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Executive Summary

We anticipate a reconfigured global landscape in 2025, marked
by a more balanced U.S. economic cycle that brings both
opportunities and challenges. This outlook highlights key areas
of focus for investors, including navigating geopolitical tensions,
policy uncertainty, inflation risks, and rising government debt.

Equities and Thematic Investments: Global equity markets,
particularly in the U.S., are expected to perform strongly,
supported by innovation, cost control, and favorable policies.
Investors should focus on resilient domestic leaders, emerging
markets, and thematic investments tied to long-term trends
such as artificial intelligence (Al), decarbonization, and evolving
societal needs.

Fixed Income and Multi-Asset Strategies: Fixed income offers
attractive yields in 2025, but active management will be
essential to optimize returns. Higher starting yields and
healthier market conditions provide a strong foundation for
long-term performance. Recommended strategies include
multi-asset approaches, quality credit, and core allocations to
alternatives like private equity and hedge funds.

Private Markets and Alternatives: Private equity is poised for a
resurgence, with increased activity anticipated over the next 12
months. This outlook is driven by softening inflation, declining
interest rates, and growing confidence among fund managers in
executing transactions. Investors should consider alternative
strategies as a critical component of diversified portfolios.
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Introduction: Navigating a New Economic Era

As the global economy transitions from an era of low interest rates and
sluggish growth, investors face the question of where to find superior returns.
Projections indicate stronger economic growth ahead, driven by capital
investment, technological advancements, and supportive fiscal and monetary
policies. However, challenges such as geopolitical tensions, inflation risks,
and rising government debt require careful consideration. This report
examines the key trends shaping the 2025 investment landscape, identifying
opportunities in equities, fixed income, and alternative investments.

I. Global Macroeconomic Outlook
Global Growth

The global economy is expected to soften in 2025, with major economies
experiencing moderating growth. [1] The US economy, which has been a key
driver of global growth in 2024, is projected to moderate, but still lead major
economies in terms of growth. [1, 2] Europe is anticipated to experience a
modest recovery. [1] Emerging Markets are expected to continue
outperforming Developed Markets, particularly in Asia and India. [1, 3] A
potential global growth slowdown is anticipated in early 2025, followed by a
manufacturing-led recovery, driven by the strength of the US economy. [2, 4]

While the global economy has struck a constructive balance between solid
growth and easing inflation, rising government debt presents a significant
challenge. [5] This factor, trade actions, and China's response will likely be a
dominant cyclical driver of the European economy. [2]

A tendency toward economic nationalism poses a challenge to global growth.
[6] This trend could result in policies such as tariffs, which have the potential
to disrupt trade, reduce domestic demand, and increase inflation, particularly
in the US. [7] Negotiations with trading partners and domestic legal challenges
may mitigate the impact of such policies. [7]

China's growth will likely slow due to tariffs and structural challenges, with
fiscal stimulus measures unlikely to fully offset the impact. [7] However, the
country’s starting point for returns in 2025 is favorable. [8] India, on the other
hand, is expected to continue delivering more robust growth. [7]
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Europe is expected to see uneven and subdued growth, with improvements
anticipated as wage growth remains strong and interest rates fall. [7] Spain,
the UK, and Switzerland are projected to outperform with growth rates
above 1%, while Germany, France, and Italy are expected to see more
modest growth of around 1%. [7]

Inflation

Inflation is moderating globally but risks remain, particularly in the US. [3, 9-11]
The US is expected to see higher trend inflation in the long term, posing a
challenge for investors. [12] Bond investors are demanding higher
compensation for future inflation risk. [12]

Monetary Policy

Central banks are shifting toward an easing stance, with rate cuts expected
in the US and Europe. [11, 13, 14] The US Federal Reserve is expected to begin
an easing cycle, with a lower federal funds rate potentially benefiting deposit
gatherers. [15] However, uncertainty remains regarding the pace and
magnitude of rate cuts. [16, 17] The Bank of England is also forecast to cut
interest rates further going into 2025. [17]

A Trump presidency in the US will potentially reshape the economic and
geopolitical landscape. [7] Tax cuts and deregulation could support a more
positive market narrative. [7]

