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The first quarter of the year has seen much volatility in financial markets. The year began well
with a continuation of the especially good performance seen in the final few months of 2024, with
asset prices rising in January until mid-February. Following President Trump’s inauguration (for
the second time) in late January, concerns among investors grew about the trade tariffs that
Trump would impose, and this was coupled with equity valuations becoming stretched. Financial
markets saw some sharp falls from the later part of February to the end of the quarter.

Emerging markets, Europe, UK and other developed markets have, for the first time in many years,
outperformed the US equity markets over the recent period. The Eurostoxx rose 8% in the first
guarter, and with a price earnings valuation of 16x versus the S&P 500’s price earnings valuation
of 23x, investors have clearly chosen to invest in equities deemed to have more attractive
valuations than those of the US. There have been large regional variations, with China A shares
rising 15% and German equities increasing 11%, but Japanese equities falling 10% and US equities
falling 5%. The good performance in Chinese equities has come after a few years of
underperformance and the country’s recent special action plan aimed at boosting household
consumption.

In terms of sectors and performance, defence stocks have led and risen across the board,
especially in UK and Europe. This follows the news that European countries will increase their
defence spending to limit the impact of the US threat to reduce its support for NATO, after
President Trump insisted on the European members of NATO paying more for their defence and
shouldering more of the burden of providing troops and weapons for security of Europe. This
reallocation of budget spending is likely to impact welfare spending and net zero ambitions.

Global bonds have performed well, but like global equities with wide dispersion of returns.
German and Japanese yields have risen (and their bond prices have fallen) whereas yields on US
bonds have fallen (and their bond prices have risen).

We write this report following the news, and indeed shock, of the extent of the trade tariffs
announced by President Trump on 2" April. The tariffs are considerably above Trump’s campaign
promises. On 9% April, there was news that the additional tariffs (i.e. those above 10%) are to be
paused for 90 days (except for those with China), and we will wait to see what the results of the
negotiations may be.

Jerome Powell, Chair of the Federal Reserve, has commented that these tariffs will result in
inflation and lower growth in the US. Following good economic growth of 2.4% in the final quarter
of 2024, analyst expectations are now forecasting an economic slowdown in 2025.

Commodity prices have remained benign, despite the ongoing Middle East tensions, and have
benefited from increased oil production, thus moderating inflation pressures from elevated oil
prices. Further increases in production have recently been announced to begin in May, and US
oil production is also likely to increase under President Trump.
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Additionally, geopolitics remain a focused area of concern to investors. Despite there being more
hopeful signs that the combatants are seeing the need to negotiate, the protracted discussions
and uncertain outcome is concerning. President Trump had hoped to bring the war in Ukraine to
an end early in his second term, however, the Russian president has made it clear he does not
intend to be rushed in the ongoing negotiations for peace.

President Trump has indicated that he will support Israel in the Middle East and seek to rebuild
the US/Arab/Israel coalition against Iran and its proxies in the region. Success in these ventures
would be a great relief to the troubled war zones, and an added bonus for the markets. A peace
dividend could add to US as well as global economic growth.
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Opinions constitute our judgement as at the date of publication and are subject to change without warning.
The value of investments and the income from them can go down as well as up and you may not recover
the amount of your original investment. Past performance is not a reliable indicator of future results and
forecasts are not a reliable indicator of future performance. Where an investment involves exposure to
foreign currency, changes in the rates of exchange may cause the value of the investment and the income
from it to go up or down. In the case of some investments, you should be aware that there is no recognised
market for them, and that it may, therefore, be difficult for you to deal in them or for you to obtain reliable
information about the value or the extent of the risks to which they are exposed. Certain investments carry
a higher degree of risk than others and are, therefore, unsuitable for some investors. It may be possible to
lose all of your initial capital in certain types of investments. Before contemplating any transaction, you
should consider whether you require financial advice. Nothing in this document should be construed a
solicitation, offer or recommendation to buy or sell securities or any other investment or banking product,
nor to provide any investment advice or service. Nothing contained in this document constitutes
investment, legal, tax or other advice, nor should it be relied upon when making an investment or other
decision. The information in this document is believed to be correct but LAM cannot guarantee its accuracy,
timeliness or completeness of any such information.
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