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Market Update — Q2 2025

After a turbulent start to the quarter, global markets rebounded strongly as investors
responded to a temporary pause in trade tensions. President Trump’s sweeping “Liberation
Day” tariffs in early April initially rattled equity markets, but risk sentiment improved once the
administration introduced a 90-day suspension on most new tariffs, allowing negotiations to
continue. By quarter-end, many major indices had posted double-digit gains in US dollar terms.

US Equities

US shares advanced, led by strong performances from the information technology and
communication services sectors. The “Magnificent 7” stocks regained momentum, with
artificial intelligence-related names driving gains after early-year weakness. First-quarter
earnings surprised positively, reinforcing investor confidence. However, healthcare and energy
sectors lagged with the former pressured by the administration’s renewed efforts to cut drug
prices. GDP shrank by -0.5% in Q1, largely due to a sharp rise in imports as companies front-
loaded orders in anticipation of tariff disruption.

Eurozone Equities

Eurozone markets performed strongly, particularly in industrials and real estate. Defence
stocks continued to benefit from a collective NATO agreement to boost military spending. The
European Central Bank (ECB) cut interest rates twice during the quarter, helping to ease
borrowing costs and support sentiment. Eurozone inflation fell to 1.9% in May, its lowest level
in over a year.

UK Equities

UK equities also gained ground, with the FTSE 250 mid-cap index outperforming the larger FTSE
100. Sectors such as industrials, telecoms, and utilities led the way, while energy and healthcare
dragged. The Bank of England cut interest rates by 0.25% to 4.25% in May, but inflation remains
elevated at 3.4% which still above the BoE’s 2% target.

Japanese Equities

Japan’s stock market delivered a robust quarter, with the TOPIX up 7.5% and the Nikkei 225
rising 13.6%. Growth stocks led the rally, aided by improved trade sentiment, particularly in
US—China talks. Many Japanese firms boosted shareholder returns through dividends and
buybacks, despite issuing cautious profit forecasts.

Emerging Markets

Emerging markets marginally outperformed their developed counterparts, supported by a
weaker US dollar. Korea rebounded following the election of a new president, while Brazil
benefited from central bank rate hikes and a rallying real. However, Saudi Arabia declined amid
heightened geopolitical tensions in the Middle East.

Asian Equities (ex-Japan)

Asian equities made strong gains overall, particularly in Korea, Taiwan, and Hong Kong, driven
by renewed optimism in technology and Al sectors. Taiwan also saw a sharp rise in its currency
due to exporter activity. In contrast, China and Thailand underperformed, with weak economic
data continuing to weigh on investor sentiment despite easing tariff tensions.
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Global Bonds

Bond markets were shaped by geopolitical concerns and diverging central bank activity. While
the ECB and BoE delivered modest cuts, others held steady. Long-dated government bonds
outperformed shorter-term issues, while corporate bond markets remained resilient. High-
yield bonds led the way, aided by strong demand and limited new issuance. The US dollar fell
to a three-year low, weighed down by slowing growth and trade uncertainty.

Commodities

Commodity markets declined over the quarter, with energy prices falling despite a brief spike
during Middle East tensions. OPEC+ announced further production increases, capping oil gains.
Agricultural commodities were mostly weak, though cocoa surged. Precious metals and
industrial metals advanced, as investors continued to seek safe havens amid persistent global
risks.

Source: Schroder Investment Solutions — Q2 Update 2025

In the Spotlight

Global Trade Deals and What They Mean for You

Back in April, markets were shaken when President Trump announced sweeping new tariffs on
a wide range of imports, a move quickly dubbed “Liberation Day”. The measures threatened to
impose tariffs of up to 30—-50% on key imports from the EU, UK, Japan, South Korea and others.
The goal? To reset what the administration viewed as unfair trade relationships and force
trading partners to the table.

Markets recoiled, and global supply chain fears intensified. In response, a 90-day tariff pause
was introduced, offering a temporary reprieve to allow time for negotiation. That window was
originally due to expire on 9 July but was later extended to 1 August which was seen as a firm
final deadline set by the White House. After that point, the threatened tariffs would take effect
in full, with no further extensions planned.

Against that backdrop, reaching formal agreements with major partners became essential. A
full-scale trade war would have risked derailing the global recovery, driving up inflation, and
damaging key export sectors.

Now, with the clock nearly expired, two significant agreements have been struck: one with the
European Union, and another with Japan. While the terms aren’t perfect, and not everyone is
happy, markets have broadly welcomed the shift from confrontation to compromise.

Here’s what’s in each deal, and what it could mean for investors:

EU-US Trade Agreement

What's in the deal

e A flat 15% tariff replaces the previously threatened 30-50% rates on most EU exports
to the US.

e Zero tariffs apply to select goods like aircraft components, semiconductor tools,
generics, and critical raw materials.

e Steel and aluminium tariffs remain at 50%, with quota-based relief under discussion.

e The EU committed to $750bn in US energy purchases and $600bn in direct investment
into American infrastructure and defence-linked projects.
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Upsides

Avoids a full-blown trade war, which markets feared could have hurt both sides’
growth prospects.

