-backed strategies

Japan and Germany used
to build globally
Chi

aggressive industrial policies have helped it secure a

competitive industries. More recently,

dominant position in global manufacturing - rising

Source: Nomura IWM CIO Office
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from just 3% of global manufacturing output in 1990 to

nearly 30% today.

Several key factors explain the renewed interest in
industrial policy today:

A Technological Competition & National Security
like

and

T Governments see advanced industries

semiconductors,  artificial intelligence,
renewable energy as critical to national security

and economic leadership.

A Geopolitical Fragmentation 1 Rising trade
tensions, particularly between the U.S. and China,
have prompted countries to reduce dependence on

foreign supply chains.

A Post-Pandemic Resilience T COVID-19 exposed
vulnerabilities in global supply chains, leading

policymakers to prioritize domestic manufacturing.

ACIimate Change & Green Transition i Many
countries are using industrial policy to accelerate

the transition to clean energy.

A Economic Competitiveness i Governments are
keen to ensure their domestic industries remain
competitive in the face of global technological

advancements.

o
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How Industrial Policy is Redefining Global Markets

Major Policy Announcements Globally

Major Industrial Policy Announcements

United States: CHIPS Act and Inflation Reduction
Act

The U.S. government has launched two major
industrial policy initiatives: the CHIPS and Science
Act and the Inflation Reduction Act (IRA). Together,
these acts aim to boost domestic semiconductor
production and clean energy investments. The key

allocations include:
CHIPS and Science Act:

A $52.7 billion in direct subsidies for semiconductor

manufacturing and R&D.

A $200 billion for scientific research and innovation in
critical technologies.

AZS% investment tax credit for semiconductor

manufacturing facilities.
Inflation Reduction Act:

A$369 billion in clean energy and climate-related

investments.

A s60

manufacturing.

billion for domestic clean energy
A $30 billion in production tax credits for solar, wind,

and battery manufacturing.

A Consumer tax credits for electric vehicles (up to
$7,500 per vehicle).

These policies aim to strengthen domestic production
capabilities, reduce reliance on foreign supply chains,

and accelerate the green transition.

Source: Nomura IWM CIO Office
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China: Equipment Upgrades and Fiscal Stimulus

China is expanding its industrial policy through a

series of fiscal and financial measures:
ASOO billion yuan ($70 billion) special relending

facility to support technological innovation and

industrial equipment renewal.

A 3 trillion yuan ($411 billion) in special treasury
(2025)
upgrades, and strategic sector investments (e.g.,

bonds for subsidies, manufacturing

electric vehicles, semiconductors).

A 1% interest subsidy for equipment upgrade loans
taken between March 2024 and December 2024.

enhance industrial

growth,

Chi n agblcies am to

modernization, sustain economic and

counteract slowing exports.
European Union: The Clean Industrial Deal

The E U 6Glean Industrial Deal focuses on green

energy, industrial competitiveness, and strategic

autonomy. Key policy elements include:

A Lowering energy costs via subsidies for renewable

electricity and grid infrastructure upgrades.

A Relaxing state aid rules to encourage domestic

investments in green industries.

A Adjusting procurement rules to prioritize European

products in government contracts.

AFunding COFreducing projects using revenues

from the E U écarbon market.

These policies seek to make European industry more
competitive while achieving ambitious climate goals.
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How Industrial Policy is Redefining Global Markets

Key Similarities and Differences

Japan: Semiconductor Industry Subsidies

Japan is prioritizing semiconductor and critical

technology investments:

A$13.3 billion in subsidies to boost domestic
semiconductor manufacturing.

AAdditionaI funding to develop next-generation
computing and artificial intelligence.

By securing semiconductor supply chains, Japan
aims to maintain technological sovereignty and

industrial competitiveness.
India: National Policy on Electronics

I n d iNatidéreal Policy on Electronics (NPE) aims to
make the country a global electronics manufacturing
hub. Key policy initiatives include:

A Production Linked Incentive (PLI) scheme offering
$10 billion in subsidies for semiconductor and

electronics manufacturers.

A Investment in chip fabrication plants and display

manufacturing units.

India’'s goal is to reduce dependence on imported
electronic components and position itself as a key

player in the global supply chain.

United Kingdom:
Fund

Industrial Strategy Challenge

The U K élisdustrial Strategy Challenge Fund (ISCF)
is a £4.7 billion initiative aimed at promoting industrial

innovation. Areas of focus include:
A Clean energy technology development.
A Advanced manufacturing and Al research.

A Life sciences and healthcare innovation.

Source: Nomura IWM CIO Office

The U K éapproach emphasizes fostering high-tech

industries to drive economic growth.
Implications for Global Trade

The growing reliance on industrial policy raises critical

questions about the future of global trade:

AShift from Free Trade to Strategic Trade:
Countries are moving away from traditional free
trade toward economic

principles strategic

planning.

A Increased Protectionism: Government subsidies
and domestic production incentives may fuel trade

tensions and protectionist measures.

A Reconfiguration of Supply Chains: Companies
are re-evaluating supply chains to align with new
government policies, leading to reshoring and

nearshoring.

Alnnovation and Competition: State-backed
funding in sectors like semiconductors and Al
could accelerate technological breakthroughs but

also intensify competition among nations.

Conclusion

Industrial policy is shaping the future of global trade,

with governments investing heavily in strategic
industries. While these policies offer economic and
technological advantages, they also introduce
complexities, from trade tensions to shifting supply
chains. As countries continue deploying industrial
strategies, the balance between competition and

cooperation will define the next phase of globalization.
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How Industrial Policy is Redefining Global Markets
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Defence: Lock, Stock, and Many Smoking Barrels?

Now that Germany has passed its infra spending bill, will others in the EU also follow
suit? The next few months are key for the bloc.

Why the need for more defence spending from
EU?

The US has threatened to pull out of NATO citing
uneven spending by other member nations. Should
this occur, the space will have to be filled by the EU

members.

Since February, top US officials have indicated that
they will move forward with decisions on the future of
Ukraine that will alter E u r o psecfrity architecture
for years to come i without input from the European
capitals. This has focused the minds of leaders in
Europe, who have indicated a willingness to
contemplate bold action to ensure it has a say in its
own defense, including the controversial topic of joint

bonds.

Protecting Ukraine and expanding their own militaries
could costthe c o nt i major podvers an additional
US$3.1 trillion over the next 10 years, according to a
Bloomberg Economics analysis. NATO planners
estimate the alliance will need to spend as much as
3.7% of GDP on defense, Bloomberg reported earlier.
Just 23 out of the 32 North Atlantic Treaty
Organization countries met the 2% spending target as

of last year.
Germany passes landmark spending bill

Recently, in a historic vote on March 18, the new
German government passed a landmark spending bill
for EUR500 bn while also exempting defence

spending from Ge r ma rstyicdd debt rules. That is,

Source: Nomura IWM CIO Office, Bloomberg, World Bank
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any defence spending that amounts to more than 1%
of GDP would no longer be subject to the borrowing
limit. However, the upper house still has to approve
this (also by a 2/3@ majority) before this officially

becomes a law.
So,w h a tnéxs? Only Germany i s rtheEU.

Ge r ma napnduwcement has been received well
and could spur other EU governments from doing the
same. Initial reactions from heads of states of major
EU nations have been positive. Further, EU leaders
met in Brussels on March 20-21 to affirm their plans
to increase defence spending. Earlier summits (like
on March 6) saw leaders endorse plans to loosen
budget rules, freeing up billions of euros for defence,

and reaffirm support for Ukraine.

Overall, the recent summit reflects unity, and a step in
the right direction in long-term security. However, the
outlook for the continent remains cautiously optimistic
and the success of these plans depend on resolving
funding, Hu n g a digséng and the slow pace of

rearmament.
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Defence: Lock, Stock, and Many Smoking Barrels? (contd.)

German defence spending is below the E U0 $rance, and Denmark. Lifting the
spending potential bodes well for national security and growth.

Military Spending (% of GDP)

= 2010 m 2015 = 2019 m2023
6.0

5.0

Russia us India UK France Australia| EU China |Germany| Japan

What do the numbers say? Ukraine. This was due to Hungary blocking the

German defence spending has increased from 1.1% &doption of a joint statement.

in 2015 to 1.5% in 2023. However, it remains below The final communique made no mention of the

E U 6 Additionally, Greece, France, and Denmark are  proposed EUR40 bn military aid package put forward

at least 2% of GDP (as of 2023), well above by the EU foreign policy chief Kaja Kallas. Hungar y
Ger ma reyeb #\ few other EU economies spend opposition is not new and has challenged the EU6 s

the same as Germany, if not lower (as % of GDP). efforts to provide monetary and military assistance to
Update on the March EU Summit Ukraine.

