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Market Update

As we move into February, global markets have shown mixed performance, with key asset classes
reacting to shifting economic conditions. While US equities gained, they lagged behind other regions
as investors rotated away from technology stocks. The Eurozone saw strong performance, UK
equities advanced, and emerging markets posted gains but remained below global benchmarks.
Meanwhile, bond markets experienced volatility, and commodities benefited from strength in
precious metals and agriculture. Below, we take a closer look at key asset class movements in
January.

US Equities

US equities advanced in January but underperformed other regions. The information technology
sector declined as the Al landscape shifted following DeepSeek’s release of an open-source, low-cost
Al model. However, gains in communication services, healthcare, and financials helped offset losses.
The Federal Reserve kept interest rates on hold, signaling that further cuts may not be forthcoming,
contributing to market uncertainty.

Eurozone Equities

Eurozone equities outperformed, supported by a shift away from US technology stocks and easing
trade concerns. The healthcare and financial sectors led gains, while the European Central Bank (ECB)
reduced interest rates by 0.25 percentage points. Despite rising economic risks and weaker consumer
confidence, markets responded positively to the central bank’s moves.

UK Equities

UK equities saw positive performance, particularly among large-cap energy, industrial, and financial
companies. However, smaller firms experienced sharp volatility amid fiscal concerns. Rising gilt yields
and a weaker British pound pressured domestic businesses, but sentiment improved toward the end
of the month as inflation data came in lower than expected.

Emerging Market Equities

Emerging market equities delivered positive returns but underperformed global indices. A softer US
dollar provided some support, though trade tensions related to President Trump’s policies weighed
on sentiment. Asia ex-Japan markets saw slight gains, led by South Korea, Singapore, and Taiwan,
while India and Hong Kong faced declines.

Government Bonds

The bond market was volatile in January, as positive inflation data led to a rebound after a weak start.
In Europe, bond yields rose, while US yields declined amid concerns about new US economic policies
and disinflation trends. UK government bonds (gilts) saw yields rise due to fiscal health concerns,
though these pressures eased as inflation expectations softened.

Commodities

Commodities performed well, with notable strength in precious metals and agriculture. Industrial
metals like aluminum and copper posted gains, while energy markets benefited from cold winter
weather. However, zinc prices weakened amid lower demand.

Source: Schroder Investment Solutions — Monthly Update February 2025
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Economic Outlook — Finding Clarity Amidst Uncertainty

While financial markets react to short-term events and investor sentiment, the broader economy
moves at a different pace, shaped by long-term trends in growth, inflation, and policy decisions. As
we move further into 2025, the global economy remains in a period of transition. While uncertainty
is high—particularly around political developments and inflation—there are also positive signs of
stability and resilience. Below, we explore the key economic themes shaping the months ahead.

Global Economy

The first 100 days of Donald Trump’s new administration are expected to be eventful as policy
priorities take shape. However, early indications suggest that major economic policies may be less
extreme than those proposed during the election campaign. This could provide a more stable
environment for global markets, supporting growth projections of 2.5% in 2025 and 2.8% in 2026.

United States

The US economy continues to show strength, largely supported by a robust labour market that is
keeping consumer spending strong. This resilience is driving expectations for growth above market
forecasts. However, inflation remains a concern, and while the Federal Reserve has paused interest
rate changes for now, any future rate cuts are unlikely before 2026.

Eurozone

Europe’s economic outlook has improved as political uncertainty cools and financial conditions
ease, the war in Ukraine notwithstanding (more on that below). These factors are expected to
support a moderate recovery in growth. However, wage growth and stubborn inflation could limit
the ability of the European Central Bank (ECB) to cut interest rates significantly.

United Kingdom

The UK faces structural challenges that may cap its growth potential. A tight labour market and
supply constraints could limit economic expansion, while inflation is expected to rise above 3% in
the coming months. The Bank of England is expected to cut interest rates just once more this year,
bringing the rate to 4.25%. However, persistent inflation may prevent further reductions.

Japan

Japan’s economy received a boost from stronger-than-expected export growth in late 2024, but
domestic demand remains weak. Leading economic indicators suggest that growth could slow, and
inflation may not stay high enough for the Bank of Japan to raise interest rates meaningfully in

2025.