Other Factors

The global commitment to climate and nature action remains strong,
despite setbacks with new leadership in the US. [18] This commitment
presents both opportunities and challenges for investors. [18] The EU's
Corporate Sustainability Reporting Directive (CSRD) and the EU Corporate
Sustainability Due Diligence Directive (CSDDD) will require companies to
disclose information on a range of sustainability issues, including greenhouse-
gas emissions, water use, waste generation, employee diversity, working
conditions, and human rights. [19]

The amount of time 'tariffs' are mentioned during company earnings calls
has increased significantly since 2017. [19] This trend highlights the growing
importance of trade policy for investors. [19]

CAPITAL
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Il. Investment Implications

Equities

Given the healthy cyclical starting point and the numerous growth engines
poised to bolster and diversify earnings growth, equities are expected to
perform well. Sitting on excess cash is likely to hinder performance,
particularly as rate cuts continue. [1]

Investors are advised to broaden their equity exposure beyond US mega-
cap stocks. While the Magnificent Seven (Apple, Microsoft, Alphabet,
Amazon, Nvidia, Meta Platforms, and Tesla) dominated US equity returns in
2024, their soaring valuations despite unchanged earnings growth suggest a
potential for unwinding. [2] Focusing on resilient domestic leaders is
recommended, as they are expected to outperform exporters. [3]

Emerging markets, particularly Asia and India, present attractive
opportunities. The outlook for equities in the region remains supportive, with
positive growth and earnings (though slightly decelerating to high single-digit
figures) and declining inflation. Valuation is key, as well as groth resilience.
The stable commodity prices outlook for 2025 offers support to Asian
countries, which are primarily commodity importers. [4] China's equity
market may benefit from a policy pivot, as authorities seek to boost growth.
Capital-protected exposure can help manage risks associated with such a
shift. [5]

Factor investing can provide diversification and potential outperformance.
Consider factors such as Value, Low Volatility, and High-Quality. [6] These
strategies aim to capitalize on specific characteristics of stocks that have
shown a historical tendency to outperform the broader market over the long
term.

Specific sectors offer compelling opportunities. Infrastructure investments
are poised for growth, with increasing capital allocation to this sector. [7] The
industrial and utility companies that provide the physical components and
energy required for Al will likely continue to benefit. [8] The healthcare sector
is also expected to be disrupted by advancements in Al and personalized
medicine, offering opportunities for investors seeking exposure to this growth
area. [9]
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Fixed Income

Regarding bonds attractive yields can still be secured, but price gains may be
moderate, as markets have already factored in Fed rate cuts to 3.75% by the
end of 2025. [3] Active management strategies are recommended to navigate
potential volatility in fixed-income markets. [10]

In Europe, the outlook favors government bonds, as the European Central
Bank (ECB) is set on its rate-cutting path, and 10-year bond yields typically
decline as key interest rates (and funding costs) are cut. Peripheral bonds are
still supported. [11] Fixed-income investors are positioned to continue reaping
capital gains and carry in the coming quarters due to lower yields but expect
at least as much volatility in bond markets as seenin 2024. [11]

Alternatives

Private equity returns are expected to remain strong, driven by continued
capital deployment and favorable valuations. [13] Hedge funds can also
provide diversification and alpha generation. [1]

Infrastructure is a particularly attractive alternative asset class. [9, 12, 14]
Investments related to Al and technological advancements are considered
structural, not cyclical, offering potential for growth and diversification. [15]
Consider complementing US tech positions with international exposure to Al-
related themes. [15] Renewable energy and grid-hardening projects at
utilities provide reliable earnings and tend to outperform in the late economic
cycle and during slowdowns. [16] The data center market is expected to
experience robust growth, driven by increasing demand for data storage and
processing, and offers opportunities for investors seeking exposure to this
rapidly expanding sector. [17]

Private credit also presents a compelling opportunity. [13, 18] As traditional
lenders pull back from certain market segments, private credit funds are
stepping in to fill the void, providing financing to companies that may not have
access to traditional sources of capital.

Thematic Investing

Long-term trends such as Al, decarbonization, and evolving societal needs
offer significant investment opportunities. [19] Focusing on companies driving
innovation and contributing to real-world impact will be crucial. [20, 21]
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The potential for Al to “turn labor into software” is a transformative trend. [8]
As models improve their ability to reason instead of merely generating pre-
trained responses, they will create opportunities to disrupt the services sector.