The latest EU summit held on March 20-21. failed to  However, discussions are set to resume at the next

reach a decision regarding further miltary aid to European Council meeting in June.

Source: Nomura IWM CIO Office, World Bank
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Timeline of Key Defence Announcements Since 2023

Increased defence spending and announcements over the past two years.

Aapril 4: Finland joins NATO as its 31st member, doubling the \
allianceds border with Russi a.

Aluly 11-13: At the NATO Summit in Vilinius, NATO commits
EUR40Dbn for Ukraine over the next year and launches the New
NATO Force Model for enhanced readiness.

ASeptember: India boosts defense budget by $10 billion to $54 billion
for 2023-24, focusing on indigenous production and border security.

AOctober:Chi nadés defense budget reac

with plans for 1,000 nuclear warheads by 2030. /

Aviarch 7: Sweden joins NATO as its 32nd member, completing \
Nordic integration post-Ukraine invasion.

Anpril: US Congress approves a $61 billion Ukraine aid package,
including $4.65 billion in military financing.

Aluly 9-11: At the NATO Summit in Washington D.C., NATO pledges
sustained Ukraine support and invites Asia-Pacific partners for the
first time at leader level.

ROctober: Japan deploys PAC-3 missile interceptors, operationalizing

its 2023 defense plan against North Korean threats. /

AFebruary: UK announces a plan to reach 2.5% GDP defense
spending (£13.4 billion annually) by 2027, funded by aid cuts.

Aviarch 17: German government passes law approving EUR500 bn
infrastructure bill and exempted defence spending from the debt
brake.

Avarch19-20EU | eaders affirm an G800
plan in Brussels, with 26 of 27 members backing it amid U.S. NATO

uncertainty /

Source: Nomura IWM CIO Office, NATO, Reuters, Japan MoD, India MoD, SIPRI, The White House, US State
Department, BBC, AP News, Bloomberg, Euronews. Visual Capitalist
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Rotation Plays & Income Focus in a Volatile World

In an era of massive macro volatility where tariffs and reciprocal tariffs could take
centre stage, focus should be on income generation strategies across different
asset classes. Rotation plays have been front and centre especially in Equities while
divergences are playing out in FX and FI (policy divergence and rates divergence).
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Equities: Rotation, Diversification and Thematics

US equities are experiencing a correction while Europe and China are seeing
significant rotation inflows. Japan is emerging as a standout market, driven by wage
growth and corporate reforms. Investment themes are centering around Fourth
Industrial Revolution technologies, including Al and quantum computing.
Biotechnology and defensive sectors are gaining momentum, while dividend stocks
are becoming increasingly attractive amid market uncertainties.
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Equity

Summary 1 Key views

1

US rotations continues, but valuation comfort can give a support

The US equites market has shown some underperformance in the recent months, indicating a rotation out of
the US equities, primarily into European and Chinese equities. The recent pullback in US equities was based
on a valuation correction, and not EPS i primarily caused by a global trade war, inflationary fears, and fiscal
and monetary policy uncertainty. Post pullback, there seems to be a decent valuation comfort to support the US
Equities market in the near term. Our base case involves high single digit performance by SPX Index from now
to the year end. The underlying factors for equities earnings remain resilient, with an earnings growth of
approximately mid-teen EPS CAGR expected between FY24-26, as well as steady free cash flows and
earnings upgrades.

2

Diversification i but beware of Trump 2.0

As the Eurozone grapples with significant macroeconomic weakening and potential Trump 2.0 policies, Asia
offers key opportunities for diversification. Japan stands out as a bright spot, benefiting from wage hikes, fiscal
policies, corporate governance reforms, and favorable demand-supply dynamics. In Japan, external demand-
oriented sectors like electric appliances, precision instruments, and machinery are favored, along with domestic
demand-oriented sectors such as banks, technology, and construction and materials. China, despite headwinds
from Trump 2.0 and domestic weakness, is seeing positive sentiment, especially following the DeepSeek
developments and Al innovations. Chinese large-cap stocks are experiencing steady inflows and remain
attractive in the near term. We remain skeptical of the Eurozone equity rally since the start of the year and
believe this region is most susceptible to Trump 2.0 policies.

3

Thematics i focus on income generating, dividends yielding segment

The investment landscape is witnessing a seismic shift, emblematic of the Fourth Industrial
Revolution. This era is marked by advancements in areas such as Al, Quantum Computing, and Big
Data. With aging societies and increasing healthcare solutions, Biotechnology remains a key theme.
Defense, Cybersecurity, and Clean Energy sectors continue to show promise, each benefiting from
domain-specific tailwinds. Besides these revolutionary tech based thematics, dividend focused
equities should benefit from increased demand as they offer a more predictable income stream
amidst an uncertain market outlook, and a higher historical return in inflationary periods.
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Equity (Cont o6d)

Summary of Equity Views

Equities

Commentary

United States

Our outlook on US markets remains cautious, primarily due to the concerns around tariffs
and their potential impacts. The unpredictability surrounding Trump's policy decisions,
coupled with the high likelihood of retaliations remain a concern. We express our doubts
about the sustainability of the current relief rally in the markets. Declining PMls,
persistent troubles in the housing market and ongoing inflationary pressures also signal
potential weakness and tilt the risk-reward balance unfavorably.

Japan

Hold

We hold a neutral stance on Japan, with a mix of positive and negative factors. Positive
aspects include real wage increases, controlled inflation, and a supportive BOJ, which
could boost consumer spending power. Record share buybacks trend remains
supportive too. Japan's exposure to potential US tariffs is considered relatively limited
due to diverse export markets, and good relations with Trump administration. However,
concerns exist about Japan's equity market correlation with US equities and a potential
Yen appreciation.

Europe

Our outlook on Europe has turned cautious overall. We believe the market has already
priced in much of the good news this year, such as moderating inflation, rising PMIs,
German fiscal stimulus and potential Russia-Ukraine peace development. Concerns
include elevated valuations compared to recent history due to recent rally, potential US
tariffs, macroeconomic challenges and the divergence between EPS growth and GDP
growth expectations. Overall, we d o nséetmuch upside potential in Europe as a whole.

Our outlook on China remains positive. Strong government actions to boost consumer
spending and support real estate are seen as effective counters to potential tariff
impacts. Chinese equities are attractively valued, with renewed investor interest this
year. Specific sectors, especially Al and EVs, are viewed as a key market drivers. We
acknowledge some of the existing challenges, while maintaining an overall positive
stance.

India

+1

Our outlook on India has turned positive, as the Indian equities seem to have found a
base post the slow grind down for more than half a year. India and US are actively
negotiating a Bilateral Trade Agreement under which, the trade economics between US
and India can improve and reciprocal tariffs on India could be less bad than currently
feared. India could fare better than other economies when it comes to US trade policies.
Valuations have improved post the recent pull back as well.

Rest of Asia

Hold

Our overall outlook for Rest of Asia remains neutral. The biggest weight in Rest of Asia is
Taiwan, which remains relatively expensive, while the tariff exposure remains a risk too.
Thailand and Malaysia are facing scrutiny from a tariff perspective as well. | nd o n«
negative inflation rate also suggests a growth concern.

0 Previous View

Source: Nomura IWM CIO Office

Current

View Underweight Neutral Overweight
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Earnings vs Valuations for Equities

Taking into consideration the valuations you pay for
the earnings you get is the cornerstone of value
investing. After all, "Price is what you pay, value is
what you get" i a quote attributed to Warren Buffett
and one that comes to the fore especially during
periods of risk-off. The above chart shows how equity
markets are placed in this respect.

The Y-axis shows the EPS CAGR for the next two
years. Blended consensus forward EPS has been
considered here, i.e., EPS estimates from now to the
next two years. The X-axis shows the percentile of
Current Forward Price-to-Earnings ratio (PE) (in the
past 5Y). Lower PE means cheaper valuations. EPS
considered is in local currency.
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Three interesting highlights for us:

A Europe, which had valuation comfort until the
start of the year, no longer has it after the rally
Year-to-Date (YTD). Any further uptick will need
significant earnings surprises.

