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Market Update

Happy New Year! We hope you had a restful and enjoyable holiday season. As we step into 2025,
it’s a great time to reflect on market movements over the past year and look ahead to the
opportunities and challenges that may shape the year ahead. While 2024 was another strong year
for global equities, the recent DeepSeek Al disruption and evolving macroeconomic conditions
remind us that markets are constantly shifting. Below, we take a closer look at how key asset
classes performed in the final months of 2024 and what factors may shape the months to come.

US Equities

Overall US equities had another strong year in 2024, driven by robust economic growth and a rally
in key sectors like technology, financials, and industrials. The MSCI North America Index delivered a
27.0% return in 2024, outpacing global markets. Donald Trump’s re-election sparked optimism,
with expectations of higher GDP growth and deregulation boosting investor sentiment. However,
the Federal Reserve cut interest rates by 100 basis points, less than initially forecast, which led to
some market volatility.

Eurozone Equities

Eurozone equities struggled in 2024, with the MSCI Europe ex UK Index returning just 2.7%. Political
uncertainty in Germany and France, coupled with weaker corporate earnings and sluggish export
demand due to China’s slowdown, weighed on performance. The European Central Bank (ECB)
reduced interest rates to 3.0%, but markets are pricing in further cuts in 2025. Sectors such as
industrials and communication services posted modest gains, while information technology and
consumer staples lagged behind.

UK Equities

The MSCI UK Index returned 9.4%, delivering a solid absolute return but underperforming US
equities. The UK economy stalled in late 2024, with Q3 GDP at 0% and no growth expected in Q4.
The Labour government’s tax-raising budget—particularly the increase in employer National
Insurance Contributions—put pressure on retail and leisure stocks. However, the government’s 1.5
million home-building target presents potential investment opportunities in construction and
building materials.

Emerging Market Equities

Emerging market equities faced a challenging year, impacted by a stronger US dollar, rising bond
yields, and risk aversion linked to US political developments. Emerging Europe was particularly
weak due to concerns over trade policy changes and geopolitical uncertainty following the US
election. However, some markets benefited from technology and energy sector resilience.
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Government Bonds

Bond markets saw vyields rise despite central banks cutting interest rates. The US 10-year Treasury
yield rose nearly 100 basis points since mid-September, reflecting expectations of “higher for
longer” interest rates. The Bank of England (BoE) cut rates from 5.25% to 4.75%, but UK
government bond yields still rose, with 10-year gilts climbing to 4.65%. Investment-grade corporate
bonds outperformed, returning 2.1%, while shorter-dated bonds (0-5 years) posted gains of 2.5%.

Commodities

Commodities had a mixed year, with energy and precious metals performing well, while agriculture
and industrial metals struggled. The strong US dollar put downward pressure on commodity prices,
although geopolitical uncertainty provided some support to energy markets.

Source: Schroder Investment Solutions: Monthly update January 2025
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Al’s “Sputnik Moment”: The DeepSeek Disruption and Its Market Implications

The emergence of DeepSeek, a Chinese Al startup, has been described by some industry leaders as
Al’s “Sputnik moment”, drawing comparisons to the 1957 Soviet satellite launch that ignited the Cold
War space race. This analogy underscores the geopolitical and technological shockwave caused by
DeepSeek’s breakthrough, which has redefined expectations around Al development and
competitiveness.

DeepSeek’s rapid development of an advanced Al model, comparable to leading Western
counterparts, was achieved with significantly fewer resources than companies like OpenAl and
Google DeepMind. This has upended long-held assumptions about the financial and computational
barriers to cutting-edge Al innovation. As a result, global investors are reassessing the competitive
landscape and questioning the long-term valuation of Al infrastructure-heavy firms.

Market Reactions: A Shift in Al Investments

Markets reacted sharply to DeepSeek’s announcement, particularly in the technology sector.
Companies with heavy reliance on high-end Al hardware—such as Nvidia—saw their stock prices
drop as investors questioned future demand for expensive Al infrastructure. In contrast, software-
driven Al companies like Microsoft have been viewed more favourably, as their business model stand
to benefit from cheaper and more widely accessible Al.
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Beyond equities, the broader market response has been mixed. While initial uncertainty caused
significant volatility, there are signs of stabilisation as investors evaluate both risks and opportunities.
Some experts argue that DeepSeek’s advancements could accelerate global Al adoption, boosting
long-term economic productivity rather than stifling innovation.

The Road Ahead: Navigating the New Al Race

The term “Sputnik moment” signals that DeepSeek’s success could trigger a new wave of investment
and policy action in the Al sector. Governments and corporations alike may ramp up spending on Al
research and development to remain competitive in the global market. The race for Al dominance is
no longer just about access to top-tier computing power—DeepSeek has demonstrated that
efficiency and innovation can be just as critical.

The Importance of a Balanced Approach

While DeepSeek’s breakthrough has reshaped market expectations, it has also highlighted the risks
of over-concentration in any single sector. Investors who were overly exposed to Al hardware stocks
faced losses, whereas those with well-diversified portfolios across software, industrials, and
financials have been better positioned to absorb the disruption.

A balanced investment strategy remains essential. By spreading exposure across multiple industries
and asset classes, investors can mitigate sector-specific risks while still capturing growth
opportunities in emerging Al trends. As markets adjust to this new Al landscape, maintaining
flexibility and diversification will be key to navigating volatility and identifying long-term winners.
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Exciting Team Update — Alex Parsons’ New Role

We're thrilled to share that Alex Parsons has recently transitioned from Paraplanner to Trainee
Adviser here at 3D Financial Planning. Alex has been an integral part of our team for the past two and
a half years, demonstrating a strong commitment to supporting both our clients and advisers with
his expertise and diligence.

His progression into an advisory role is a testament to our dedication to internal growth and
professional development, and we couldn’t be more pleased to see his hard work recognised in this
way.
While Alex is stepping into this exciting new position, he will still remain a key point of contact for
many clients on the support side, ensuring continuity and maintaining the strong relationships he has
built.

We're proud to see our team members grow within the business, and we look forward to seeing Alex
thrive in his new role!
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Reminder: Tax Year-End Deadlines

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 — requests must be submitted by 29th February 2025 due to processing
times.

¢ 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.

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.

Approved by Best Practice IFA Group Limited on 26/11/2024
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