8]

The global commitment to climate action will continue to drive investments
in renewable energy, energy efficiency, and sustainable technologies. [22]
Investors who position themselves early in these themes have the potential to
benefit from significant growth opportunities in the coming years.

Key Considerations

While numerous opportunities exist, it is crucial for investors to carefully
assess the risks and challenges associated with each investment strategy.

e Geopolitical tensions can significantly impact markets and lead to
increased volatility. [23]

e US policy uncertainty, particularly under a new administration, can
create uncertainty for investors. [10]

e Inflation risks, though moderating, remain a concern. [23]

e Rising government debt levels globally could lead to fiscal constraints
and market instability. [23]
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lll. Key Financial Forecasts and Their Implications for
2025

As we approach 2025, financial institutions provide forecasts to guide
investment strategies and economic expectations. Key metrics such as the 10-
year Treasury yield, Federal Reserve policy rate, U.S. GDP growth, and S&P 500
price targets are central to understanding the economic and market outlook.
These forecasts offer a snapshot of institutional expectations, but they are not
without limitations.

Financial Forecasts for 2025

Fed Policy Rate

2.5-3% 3.5% 3.5-4%
UBP Amundi HSBC
J.P. Morgan Schwab
Robeco

U.S GDP Growth

1.7% 2% 2.1% 2-2.5% 3%

Robeco HSBC Barclays UBP Amundi
J.P.Morgan  Goldman Sachs

S&P 500 Target Price

4,450 6,400 6,500 6,666 7,000
BCA UBS J.P. Morgan Bank Of America Wells Fargo
Morgan Stanley AlpineMacro
Citi Bank Deutsche Bank
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10-Year Treasury Yield

4.3% 4.75% 5% 5-5.5% 5-6%
J.P. Morgan Goldman Sachs Schwab ING Groep T. Rowe Price
Robeco uBP

Why Forecasts, Especially for the S&P 500, Can Be Off

Forecasts, particularly for the S&P 500, often diverge from actual outcomes
[21]. Key reasons include:

o« Unpredictable Extremes: Historical data shows that average returns
for the S&P 500 are rare. From 1926 to 2023, annual returns fell within
the range most strategists predict for only 40% of the time. This
suggests that actual performance is more likely to deviate
significantly—either below or above the expected range.

e Overreliance on Historical Averages: Many forecasts rely on
assumptions of average GDP growth, EPS growth, and stable multiples.
However, even small deviations in these inputs can result in significant
inaccuracies. The range of EPS and multiple forecasts for 2025 covers
only a fraction of historical outcomes, making extreme scenarios likely.

o« Herding Behavior: Sell-side strategists often cluster their predictions
to avoid reputational risk. This leads to forecasts converging around a
narrow range, which historical data shows is unlikely to capture real
market dynamics. Consensus views often miss the mark.

o« Dynamic Market Conditions: Unforeseen economic, geopolitical, and
market-specific developments frequently disrupt even the most
rigorous predictions. Factors like unexpected Federal Reserve actions,
trade tensions, or technological shifts can render forecasts obsolete.

Implications for Investors

Financial forecasts rarely capture exact outcomes, but they provide a
structured framework for understanding economic and market scenarios.
These projections serve as critical tools to evaluate risks, assess opportunities,
and align strategies with macroeconomic conditions. By framing uncertainties
and key variables, forecasts help in navigating complexity with clarity and
preparedness. Ultimately, their usefulness is not in precision but in their ability
to guide informed, strategic decision-making in an unpredictable environment.
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IV. Risks and Challenges

Geopolitical Tensions

A fragmented global economy and rising geopolitical tensions, including the
potential for large-scale warfare in Europe, are prominent features of the 2025
landscape [1]. Economic nationalism, characterized by an inward-looking
focus on national security and domestic interests [2-5], further complicates
the geopolitical landscape and presents a key challenge [6].

e Trade Wars: The US-China trade war, fueled by tariffs and
protectionist policies, could disrupt global trade flows, reduce
domestic demand, and increase inflation [7]. Investors should monitor
trade negotiations and legal challenges, which may mitigate the impact
of such policies [4, 8].

e Technological Arms Race: Increased global competition in
technology, particularly in fields such as artificial intelligence (Al),
quantum computing, and semiconductors, could lead to a
technological arms race [2, 3, 9]. This competition could hinder
collaboration and exacerbate geopolitical tensions, creating
uncertainty for investors.

e Supply Chain Disruptions: Geopolitical tensions and economic
nationalism may further disrupt global supply chains, as countries
prioritize domestic production and reduce reliance on foreign suppliers
[2, 3]. Investors should consider the potential impact of supply chain
disruptions on corporate earnings and global economic growth.