A Nifty, Magnificent Seven (Mag-7), NASDAQ-100
(NDX) 7 which went from most-loved to most-
unloved in the past quarter, now have valuation
comfort. All show mid-teen to 20% EPS growth
and average valuations.

A US Small-caps have taken a sharp hit in the
recent correction. This remains an area with
valuation comfort and high earnings growth
expected (~30%). Korea, Brazil, and Vietnam
screen attractive as well.

Earnings Expectation vs Current Valuations
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Source : Bloomberg, Nomura CIO Office
Note : Market data as of 24" March
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Equity

SPX'1 Projections

The price chart for S&P500 and the corresponding PE-
EPS matrix below shows the potential performance of
US equity markets over FY25. Our base case is
market trading at historical average forward PE ratio of
20x at the end of this year, and no change in i t
expected earnings per share for FY26 ($303 for SPX
Index) over the year, in which case, the US equities
market is expected to return around ~7% return from
now to year end.

Our bear case expectations involves a slight correction
in both the ma r k expécttion of FY26 earnings (-
5%) and a forward PE correcting to 18x levels. In this
case, we can expect another ~8% downside from
current levels.

For our bull case, we see either an increase in
ma r k expdttation of FY26 earnings by 10% with a
20x average PE multiple, or no change in FY26 EPS
expectations but a more optimistic PE multiple of 22x.

%5nsidering we have very recently seen the forward
PE ratio trading at close to 22x levels (for FY25 EPS),
it nbtstoo difficult to imagine the multiple trading at
those levels again at the end of this year, but a lot of
macro uncertainty and trade policy related uncertainty
has to subside for us to see the multiple trading at
those levels again.

SPX Index: 1 Year Projections
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Note : Market data as of 24th March
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Equity

SPX'1 A valuation correction and not an earnings one yet

The chart shows a correction in the S&P 500 forward PE ratio (based on blended 12months forward EPS),

from 23-24x levels to now 20-21x, making it relatively more attractive for long term investors who can offer
some near term support at these levels.
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Though there has been a

correction in PE multiple, EPS expectations have remained resilient for FY26,
suggesting the pullback i s

netdssarily caused because of a near term economic slowdown concern.

Forecasted vs Actual EPS
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Source : Bloomberg, Nomura CIO Office
Note : Market data as of 27th Nov
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EQ : Rotation at play

The table below shows a color-coded visual
representation of performances of various markets (all
in USD terms for comparability). Amongst the major
developed markets, Germany has performed the best
over the last one year, and has remained on a
consistent positive performance track over the last few
months. United Kingdom has done well too, followed
by the Swiss markets and Eurozone overall.

Outside of Europe, Chinese Equities have outshone
every other major market listed in the table. The trend
broadly highlights the rotation that is currently going
on in the market, with investors mainly moving out of
US equities to European and Chinese markets. EM
countries like Brazil, India, South Korea and Vietnam
have also started participating in this rotation trade in
the past month.

VANGUARD TOT
World VT WORLD STK 10.4
SPY SPDR S&P 500 TRUST 11.5 -3.1
EWC MSCI CANADA 12.3 0.7
EWA MSCI AUSTRALIA 1.3 -1.2
EWG MSCI GERMANY 245 5.4
MSCI UNITED
DM EWU KINGDOM 15.2 1.3
EWJ MSCI JAPAN 1.4 3.9
EZU MSCI EUROZONE 11.0 4.4
EWL MSCI SWITZERLAND  13.9 2.3
EWQ MSCI FRANCE 2.6 3.5
EWT MSCI TAIWAN 6.9 -0.8
EWM MSCI MALAYSIA 8.6 -2.8
EZA MSCI SOUE'I_'rH AFRICA 33.4 75
MCHI MSCI CHINA 43.8 3.8
INDA MSCI INDIA 4.0 8.4
THD MSCI THAILAND -6.4 0.5
EM EIDO MSCI INDONESIA -28.7 -3.9
VNM VANECK VIETNAM -7.5 55
EWY MSCI SOUTH KOREA @ -12.4 4.8
KSA MSCI SAUDI ARABIA -6.6 -1.6
EWZ MSCI BRAZIL -12.0 8.6
EWW MSCI MEXICO -19.7 3.0
ARGT MSCI ARGENTINA 57.6 2.2
Best Performer MCHI EWZ
Worst Performer EIDO EIDO
Source : Bloomberg, Nomura CIO Office
Note : Market data as of 24 March 2025
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Equity
Big techs:
Magnificent-7 and its outsized impact

The group of top few US tech companies, called
Magnificent-7, remains important due to their huge
contribution to the SPX index, totaling a weight of
~30% in the index. The MAG-7 group has had an
outsized performance over both the FY23 and FY24
on the back of Al revolution and wa s nodly a
sentiment-based boost. The earnings growth for these
companies over the last few years has been
phenomenal, justifying a lot of their stock
performances. After the recent correction this year,
valuations have become relatively comfortable. The
chart below plots the current, average and historical
PE ratios for these MAG7 companies, along with their
expected EPS and sales growth over then next two
years.

As can be seen from the chart, for most of these
Mag-7 companies, the EPS growth is expected to be
better than their sales growth over the next two years,
suggesting margin expansions due to sustained Al
demand and improving efficiencies as the capex in Al
reaps its rewards over time. From a valuations
perspective, the MAG7 companies show some
variation in their expensiveness when compared to
historical levels, with most of them slightly expensive
versus their 5-year averages. Most notably, owing to
the recent correction due to DeepSeek concerns,
Nvidia now seems a bit cheaper vs i t historical PE
levels offering potential value opportunities.

Mag?7 vs Rest Ratio Analysis
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Source : Bloomberg, Nomura CIO Office
Note : Market data as of 24" March
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Across the Sectors:
A Quick Value vs Earnings Comparison

Similarly, from a quick look at the below chart that
plots the percentile of current PE ratio multiple
(compared to historical multiples) for various ¢ o0 u n t
sector indices against the earnings revision over the
past 3 months, one can assess the variation in
i val ueamingse ns e nt i megumatiod and the
diversity being offered in the sector indices. Besides
Japanese healthcare and Utilities industries showing
decent valuations comfort, nothing screams out
because of super cheap valuations with an improving
earnings sentiments.

Rather, there are some regions with certain sectors to
be cautious about. For instance, European
rClorgnsufication Services index looks expensive when
compared to its history, and the sentiment also looks
deteriorating. In general, most of the US sectors (red
dots) are on the expensive side of the scale, though
some of them can be justified to some extent by
improving earnings sentiment (for instance 1 IT).

In conclusion, this kind of market necessitates careful
stock picking as no individual sectors offer the optimal
mix of cheaper valuations and improving sentiment.
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FX: Bullion, Policy Divergence, and Tariffs

The FX space is currently driven by a desynchronized rate cut cycle, with central
banks at various stages of monetary policy and Japan maintaining a hawkish
stance. Trump's second term has seen a sharper decline in the DXY index compared
to his first, with widespread tariffs and stagflationary concerns pushing investors
towards Europe, Asia, and safe havens. Amidst these uncertainties, traditional safe
havens, particularly gold, have performed exceptionally well.
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FX

Summary 1 Key views

1

Policy Divergences Playing a Key Role

A de-synchronized rate cut cycle continues to drive the FX space. Some central banks have reached
their terminal rates while some are on pause, awaiting further clarity before deciding on the path
ahead. Dovish tones are turning more neutral or hawkish based on the scope of likely retaliatory US
tariffs. Additionally, the domestic political landscape in certain countries is adding to uncertainties. At
the same time, Japan remains a key outlier with data panning out in line with the B o J éxgectations,
allowing it to maintain its hawkish tone, paving the way for a bullish JPY.

2

The Dollar is no Longer a Safety Net, At Least not for Now

Compared to Trump 1.0, the DXY index has been on a relatively sharper downward trajectory, lower
by around 4% YTD, and by around 4.5% since his inauguration in January. The pressure is much
more intense relative to his previous term, given widespread tariffs, and stagflationary concerns
stemming from the US. Consequently, investors are looking to Europe, Asia and traditional safe
havens for better returns. The question remains whether the current threat of widespread tariffs
remains a threat and a negotiation tactic, or if these measures are likely to stay put following the April
2 tariff deadline.

