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OVERVIEW

Investment Markets Q2 2025

The last quarter has seen investment markets overshadowed by the threat of US trade
tariffs. In spite of this equities made gains in most markets as the US President reduced
some tariffs for certain countries as well as extending the deadline for trade deals to be
signed. The new deadline has been tentatively set at 1* August 2025 but there is every
chance that this deadline will be extended for a number of countries. The good news is
that the initial fears of a global recession has receded but supply chains have been badly
disrupted.
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Fixed income markets have been focusing on the high levels of Government debt and central
banks have been reluctant to bring down interest rates until they are sure that Governments
are pursuing sensible fiscal policies which will not fuel inflation. The US Dollar has
continued to fall against most major currencies which, coupled with the new import tariffs,
could see prices rise for both consumers and corporations in the US.

Equities

Shares moved higher in the UK as the Bank of England cut interest rates by 25bps to
4.25% in May but inflation still remains above the target rate of 2%, which may mean that
further interest rate cuts will be on hold until the inflation rate falls below 3%. The best
performing sectors were industrials, telecommunications, utilities and real estate.

US equities saw a recovery in the “Magnificent 7” stocks which saw the IT sector recover
from the falls in the first quarter. Corporate earnings in the first quarter remained strong.
The direction of US equities is uncertain as President Trump’s flagship tax and spending
bill has just been passed by Congress. The main features of the bill are an increase in
defence spending and cuts to Medicaid with tax cuts for the wealthy.

The European Central Bank (ECB) cut interest rates twice during the quarter as Eurozone
inflation fell to 1.9% in May (Eurostat data). The ECB has inferred that it is near the end of
its rate-cutting cycle and with the prospect of higher tariffs on exports to the US the ECB
will want to assess the economic impact over the next two quarters. Eurozone shares
moved higher in the quarter with defence stocks leading the way as NATO members
agreed to a significant increase in defence spending over the next five years.

In Asia equity markets posted strong gains as fears eased on an all-out trade war between
China and the US being averted. Corporate earnings were solid and shares in Japanese
companies increased as the results of new corporate governance reforms saw dividends
rise and share buybacks rise.

Fixed Interest

Geopolitical tensions rose in the second quarter as Iran was confronted by Israel and the
USA. The continuing saga of US trade tariffs also had a negative impact in the first half of
the reporting period until concessions were made by President Trump. The focus then
shifted to government debt sustainability and long dated bonds saw yields rise. Corporate
bonds had a positive quarter and corporate earnings held up and net issuance was
relatively low. The higher yield available to investors in corporate bonds proved attractive
as opposed to the uncertainty surrounding government debt.
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In the UK we are concerned with the travails of the Government as the Chancellor tries to
bring spending under control. The Autumn Budget will be critical in determining the
direction of fiscal policy for the rest of this Parliament. If the Government cannot control
spending there will be a very negative reaction in both fixed income and equity markets in
the UK. The positives are that corporate earnings are holding up and the financial sector
is robust. We are anticipating a relatively quiet quarter ahead. Global equities will be
volatile as President Trump’s tariff policies unfold over the next few months. We are
happy to remain invested in short dated bonds until we have a clearer picture on the
direction of Government finances.

The general outlook is for modest gains in equities and bonds over the next quarter.

Richard Harper Chartered FCSI
CHARTERED WEALTH MANAGER
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