China

3D Financial Planning is an appointed representative of the Best Practice IFA Group Limited which is authorised and regulated by
the Financial Conduct Authority (FRN 223112)



~

While China saw some signs of recovery towards the end of 2024, its economic outlook remains
uncertain. Growth is expected to remain subdued in the short term, though improvements could
become more apparent later in the year. Structural challenges, such as a weaker property market
and reduced global demand, continue to weigh on the economy.

Emerging Markets

Emerging markets face a challenging environment, with high global interest rates and inflation
creating headwinds for growth. However, India stands out as a bright spot, with a relatively
insulated economy and early signs that interest rate cuts are beginning to support economic
expansion.

Looking Ahead

While uncertainty remains, the overall economic picture suggests that growth will continue at a
steady pace, with inflation and interest rate policies remaining key factors to watch. Investors may
need to navigate short-term volatility, but a diversified and balanced approach remains essential
for long-term financial success.

Source: Schroder Investment Solutions — Q1 2025 Economic and Strategy Viewpoint
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America’s Changing Stance on Ukraine: A Shift in Global Alliances

The political landscape in the United States is undergoing a significant shift, with profound
implications for global stability and long-standing alliances. President Donald Trump’s recent
comments regarding Ukraine have signalled a stark departure from the US’s traditional role as a
steadfast ally of Europe in matters of security and defence. This shift is not only reshaping
diplomatic relations but is also being felt in financial markets.

A Fracturing Transatlantic Relationship

For decades, the US and Europe have operated under a shared strategic vision—one that prioritised
collective security and a united front against geopolitical threats. Since Russia’s invasion of Ukraine
in 2022, the US has played a key role in supplying financial and military aid to Ukraine, helping it
defend itself against Russian aggression. However, Trump’s recent remarks—blaming Ukraine for
the war and downplaying its importance to US interests—have rattled European leaders. His
statement that “this war is far more important to Europe than it is to us” highlights a fundamental
divergence in transatlantic priorities.

This rhetoric, combined with Trump’s plans to impose new tariffs on European imports—including
automobiles, pharmaceuticals, and semiconductors—has heightened fears that the US may be
shifting away from its post-World War Il role as Europe’s primary security and trade partner.
European leaders now face the reality that they may need to assume a greater financial and
military burden in defending against Russian aggression, which could have lasting economic and
geopolitical consequences.
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Market Reactions: European Defence Stocks on the Rise

While Trump’s statements have unsettled political leaders, they have also had a noticeable impact
on financial markets. Investors are betting that European nations will have to step up defence
spending, leading to a surge in European defence stocks. Companies such as Germany’s
Rheinmetall, Britain’s BAE Systems, and France’s Thales have seen significant gains this year as
governments prepare for a future in which they may need to rely less on US military support.

At the same time, concerns over US-EU trade relations have weighed on European industrial and
automotive stocks. Major German car manufacturers, including Volkswagen and BMW, have
struggled over the past year, largely due to fears of US tariffs on European exports.

What This Means for Global Stability

Beyond the markets, Trump’s stance on Ukraine signals broader risks to global security and
economic stability. If the US moves towards a more isolationist foreign policy, Europe may need to
rapidly adjust its own strategy—not only in terms of military commitments but also in economic
alliances. With a federal election in Germany approaching and broader uncertainty about the
European economy’s trajectory, investors are navigating an increasingly complex environment.

While European and American markets remain closely linked for now, the geopolitical landscape is
shifting. As investors, businesses, and policymakers assess the evolving US-Europe dynamic, the
coming months could prove critical in determining whether the global economic order, as we have
known it since World War II, will hold or fundamentally change.

Barron’s - Trump’s Stance on Ukraine Is Shaking Up Europe. Where Stocks Go From Here.
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Reminder: Tax Year-End Deadlines

Once again, a quick reminder that the end of the tax year is fast approaching. If you’re planning to
make pension or ISA contributions, or need to arrange a pension withdrawal, please ensure you act
in good time.

As mentioned in our recent email, key deadlines are:

e Pension withdrawals — we can no longer guarantee that any new requests for pension
withdrawals will be completed within the current tax year.

¢ ISA and pension contributions — new requests should be made by 22nd March 2025 to allow
for provider deadlines.

If you’ve already discussed a transaction with us, we’ll do our best to ensure it’s processed in time.
For new requests, please get in touch as soon as possible to avoid missing out.
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Important Information: 3D Financial are not responsible for the accuracy of any information recorded on the
websites referenced in this newsletter. This does not constitute advice. Professional advice should be taken
prior to acting on any part of it.
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