3

Precious Metals Continue in strength

Traditional safe havens have benefitted from the recent spate of uncertainties. Among these, gold
and silver have shone brightly. For gold, a weakening US outlook and rising global uncertainties
have pushed the me t apkic@ 0 an all-time high, crossing the US$3,000/0z mark (it is currently up
15% YTD). Other factors supporting gold are increased EM central bank buying, increasing concerns
of reflation, and demand-supply imbalance. Further, when looking at historical performance, gold has
generated positive real returns across most economic regimes and has also consistently
outperformed regional equities across specific timeframes (3-, 5-, 10-, and 20-year periods). Silver,
meanwhile, is supported by demand in renewable energy, EVs, and electronics, outpacing modest
supply growth.
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FX (Contd.)

Summary of FX Views

Neutral

Slowdown concerns have emerged against the backdrop of rising trade tensions.
Consumer inflation expectations have risen, and the Fed, in its latest dot plot, see lower
growth and higher inflation in 2025. The DXY index breached 104 levels, but
expectations of rate cuts caps the upside. In the near term, the Dollar could remain
range-bound with much dependent on April 2 tariff deadline.

EUR

s [

Neutral

Near-term outlook remains grim with muted growth, and still-elevated inflation. Upside
from German government spending plans (EUR500 bn) is now broadly priced in.
Further, ECB could also temper the pace and quantum of its rate cuts against this
backdrop (higher growth and inflation). However, there is more of a downside risk
stemming from developments in the April 2 deadline.

GBP

s

Neutral

The recent March BoE meeting had a hawkish tilt to it with a 8-1 vote favouring a
pause. Going forward, only gradual rate cuts are expected but any inflation-growth
dynamics remain key here.. The upcoming fiscal report due on March 26 will be key in
determining GBP moves.

JPY

s I
+1
JPY

USDJPY has recovered from its YTD lows despite a relatively more hawkish BoJ
compared to the Fed. The last few sessions have seen a move up, but factors aiding
JPY include a hawkish BoJ (stemming from strong inflation prints, and higher wage
growth expected this year). The BoJ is yet to see convincing signs of the virtuous cycle
of wages and prices taking hold.

CHF

SNB remains dovish but has likely reached its terminal rate at 0.25%. Factors that
would now aid the currency include investor focus shifting back to the Franc as their
choice of funding currency as the lowest yielding G-10 currency.

CNY

The China outlook points to sustained weakness given insufficient stimulus to lift
consumer spending, slowing exports, and uncertainty on extent of Trump's tariffs on
China. Despite a relatively weaker Dollar YTD, there is a lot of downside pressure on
the CNY.

CAD

Tariffs remain the key driver for CAD. The BoC rate cut cycle has almost bottomed out.
However, April 2nd remains key as most tariffs go back into effect and this could weigh
further on the CAD.

AUD

s [

Neutral

0 Previous View

AUD currently looks cheap relative to other commodity prices. The Australian labour
market remains tight which should mean fewer rate cuts than current market
expectations.

Current

) i \ | (@) ight
View Underweight eutral verweig

Source: Nomura IWM CIO Office, Nomura Research
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FX1 Policy Divergence remains the Key Driver

Some central banks have reached their terminal rate while some have opted for
caution and paused till there is further clarity on tariffs.

Against the backdrop of tariff-oriented uncertainties,
central banks have been exercising caution on
monetary easing. While growth has slowed across
most major economies, inflation remains sticky,
causing central banks to tone down their dovish tone.

The Fed, though unchanged in its dot plot from
December 2024, showed some members'
expectations moving above the median policy rate,
with growth revised down and inflation up for 2025.

The BoE has signaled a gradual approach to easing
rates, given sticky services inflation. The SNB has
likely reached its terminal rates, while the ECB is
expected to cut less than previously anticipated. The
RBI is likely to continue easing amid growth stress.

On the other hand, Japan remains the key outlier and
is set on a gradual rate hike trajectory.

CPl Core CPI Last Last Months since Months since
YIY% Y/Y% Key rate decision Move last hike last cut
Argentina 29.00 -3.00 1/2025 17 2
Austraﬁa 24 2.7 410 -0.25 2/2025 17 1
Brazil 5.1 4.6 14.25 1.00 3/2025 0 11
Canada 2.6 2.7 2.75 -0.25 3/2025 20 0
Chile 4.7 3.8 5.00 -0.25 12/2024 29 3
China [0 R -0.25 10/2024 133 5
Colombia 5.3 5.9 9.50 -0.25 12/2024 23 3
Costa Rica 1.2 4.00 -0.25 10/2024 29 5
Czech Republic 2.7 - 3.75 -0.25 2/2025 33 2
Denmark 2.0 1.8 2.25 -0.25 3/2025 18 1
Euro Area 2.3 2.6 2.65 -0.25 3/2025 18 0
Hungary 5.6 6.2 6.50 -0.25 9/2024 30 6
Iceland 4.2 4.2 7.75 -0.25 3/2025 19 0
India 3.6 4.0 6.25 -0.25 2/2025 26 2
Indonesia 01 25 575 -0.25 1/2025 11 2
Israel 3.5 33 4.50 -0.25 1/2024 22 15
I Japan 3.7 2.6 0.50 0.25 1/2025 2 110 I
Mexico 38 3.6 9.50 -0.50 2/2025 24 2
New Zealand 22 3.0 3.75 -0.50 2/2025 22 1
Norway 3.6 34 4.50 0.25 12/2023 15 59
Poland 54 3.6 5.75 -0.25 10/2023 31 18
Russia PIOORNEEN 2100 2.00 10/2024 5 30
Saudi Arabia 2.0 5.00 -0.25 12/2024 20 3
South Africa 3.2 34 7.50 -0.25 1/2025 22 2
South Korea 2.0 1.8 2.75 -0.25 2/2025 26 1
Sweden 1.3 2.9 2.25 -0.25 2/2025 18 2
| Switzerland 03 0.9 025 -0.25 3/2025 21 0 |

" ORI T 2.50 3/2025 2 1
United Kingdom 3.0 3.8 4.50 -0.25 2/2025 20 2
United States 2.8 3.1 4.50 -0.25 12/2024 20 3

Source: Nomura IWM CIO Office, Macrobond
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FX T Bearish CNH

Domestic factors and likelihood of higher tariffs on China are likely to weigh on the

CNH.

We see a weaker CNH prevail given slowing growth
from weak domestic consumption, slowing exports,

and insufficient stimulus to meet the i a r o 6%od

growth target. Additionally, an increase in b a n KX
accumulation is likely to contribute to RMB
underperformance, despite the backdrop of a softer
UsD.

USD hoarding in the corporate sector, reflected in the
January-February 2025 net FX trade settlement data,
with structural outflows from net FDI and tourism
channels, is another factor likely to weigh on the
CNH.

The biggest i g r fe ¢ tiso WSotariffs on Chinese
exports. Tariffs on China are already much higher
than what they were during Trump 1.0 and, combined

0

with the factors mentioned above, this has weighed
on the CNH. The April 2" deadline for tariffs is now
close and Trump is yet to roll out the full set of
measures against China. Given the U S &ade deficit
with China and the tariffs that the US pays, China is at
highest risk of retaliation.

Overall, Ch i n BdPsdynamics are likely to face
headwinds starting April. FDI deficits, tourism defiicts,
and portfolio outflows are likely to remain under
pressure. At the same time, local USD demand is
likely to remain elevated, again due to concerns of US
tariffs.

China: Real GDP growth (%) and Fiscal Deficit (% of GDP)
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Source : Nomura Research, Nomura IWM CIO Office, Macrobond
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FXT Bullish JPY

Barring some near-term weakness, we see a firm JPY aided by safe-haven demand,

and favourable domestic factors.

The BoJ remains on a hawkish path with more
conviction, but the timing of rate hikes is still unclear.
Economic factors reflect steady improvement in
growth (barring some near-term consumption
headwinds), and inflation rising in line with the B o J
expectations.

In the March meeting, the BoJ maintained status quo.
Though headline inflation had increased, it has been
food-led lately. For the BoJ to continue hiking, they
require more of a demand-led inflation to ensure that
thefi vi r tysl®af wagesandp r i dsdakidg hold.

Governor Ueda maintained a balanced tone in the
press conference as well. As a base case, we expect
the BoJ to hike in its July 2025 and January 2026
meetings, taking the terminal rate to 1%.

The USD/JPY pair is expected to remain range-bound

Japan: Producer Price Index Inflation (% y-o-y)

0

in the near term due to conflicting factors: policy
divergence between the BoJ and Fed supporting the
pair, while declining US vyields post-FOMC and
potentially higher 2025 rengo wage negotiations in
dapan exert downward pressure.