US Policy Uncertainty

The US political landscape, particularly under a new administration, can create
uncertainty for investors [10, 11].

e Fiscal Policy: A Trump presidency could result in tax cuts and
deregulation, which may support a more positive market narrative [4, 8].
However, such policies may also increase government debt, potentially
impacting investor confidence [9, 10].

o Trade Policy: The potential for protectionist trade policies, such as
tariffs, remains a key risk for investors [4, 9]. The impact of tariffs on
specific industries and companies should be carefully considered [7, 8].

e Climate Policy: Despite the global commitment to climate action,
setbacks are possible with new leadership in the US [12]. Investors
should assess the potential impact of policy changes on investments in
renewable energy, energy efficiency, and sustainable technologies [13].

10
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Inflation Risks

While inflation is moderating globally, it remains a concern, particularly in the
Usie, 7, 14].

Wage and Service Inflation: A resurgence of wage and service inflation
is possible by late 2025, potentially leading to renewed concerns about
rising bond yields and requiring active risk management [6].

Higher Trend Inflation: The US is expected to experience higher trend
inflation in the long term, requiring careful consideration of inflation
hedges [15, 16].

Commodity Price Volatility: Fluctuations in commodity prices, driven
by factors such as geopolitical events, supply chain disruptions, and
weather patterns, can impact inflation.

Rising Government Debt

Elevated government debt levels globally pose a significant risk to financial
markets and economic stability [10, 15].

Fiscal Constraints: High debt levels could limit governments' ability to
respond to economic shocks orinvest in critical areas such as
infrastructure and education [5, 9].

Market Instability: Concerns about debt sustainability could lead to
higher borrowing costs for governments, potentially triggering a debt
crisis and destabilizing financial markets [5, 9].

Currency Weakness: High debt levels can contribute to currency
weakness, eroding returns and increasing the cost of imports [17].

Additional Risks

Cybersecurity: The increasing reliance on technology and data exposes
companies and investors to cybersecurity risks, including data breaches,
system outages, and ransomware attacks [18]. Investors should consider
companies' cybersecurity preparedness and the potential financial and
reputational impacts of such events [9].

Environmental, Social, and Governance (ESG) Issues: Companies that
fail to address ESG concerns, such as climate change, social inequality,
and corporate governance, face growing risks, including regulatory
scrutiny, reputational damage, and consumer boycotts [12, 19]. Itis
important to integrate ESG factors into investment decisions to mitigate
risks and identify opportunities [20].

Market Volatility: Unexpected events, such as geopolitical crises,
natural disasters, and economic shocks, can trigger market volatility

and create uncertainty [16].

11



Conclusion

While economic growth opportunities are real, driven by
technological innovation and supportive policies, investors must
carefully consider the potential impact of geopolitical uncertainty,
persistent inflation, and rising government debt.

Equities are expected to perform well, particularly in markets like
the US and emerging economies. Investors should explore
opportunities in resilient domestic leaders, emerging markets,
and thematic investments aligned with long-term trends like Al,
decarbonization, and evolving societal needs.

Fixed income can still offer attractive yields, but investors must
navigate potential volatility in bond markets. Active
management and diversification strategies, such as multi-asset
approaches and focusing on quality credit, are recommended. It is
important to emphasize the significance of alternative
investments, particularly private equity and hedge funds, in a
diversified portfolio.

Private equity is expected to experience increased activity in the
next 12 months, driven by softening inflation, declining interest
rates, and a growing confidence among fund managers in
executing transactions.

Contact Tiempo Capital today to align your portfolio with the
opportunities and challenges highlighted in our 2025 Outlook. Our
experienced advisors are ready to provide personalized strategies
tailored to your financial goals. Let us help you navigate 2025 with
confidence and precision.
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