Stabilises export conditions for European industries like autos, pharma and tech.
Provides clarity for multinational companies and supply chains, supporting business
confidence.

Lifts uncertainty for eurozone industrials, aiding recent stock market gains.

Supports US infrastructure and energy sectors, potentially benefiting global investors
with US holdings.

Risks & Trade-offs

The 15% tariff still represents a material cost increase vs pre-2025 levels.

Critics view the EU as conceding too much, especially in energy and defence
procurement.

Steel and aluminium sectors remain exposed to high tariffs and quota disputes.
Inflationary pressure in the US may persist, as import costs stay elevated.

European political backlash is possible as some EU members see the deal as
asymmetric.

Japan—-US Strategic Trade Agreement

What'’s in the deal

Upsides

Tariffs on Japanese autos cut to 15%, down from the proposed 27.5%.

Wider tariff relief on other Japanese goods originally due to be hit on 1 August.

A $550bn investment package from Japan focuses on Al, autos, semiconductors, steel,
energy, and pharmaceuticals.

Includes funding for US-based manufacturing and supply chain security initiatives.

Avoids harsh tariffs that would have hit Japan’s vital auto and tech export sectors.
Supports US industrial strategy, particularly in semiconductors and clean tech.
Boosts investor sentiment in Tokyo markets. The Nikkei rose sharply on
announcement.

Encourages Japanese firms to onshore more production to the US, reinforcing
strategic ties.

Creates opportunities for global investors via infrastructure, logistics, and energy-
linked equities.

Risks & Trade-offs

The investment commitments are enormous and questions remain over feasibility and
timelines.

No tariff relief for Japanese steel, which remains at 50%.

Some analysts suggest Japan conceded quickly under pressure, creating long-term
dependence.

May escalate US-China tensions, as the deal is seen as part of a regional pivot.

US automakers may still push for more protectionist measures, especially if the deal
affects pricing dynamics.
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Conclusion

While both deals bring welcome relief from uncertainty, neither returns us to the low-tariff
environment of the past. Instead, they signal a pragmatic new normal, one with higher baseline
tariffs but more predictable trade relationships.

For investors, this means:

e Clarity is back, which supports risk assets and helps longer-term planning.

e Certain sectors (industrials, autos, semiconductors) are better positioned for growth.

e Diversification remains key. Trade policy may ease for now, but geopolitical risks
haven’t disappeared.

WEe’'ll continue to track how these agreements unfold and, as always, keep you informed of
anything that could impact your financial plan.

Planning in Practice

Should | Give Money to My Children Now or Later?

A timely look at gifting and inheritance planning

One of the most common questions we hear during estate planning conversations is this:
“Should | give some money to the kids now, or leave it all as inheritance?”
It’s a fair question and it’s not just about tax. It's about values, timing, and peace of mind.

Why giving earlier can make sense

Gifting during your lifetime allows you to see the difference your money makes. Whether it’s
helping your children buy a home, supporting grandchildren’s education, or easing financial
pressures, giving now can be far more impactful than waiting.

From a tax point of view, earlier gifts can also be more efficient:

e Gifts fall out of your estate after 7 years (the ‘7-year rule’).

e Regular gifts from surplus income can be immediately exempt if they don’t impact
your standard of living.

e You can also make use of annual allowances that allow smaller gifts to be passed on
tax-free.

But of course, there’s a balance to strike. You should never feel pressured to give away money
you might need later. That's why we always start with a personalised cashflow forecast, so you
can understand exactly what’s affordable, both now and in the future.

What'’s the right approach?

The answer is rarely “give everything now” or “wait until the end.” Often, it’s a blend. Making
modest gifts now can reduce IHT over time while giving you confidence that you’ll remain
financially secure. For some clients, setting up trusts or using Business Relief investments may
also be part of the picture, but it starts with a clear plan.
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A final thought

Rest assured: estate planning and inheritance discussions are already an integral part of your
annual review. But if you have family or friends - particularly elderly parents - who haven’t yet
received advice in this area, we’d be happy to help.

With IHT receipts at record levels, proactive planning can make a real difference to the wealth
that’s ultimately passed on.

As always, if this topic has raised questions or you'd like to revisit your own plan, we’re just a
phone call or email away.

3D Financial are not responsible for the accuracy of any information recorded on the websites referenced in this
newsletter
THE VALUE OF INVESTMENTS AND INCOME FROM THEM MAY GO DOWN. YOU MAY NOT GET BACK THE ORIGINAL
AMOUNT INVESTED. PAST PERFORMANCE IS NOT A RELIABLE INDICATOR OF FUTURE PERFORMANCE.
This does not constitute advice. Professional advice should be taken prior to acting on any part of it.
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