A risk scenario, which could see terminal rates above
1%, is if the BoJ becomes more confident that a
fivir cysleafwagesandp r i dsdakidg hold

On the other hand, downside risks from slower growth
extending into Q2 2025, Japanese companies
adopting a more defensive posture April onwards in
the face of US tariff hikes, or changes in the domestic
political landscape could push back the next rate hike
to September.

4
3
2
1
S
g ‘
)
& - /
\/v Japan's services PPl remains around its historic highs, supported by labour-
intensive items. It continues to show a health growth, lending some
-1 confidence that a "virtuous cycle of wages and prices" is taking hold.
-2
_3 T T T T T T T
Jan May Sep Jan May Sep Jan May Sep Jan May Sep Jan May Sep Jan May Sep Jan
2019 2020 2021 2022 2023 2024 2025

= Services PPl = Services PPI (w/ high labour cost ratio)

Source : Nomura Research, Nomura IWM CIO Office
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FXT Neutral EUR

Improving sentiment and future expectations following Ge r ma nfis@aksi b a z o o k
have buoyed the EUR. Similar moves expected from other EU countries will be a

positive. But much depends on the April 2"d tariff deadline.

EUR has come off its YTD highs in March likely due
to profit booking. Much of the positive news regarding
Ge r ma bumes fiscal package seems to be priced
in and room for upside seems limited for now. Another
development aiding the EUR will be increasing
prospects of a ceasefire between Russia and Ukraine.

On the other hand, downside risks are mainly from
U S éetaliatory tariffs on key EU sectors. The risk of
retaliation is high given U S Bigh trade deficit with the
EU, and this is likely to weigh on the EUR in the short-
term.

As things stand, corporate and consumer sentiments
have improved based on recent news from Germany,
and this is a positive for the growth outlook.

US vs Europe: Rate Differentials and FX

Impact from fiscal and monetary policy

As we highlighted earlier, defence spending is now
key for Eurozone as the US could scale back its
support. Increased spending to fill the gap left by the
US would boost demand for the EUR.

With the stimulus measures comes growth and
inflation. Services inflation is still running well above
the target, and the ECB would want to stay ahead of
the curve to counter any inflationary pressures that
may arise from additional spending. Consequently,
the ECB may look to slow down their pace of
monetary easing.
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= Germany-US Rate Differentials (using 10-year yields), Ins == EUR/USD, rhs

Source : Nomura Research, Nomura IWM CIO Office
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FXT Bearish INR

The INR is expected to face continued pressure from US tariffs, and global risk-off.
However, the RBI can use its significant FX reserves as a buffer against any sharp

moves.

In India, we continue to see INR weakness for a few
reasons. The RBI may continue buying USD if
currency weakens again. This also lends flexibility to
the INR.

Trumps retaliatory tariffs on India is another aspect
which would keep the pressure on the INR.
Retaliatory tariffs in India are expected to go ahead
despite the two countries being in the middle of a
Bilateral Trade Agreement).

Recent reports, however, suggest that the scope of
tariffs could be narrowed. US Treasury secretary
Bessent recently said that he was optimistic that
some of the tariffs i manpt have to go on because a
deal is pre-negotiated.0 Any retaliation is likely to bring
the country in question to the table with the US to
renegotiate.

It remains to be seen whether the Indian authorities
will be able to work out a preliminary trade agreement
with the US in time before April 2,

Finally, global risk-off is weighing on EM/Asia equity
markets. India continues to see outflows (YTD net
equity outflows of US$16.4bn).

On the positive side, however, the recent Dollar
weakness has aided the INR. The recent depreciation
episode, and steady decline in inflation has caused
the REER index to drop to 102.4 in February (from its
record high of 108.1 in November). This reflects a
near fair-valued INR.

India's weak economic fundamentals and falling
inflation have paved the way for rate cuts (2-3 rate
cuts this year) which should ease the stress on
growth going ahead.

RBI's Forex Reserves and Gold Holdings

= Forex Reserves (LHS)

== Gold (% of Forex, RHS)
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FXT Bullish Gold

Strong YTD gain underscore g o | dirdportance as a safe haven. Emerging market

central

following the 2022 Russian reserves freeze.

Record Highs and Evolving Market Dynamics
Gold continues its remarkable performance in 2025,
up 15% vyear-to-date, emerging as one of the
strongest commodity performers. The rally reflects its
dual role as both a geopolitical hedge amid global
uncertainties and a strategic asset for investors
concerned about U.S. policy shifts. Trade tensions,
potential tariffs, and broader economic uncertainties
have reinforced gold's traditional safe-haven appeal.

Central bank buying remains a crucial market driver,
marking a fundamental shift in global reserve
management. Following the 2022 freezing of Russian
central bank reserves, emerging market central
banks, particularly China, Poland, and Turkey, have
accelerated their gold purchases. This institutional
confidence signals long-term conviction in the metal's
strategic value.

banks, led by China, Poland, and Turkey, have accelerated purchases

Safe-Haven Asset: Geopolitical Tensions
Gold's appeal as a macroeconomic hedge continues
to strengthen amid rising global uncertainties. The
supply side remains supportive, with global mine
production stagnant over the past decade and no
major new discoveries. This structural supply
constraint, combined with robust demand across
jewelry, technology, and investment sectors, creates

a compelling fundamental backdrop.

The positive outlook on gold is underpinned by
persistent U.S. policy uncertainty, growing concerns
about sovereign debt sustainability, and structurally
higher central bank demand. As both a safe-haven
asset and financial shield for countries facing
sanctions, gold's strategic importance in global
portfolios continues to grow.

Top Central Bank Gold Buyers (Last 6Y)
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FXT Bullish Gold

Addition of gold to a portfolio has significant gains across time horizons, and the
portfolio stands to outperform a 60:40 portfolio as well.

I L]
3Y Ann 5Y Ann 10Y Ann 20Y Ann
o Local |IXAU/Local Excess |XAU/Local Excess [KAU/Local Excess [NAU/Local Excess
s Ccy e Ccy ST Returns Ccy ST Returns Cecy S Returns Cey S Returns

Dollar | DXY ~ SPX | 1280% 7.30% | 550% || 1160% 1270%| -1.10% || 830% 11.10%| -280% |[|940% s20% | 1.10%
EUR SXS5E | 1640%  440% | 11.90% || 13.40% 550% | 7.90% [{10.00% 450% | 550% ||10.80% 2.60%
GBP  UKX | 1580% 3.40% | 1230% [|1290%  160% | 11.30% || 10.70% 2.20% || 850% |[11.70% 2.70%
JPY  NKY | 2510% 1150% | 13.70% || 2010% 11.00%| 910% |[1130% 860% | 270% [|11.70% 640% | 530%
AUD AS51 | 19.00% 3.10% | 1590% [| 14.40%  4.10% | 10.40% |[1130% 4.20% | 7.10% |[1060%  3.60% | | 7:10%
G10 | CAD SPTSX | 17.70% 520% | 1250% || 1390% 7.70% | 620% ||1060% 540% | 5.20% [|10.30% 500% | 5.30%
NZD MXNZ | 2060% 070% | 19.80% || 15.80% -0.70% | [H680% | 11.90% 4.20% | 7.70% |[10.70%  1.50% | |SE000M
CHF  SMI | 1260% -3.40% | 16.00% || 1020% 1.80% | 840% || 7.30% 260% | 470% ||8.10%  3.60% | 4.50%
SEK OMX | 2060% 090% || 1980% | 15.40% 7.00% | 840% ||1210% 5.40% | 670% |[1220% 6.20% | 6.00%
NOK OSEBX | 2280% 5.90% | 17.00% (| 1750% 8.90% | 870% ||13.00% ©50% | 3.50% |[12.80% 9.40% | 3.50%

CNY SH?,OM 18.00% -2.70% | 20.70% || 12.40% 1.90% | 1050% ||10.00% o0.40% | 960% ||s60%  s.00% | 3.70%

INR  NIFTY | 1820% 1090% | 7.40% [|1560% 1420%| 140% [[1160% 1110%| 050% [[13.10% 12.90%| 0.20%
IR JcI | 1750% 250% | 15.10% || 1500% 240% || 1270% || 11.10% 310% || 810% ||1240% 1030%| 2.20%
MYR MYAN | 1550% 540% | 10.10% [|1350% 400% | 9.40% [[10.90% 1.40% || 950% ||1020% 6.60% | 3.60%
Asia | krw KOSPI | 2130% -6.90% |[[BBIBOUM| 17.20%  1.80% | [ 1540% || 11.60% 230% || 9.30% |[|11.30% 500% | | 6.30%
TWD TWSE | 1940% 8.10% | 1130% || 1350% 13.90%| -0.40% || s60% ~ 9.50% | -0.90% .
SGD ST | 1330% 660% | 660% [1190% 330% | 860% || 860% 120% | 7.40% ||s40%  320% | 5.10%

THB SET 14.10% -5.50% | 19.50% || 14.80% -2.40% 8.80% -0.70% 9.40% 8.70% 3.80% 4.90%
PHP MXPH | 17.70% -1.60% | 19.30% || 14.60% -2.80% 11.10% -0.80% 9.50% 5.70% 3.80%
BRL /BOV | 16.70% 4.70% 12.00% [ 21.60%  0.80% 17.80%  9.20% 8.70% 14.10%  7.90% 6.20%
LatAm | MXN MEXBOL| 13.30% -2.40% | 15.80% || 13.70% 2.60% 11.10% (| 12.10% 1.40% 12.80%  6.90% 5.90%

ARS MXAR | 144.10% 64.70% | 79.30% || 97.20% 43.40%| 53.70% || 75.00% 14.90%| 60.10% ||46.50% 11.20%| 35.40%

Cumulative Returns of 60-40 Portfolio vs Gold-inclusive Portfolio
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Source: Nomura IWM CIO Office, Bloomberg
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FX T Bullish Silver

Silver is witnessing sustained market deficit due to record-high industrial demand
driven by renewable energy, EVs, and electronics, outpacing modest supply growth.

Industrial Demand and Supply Dynamics
Global silver demand is hitting record highs in 2025,
driven by surging industrial usage in renewable
energy, electric vehicles, and consumer electronics.
The metal's critical role in green technology
applications continues to expand, particularly in
photovoltaic installations and vehicle electrification,
intensifying the market deficit for the fifth consecutive
year. This fundamental shift in demand patterns has
helped propel silver prices up 17% year-to-date.

Meanwhile, supply is tightening despite modest
growth. Silver mine production is expected to reach a
seven-year high, with new outputs from China,
Canada, Chile, and Morocco complementing a 3%
overall supply increase. Enhanced recycling efforts
are also contributing, yet the persistent production
constraints continue to reinforce the structural deficit
in the market.

Investor  Sentiment  and Hybrid Appeal
Geopolitical tensions and economic uncertainties
have amplified silver's appeal, with increased physical
deliveries into warehouses reflecting  strong
institutional interest. While Western markets show
robust investment demand, traditional consumption
centers like India and China are experiencing shifts in
jewelry and silverware demand due to elevated local

prices and changing consumer preferences.

Looking ahead, silver's trajectory will largely depend
on some key factors: the pace of renewable energy
adoption despite potential U.S. policy headwinds,
China's economic stimulus measures and their impact
on industrial demand. While investment demand may
fluctuate with monetary policy shifts, the structural
growth in industrial applications provides a robust
floor for prices, suggesting sustained strength through
2025.

Global Silver Supply & Demand (mn 0z)
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Fixed Income : Lower USD Rates, Divergences Globally

With slowing growth and negative macro surprises, USD rates have been on a
downtrend. The upcoming tariff announcements are expected to be stagflationary.
Statements from the Trump Cabinet have suggested that they are targeting lower
rates. Recent risk-off sentiment in equities hasn't percolated to the credit space.
Globally, divergences are emerging in the rates world as well. Germany's fiscal
surprise has seen bund yields spike, BOJ's policy path and Rengo wages have seen
Japan yields inch higher, while sticky core inflation has led to higher GBP yields as
well. We like intermediate and long-duration bonds, higher up the quality curve, as
core allocation in a portfolio. We also like tactical HY plays and structured product
plays for yield enhancement.

NOAURA



Fixed Income

Summary 1 Key views

1

Rates trajectory the key when it comes to fixed income

Markets currently await tariff policy details to gauge the direction of rates, particularly given their
potentially offsetting effects on growth. Recent comments from Bessent and Trump indicate their
preference for lower rates, and they appear willing to accept short-term pain to address the fiscal
situation. Upcoming tariff announcements could lead to supply shocks; this, combined with defence-
related layoffs and tighter immigration policies amid fiscal profligacy, creates conditions for growth
deceleration and lower yields. However, a sharp sell-off would likely be met with increased final
demand, and a decline in 10Y yields below 3.5-3.7% would not be justified.

2
Spreads inching higher especially in high yield.

Although we have recently seen an uptick in spreads, particularly in the high-yield segment, the
credit market remains well-supported and default rate forecasts remain low, given the substantial
refinancing during the post-COVID rate decline. Barring idiosyncratic risks, we do not anticipate a
significant spike in credit spreads in the IG space, though some continued widening is expected in
the HY sector.

3

Implementation

The recent move higher in rates presents opportunities and can add selective position in the belly. 5-
7yr remains preferred duration to deliver all-in-yield of ~5% type of return in low risk/vol portfolio. We
remain selectively constructive HY in the shorter end as the chase for yield persists. Duration play
remains highly tactical for choice with too many moving parts. Diverging interest rate policies (e.g
Europe vs US) could present interesting opportunities. Structured Products like short-dated reverse
convertibles on Treasuries and similar defensive IG credits and CLNs with FX range accrual as
overlay to enhance yields remains attractive here.
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Fi xed I ncome (Cont od)

Summary i Key views

Fixed Income

Treasuries We remain neutral on US Treasury and prefer the belly to slightly longer end of the US Treasuries. Our in-
house US economists expect no cuts this year and two 25bp cut next year in order to adjust for Trump's
- tariffs and policies. With yields sliding down over slower growth expectations, it only offers small windows to
Hold tactically play duration calls over the next month. Given the recent uncertainty post Tariffs and Federal

spending cuts, we feel yield hungry investors might come in at higher rates to control demand.

DM IG Given the current yield environment, we maintain our DM IG allocation to overweight. DM IG credits come
with longer average durations and should benefit from any move lower in yields, but we remain mindful of
tighter credit spreads. With recent risk rally stretching valuations on equities/lower rated credits, DM IG

becomes all the more important as a core portfolio allocation to protect downside during risk offs. That said,
- spreads on lower-rated 1G/cyclical credits being historically tight can come under pressure, and we thus
+1 prefer defensive/credits rated single-A and above.
DM HY

We downgrade our stance on DM HY credits from neutral to Underweight. The spread valuations are very
rich for lower rated credits and we see some signs of spread widening. Thus we refrain from initiating
outright longs on the sector. Tracking broader risk assets, spreads on DM HY credits have now widened

) from the start of the year, with the index wider by ~40bps. CDX HY 5Y spreads are now trading above the
1 300bps benchmark tights in the historical range. We selectively like shorter dated BB for higher carry.

Asia IG We remain overweight on Asia IG credits. The elusive premium offered by Asian IG credits allow for just as

high yields over mid-to-longer tenors, allowing us to turn neutral on duration without impacting absolute
yields. We prefer single-A/BBB rated Malaysia/Indo/Indian quasi-sovereigns and corporates for the extra

- pickup across lower-IG ratings, while still supported by sound underlying sovereign and credit profiles.
+1 Asiabds performance has also been driven by | imit
Asia HY

We downgrade our overweight stance to neutral on Asia HY credits, our view balanced by our broadly
cautious view on HY sector spreads widening. Asia HY continues to offer attractive spread premium over

most of the comparably rated DM peers and with much fewer tail risks than EM credits elsewhere
- 0 (Latam/Africa). For tactical plays, we continue to favor select BB credits from India/Indonesia and Macau
Hold gamers for higher yielding allocations alongside a few Japanese corporates through buy and hold plays.
EM ex Asia IG We downgrade our neutral stance for EM ex-Asia credits back to underweight. EM IG Credits have seen

some compression over the past month validating our call to move Neutral from Underweight. AA/A
dominated MidEast IG credits remain key diversifiers for us. Albeit oil prices could inch lower given the
recession expectation, the strong fiscal/current account buffers for ME IG credits (unlike ME HY sovereigns)
continue to lend stability to the credit profiles. Latam IG credits are trading expensive with little-to-no Latam
premium over DM/EM Asia IG peers; continued political noise keeps us cautious, and at comparable
valuations, we instead prefer Asia IG credits across EM allocations.

EM ex Asia HY Dominated by African and Latam HY issuers, we remain UW for EM ex-Asia HY credits, given unattractive
valuations for Latam and the fragile macro backdrop for Africa. Among the first to start hiking rates, Latam
central banks are likely done for the cycle, but political themes dominate. Barring Bolivia, most of Latam HY

5 is trading tight and without much premium to Asian peers with much better macro/political setups. On the
other hand, spreads in Africa continue trading wide but these are skewed by the very weak countries trading
) at extreme wides.

0  Previous View . .
Current view Hold Overweight

Source: Nomura IWM CIO Office

52 NOMAURA



Fixed Income
A bullish US Yield curve

The vyield curve's short-term segment is primarily
influenced by Federal Reserve policy, while long-term
rates are more responsive to macroeconomic
expectations. Over the past quarter, the curve has
been more bullish. The short end has declined on the
expectation of the Fed continuing rate cuts this year,
based on projections of inflation returning to the 2%
target. Subsequently, the long-end yield decrease can
be attributed to markets pricing in a potential slowdown
if inflation expectations do materialize and the

US Yield Curve Bullish

economy slows down.

Based on how the Trump policies and tariff talks roll
off, the curve may experience steepening from its
current relatively flat position, contingent on the timing
and nature of policy adjustments. This interplay
between monetary policy, political expectations, and
economic forecasts continues to shape the yield
curve, providing valuable insights into both current
market conditions and future economic outlooks.

US Yield Curve
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Fixed Income
US EUR Rates Divergence

Recent developments in fiscal policy have highlighted
a growing transatlantic divergence, with significant
implications for global bond markets. At the heart of
this trend is the recent US-Euro rates divergence,
primarily driven by Germany's announcement of
substantial fiscal spending. This move has triggered a
significant  selloff in  European bonds, and
consequently, long-term Eurozone rates spiked,
exceeding two standard deviations from the norm - a
statistically rare event. The spread between 10Y US
Treasuries and German Bunds has widened
considerably, reflecting differing fiscal policies and
economic outlooks across the Atlantic.

This divergence underscores the impact of fiscal
decisions on sovereign bond markets and highlights
the evolving nature of economic policy in the
Eurozone. However, the current higher Euro rates
may present opportunities for investors. As the initial
shock of the German fiscal announcement subsides
and markets fully price in the new borrowing
expectations, there is potential for spread
normalization. The reversion of this spread could be
accelerated by any signs of moderation in the
proposed spending plans or by shifts in US fiscal or
monetary policy.

4.9 US EUR Rates Divergence 3
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Fixed Income
Macro surprises vs Rates

The Citi Economic Surprise Indices measure data
surprises relative to market expectations. A positive
reading means that data releases have been stronger
than expected and a negative reading means that data
releases have been worse than expected.

Economic data releases in the US have been weaker
Vs expectations in the past few month (retail sales,
employment and other high frequency data). This has
seen the Citi Surprise index fall below 0.

Since mid-2022, 10Y rates have shown an incredible
relationship with the macro surprises. Over this time
period they have tended to move by a lag of 45-60
days vs macro surprises. Strongest correlation we
have found is vs 45 days.

Directionally, one could expect a very short-term
bounce in yields followed by a pullback. Naturally
growth, inflation, FED policy and most importantly
Trump 2.0 remain the key drivers for 10Y, but this
chart does provide a direction and makes you think.

US Citi-surprise Index vs 10Y Rates (with 2m lag)

D

«US 10Y Yield (%)

[

2.5
fL'I/
&

> e} > el >
v M2 2N
NS N

g ‘
N %QQ éo @’bﬁ

USGGI0YR (L1)

Source : Bloomberg, Nomura CIO Office
Note : Market data as of 24" March

55

90

70

50

30

10

-10

US Citi-surprise Index

™ ™ ™
T
be @’b @'b

= CESIUSD Index (R1)

NOMAURA



Fixed Income

Lower yields vs the past month. Fall in rates outweighing any spread uptick

The past month has witnessed a notable compression
in yields across Fixed Income Emerging Market
Indices, reflecting a complex interplay of global
macroeconomic  factors and shifting investor

However, it is imperative to approach this development
with nuanced analysis, as the sustainability of this yield
compression hinges on the delicate balance between
improving EM fundamentals and the ever-present

sentiment. This trend can be attributed to moderating specter of idiosyncratic risks inherent to these
inflation expectations in key economies, and an markets.
enhanced appetite for higher-yielding assets amidst
global growth concerns.
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Spreads tight across the universe vs history. Only slight widening in the HY space.

Global credit markets are exhibiting a notable
divergence in spread behaviour across the quality
spectrum. IG spreads remain remarkably tight,
reflecting sustained investor confidence in high-quality
corporate debt. In contrast, HY indices are
experiencing selective widening, indicative of growing
investor caution amid lingering growth concerns.

This bifurcation in spreads highlights a growing
investor apprehension regarding lower-rated issuers'
debt servicing capabilities in the face of potential
economic headwinds. The contrast between IG
resilience and HY vulnerability underscores the
importance of careful credit analysis in the current
late-cycle environment, as markets continue to price in

differential risks across the credit quality spectrum.
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Move higher in the quality bucket in the FI space

Spreads vs Rating buckets yet to show any significant uptick. Very slight uptick in

the C bucket
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Fixed Income

Is Rates Divergence the new theme of 20257

The chart below highlights an important emerging
theme for 2025. Shades of darker red indicate higher
rates, while those in green indicate falling rates.
European rates are 30-50 basis points higher over the
past three months, while U.S. yields are lower by
approximately 25-30 basis points. This divergence has

Japan remains another key outlier in this space. The
uptick in yields, which began since the end of yield
curve control, has continued alongside increasing
wages and inflation in Japan. We expect this theme,
which is playing out through the TOPIX Banks index,
to continue. These vyield divergences will continue to

been primarily driven by negative macroeconomic create interesting relative value opportunities,
surprises in the U.S., while the EU continues to see particularly through structured products.
news of increased fiscal and defense-related
spending.
10-year Government Bond Yields (%)
Last 3m ago 6m ago 9m ago 12m ago
Americas
Brazil 15.05 11.07
Canada 3.12 3.46
Mexico 9.27
United States 420
EMEA
France 3.19 2.93 3.26 2.82
Greece
Italy
Netherlands
Portugal
Spain
Sweden
Switzerland
United Kingdom
APAC
Australia 4.50 438 3.97 431 3.97
China 1.81
New Zealand 4.68
Singapore 2.72
South Korea 2.84

Note: Color coding based on the rolling z-score of the past 12 months

As of 3/28/2025

Source : Macrobond, Nomura ClO Office
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Alternatives Remain a Key Diversifier

Alternative Investments provide stable income, inflation protection and
diversification options vs traditional asset classes.
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Alternatives

Summary i Key views

1
Alpha-centric Approach

The strategic asset allocation remains laser-focused on alpha generation across a diversified
spectrum of uncorrelated return streams. We're maintaining our alternatives overweight, with a
particular emphasis on equity market neutral and equity long/short strategies. These defensive alpha
sources provide crucial portfolio ballast, especially as we navigate the complexities of a late-cycle

market environment rife with geopolitical uncertainties.

2
Private Equity: Long-term Value Creation

We continue to view private equity as a cornerstone of our portfolio's long-term value creation
engine. Our commitment to top-quartile managers and our strategic overweight to this asset class
have consistently delivered superior risk-adjusted returns. We're particularly viewing the PE
Secondaries market funds as the opportunities grow in the sectors, which offer compelling alpha in

an otherwise yield-starved landscape.

3
Diversification Though Alternatives

Tactical Agility in Volatile Markets offered by a hedge fund portfolio serves as a critical diversifier,
providing much-needed reflexes in these volatile markets. Strategic allocation to continue on hedge
funds, which have demonstrated their ability to generate uncorrelated alpha and provide downside
protection during periods of market stress. This approach aligns with our overarching goal of
constructing an all-weather portfolio capable of delivering consistent outperformance across market

cycles.
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When Mar ket s

Br eak,

Correlation between equities and fixed
diversification trade, can rise sharply during drawdowns.

The Paramount Inquiry: What Truly Delivers Alpha
When Systemic Risk Materializes?

The Oxford Handbook of Hedge Funds, provides a
compelling thesis. Across diverse macro regimes and
financial crises, alternative investment strategies have
consistently exhibited resilience when traditional beta
exposures falter. This alpha generation during market
dislocations isn't anomalousd it's systematic and

rooted in their fundamental architecture.

Crisis Alpha: A Structural Feature, Not an

Anomaly

The 2000 Dot-Com Implosion: While broad-based
equity indices experienced drawdowns exceeding

40%, equity long/short strategies significantly
mitigated losses. Numerous market-neutral vehicles
even generated positive absolute returns. This

outperformance stemmed from their capacity to

dynamically modulate net exposure, implement
tactical short positions in overvalued sectors, and
deploy derivative-based

sophisticated hedging

strategies.

The 2008 Global Financial Crisis: During this acute
stress event, when traditional long-only portfolios
faced simultaneous equity and credit impairments,
certain alternative strategies exhibited exceptional
performance. Global Macro funds -capitalized on
policy-driven dislocations and volatility regime shifts.
Systematic CTAs exploited persistent trends across
and FX The

Handbook's empirical data in Chapter 2 reveals

rates, commodities, complexes.
numerous funds achieving double-digit absolute
returns while the S&P 500 experienced a 38%
drawdown.

Source: Nomura IWM CIO Office

61

Correl at

income, historically seen as the core

The March 2020 COVID-19 Liquidity Crisis: Multi-
strategy platforms with diversified sleeves spanning
guantitative,

discretionary macro, and volatility

arbitrage demonstrated remarkable adaptability.
Some pivoted to defensive convexity trades, others
augmented exposure to widening credit spreads, and
relative value

many monetized directional and

volatility dislocations. The outcome: significantly

attenuated drawdowns and accelerated recovery

trajectories compared to traditional long-only

mandates.

These case studies underscore a structural alpha
advantage inherent in alternative risk architectures.
Hedge funds aren't constrained by static benchmarks
or long-only mandates. They operate across the
entire capital structure, employing diverse instruments
and strategiesd crucially, they're engineered to exploit
market inefficiencies, not succumb to them.

Beta Harvesting is Commoditized, True Alpha

Generation Remains Scarce

The evolution of passive investing has commoditized
The proliferation of passive and smart beta vehicles
has commoditized traditional risk premia harvesting.
Investors can now access equity and fixed income
betas at minimal cost. However, what remains elusive
in conventional structures is the ability to generate
uncorrelated returns when systemic risks materialize.
This is where alternative strategies offer unparalleled
value proposition..

NOAURA



When Mar ket s

Beyond Downside Mitigation

A Holistic Alpha Generation Framework It's critical to
recognize that alternative strategies aren't merely
"portfolio insurance." Many vehicles outperform during
bull

particularly those focused on exploiting structural

benign or market environments as well,
inefficiencies or generating idiosyncratic alpha. The
thesis for their inclusion rests on constructing a
resilient portfoliod one capable of compounding
capital consistently across market cycles, not just

during favorable regimes.

corroborate  this

Handbook,

Risk-adjusted return metrics

perspective. As elucidated in the

information ratios for certain alternative strategiesd
notably statistical arbitrage, global macro, and relative
valued have consistently exceeded those of
traditional beta-driven allocations over multi-decade
horizons. Moreover, their correlation coefficients to
major equity indices remain persistently low, even
when traditional  cross-asset

during  periods

diversification breaks down.

For CIOs, i t os about market timing. | t @bsut

portfolio construction

The argument presented here isn't predicated on the

notion that alternative strategies will invariably

outperform or that they're impervious to volatility.

Rather, they offer differentiated return streams,
especially during systemic stress events. This
characteristic is increasingly valuable in an

environment characterized by rising macro volatility,
elevated geopolitical tail risks, and the cessation of

accommodative monetary policy as a persistent

Source: Nomura IWM CIO Office
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tailwind.

This perspective necessitates a paradigm shift
towards outcome-oriented portfolio construction. As
stewards of capital, our performance evaluation
framework must extend beyond simplistic return
metrics to encompass consistency, drawdown
mitigation, and the ability to meet liabilities across
diverse market regimes. Incorporating alternative
strategies isn't a tactical allocation; it's a strategic
imperative to enhance portfolio robustness and long-

term compounding efficiency.

When Markets Falter, Structural Alpha Trumps
Hope

Traditional portfolios rely on the hope that historical
correlations will persist. Alternative allocations are
structurally designed to generate alpha when
conventional wisdom fails. This is why they remain an
indispensable tool for sophisticated allocators
navigating an increasingly complex global market

ecosystem.

The next market dislocation isn't a matter of if, but
when. The pertinent question for ClIOs won't be "How
could we have better timed the market?" but rather,
"Why weren't we already positioned with strategies

engineered to thrive on dislocation?"

In conclusion, as we navigate an increasingly

uncertain investment landscape characterized by
regime shifts and non-linear risks, the integration of
alternative strategies into institutional portfolios isn't
merely an optiond it's a fiduciary imperative for those
true resilience and consistent

seeking alpha

generation across market cycles.
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When Mar kets Break, Correl at.

Performance of Major Asset Classes During Market Stress
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ts Break

Hedge funds still effective on the downside
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Alpha Lives in Private Markets and Alternative Strategies

The Alpha Paradox: Rhetoric vs. Reality in Capital

Allocation

While the pursuit of alpha remains a ubiquitous

mantra among institutional investors, empirical

evidence suggests a stark disconnect between stated
objectives and actual The

capital deployment.

preponderance of assets continues to be
concentrated in traditional public equity and fixed
income marketsd ecosystems characterized by
increasing efficiency, heightened crowding effects,
and the growing dominance of passive capital flows.
This has become

environment increasingly

inhospitable to sustainable alpha generation.

The Migration of Alpha: From Public to Private
Markets

True alphad defined as persistent, skill-based excess
returnsd has not vanished but rather relocated. It now
predominantly resides in market segments that
remain underrepresented in conventional portfolio
markets and alternative

constructions:  private

investment strategies.

In public equities, the dispersion between top and
bottom quartile active managers has contracted
significantly. The proliferation of real-time information
dissemination, and

regulatory  harmonization,

democratized market access has dramatically
reduced informational asymmetries. Consequently,
excess returns have become increasingly ephemeral

and subject to rapid arbitrage.

Conclusion: The Imperative of Adaptive
Allocation
As we navigate an investment landscape

characterized by compressed vyields, elevated

valuations, and macroeconomic uncertainties, the
imperative for genuine alpha has never been more
acute. The path forward for institutional portfolios lies
not in the crowded waters of public markets but in the
fertile,

if more complex, terrain of private and

alternative investments.

The challenge for allocators is clear: evolve or risk
obsolescence. Those who can adapt their processes,
enhance their networks, and recalibrate their risk
frameworks to capitalize on these structural shifts will
deliver  sustainable

be best positioned to

outperformance in the decades to come.

This is not a call for wholesale abandonment of public
markets but rather a strategic recalibration towards
areas where true alpha potential remains robust and
accessible to skilled practitioners. The future of alpha

is private, and portfolios must evolve accordingly.

Assertion is not predicated on philosophical

conjecture but on quantifiable metrics.

Return Dispersion: Private Equity vs. Public Mutual Funds
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Source: Nomura IWM CIO Office, Morningstar, Cambridge Associates
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Alpha Lives in Private Markets and Alternative Strategies

(contd.)

Alpha generation has shifted paradigms as market

efficiency erodes traditional sources. Alternative
strategies now dominate, with hedge funds leveraging
long/short equity, global macro, and event-driven
approaches to exploit market inefficiencies. These
and

strategies thrive on dispersion, dislocation,

volatility, offering uncorrelated return profiles.
Real Alpha

For ClOs, this evolution mandates a recalibration of
portfolio construction methodologies. The focus pivots
from benchmark-relative performance to absolute
return generation through unconstrained mandates.
Manager selection becomes a critical alpha source,
emphasizing operational excellence, informational
asymmetries, structural opportunities, and behavioral
finance exploitation.

This enhanced due

new landscape demands

diligence, embracing illiquidity premiums and

accepting idiosyncratic risk. The payoff is exposure to

non-linear return streams and true diversification

benefits. Alpha now resides in underexplored,

misunderstood market segments, requiring a
disciplined, sophisticated approach to opportunity

identification and capital deployment.

In  essence, alpha hasn't vanished; it's
metamorphosed. Capturing it necessitates specialized
expertise, and a capacity to navigate complex,
inefficient market ecosystems. The bar for alpha
generation has risen, but so too has the potential for

differentiated, sustainable outperformance.

Source: Nomura IWM CIO Office, Global Asset Allocation Survey 2025, Preqin, Cambridge Associates

NOAURA



