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A strong recovery in the second half of April meant global stock markets recouped the majority of their tariff-induced
losses, with the MSCI All Country World index ending the month down 2.4% (all returns for April and in sterling,

unless otherwise stated). The monthly decline can largely be explained by adverse currency movements, as sterling
appreciated 3.2% against the US dollar — in no small part due to the US tariff announcements. Gilts provided a solid 1.9%
return, demonstrating their ability to cushion diversified, multi-asset portfolios during times of equity market weakness.

Tariff turmoil

2 April, so-called “liberation day” for the US, proved to be dramatic for financial markets as the announcement of far-
reaching and more stringent than expected trade tariffs sent stock markets sharply lower. In the days that followed
China, which had been singled out for higher tariff rates, retaliated with its own higher tariffs on US imports, escalating
the situation in a tit-for-tat manner.

US stocks slid close to bear market territory (defined by a 20% drop from a previous peak) and global stock benchmarks
also declined, albeit to a lesser extent. The MSCI North America index (-3.6%) bore the brunt of the adverse impact from
the trade tariffs announcement, as European equities fared relatively better with the MSCI Europe ex UK (1.4%) ending
April higher and the MSCI UK (-0.8%) posting a minor decline.

Walking it back

Part of the decline in the days that followed the initial tariff announcement appeared to be due to investors gradually
realising that the negative stock market reaction was seemingly not influencing US President Donald Trump into a
change of course. However, around a week later a reversal in US Treasuries, whereby yields spiked higher after initial
declines on safe-haven flows sparked concerns that markets were potentially losing confidence in the US and led to a
rowing back of most tariffs.

Trump announced that all countries, bar China, would receive a 90-day pause from the US reciprocal tariffs, meaning
they would face just the baseline 10% import levy. The news was met with a sizable relief rally in stocks, with US
benchmarks posting their largest one-day gains in several years — demonstrating once again that the largest moves
to the upside often occur after substantial declines. There was further good news when the White House announced
temporary exemptions for electrical products and the president softened his stance on Fed chair Jay Powell, after
pointed attacks had raised concerns that Trump would interfere with central bank independence, a cornerstone of
financial market confidence.
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An expected slowdown in the world’s largest economy

will also be felt further afield. European central bankers Past performance is no guarantee of future returns.
see the impact as likely being disinflationary, rather Source: LSEG Datastream 07/05/2025
than inflationary, as the drop in demand and potential for increased supply due to the rerouting of hitherto US-bound
goods suppresses prices. This dynamic could cause a monetary policy divergence should the Bank of England and
European Central Bank continue to lower rates while the Fed stay on hold (or even raises rates), as derivatives markets
are currently pricing a similar amount of Fed and BoE rate cuts for the remainder of 2025. In our opinion there is greater
scope for the Fed to disappoint in this regard.

Coming from a position of strength

Economic data continues to suggest that the US economy was in rude health before the tariff shock. Although US GDP
declined in the first quarter — the first contraction since 2022 — this can be explained entirely by a surge in imports

as businesses stockpiled goods ahead of the imposition of tariffs. The 0.3% decline (in annual terms) was due to the
biggest quarterly drag from net exports since at least 1947, which subtracted 5 percentage points from headline GDP.

The latest US employment report also looked fairly healthy. 177,000 jobs were added to the economy, which is
considerably higher than the 130,000 expected, while the unemployment rate stayed steady at 4.2%. Sentiment-based
indicators are flashing warning signs but there is little in the “hard” data to support this yet. We are mindful that “hard”
data is inherently lagging in nature and therefore are monitoring developments closely for signs of deterioration.

Gold gains and oil drops

The commodity space has seen a clear reaction to tariff developments, with Gold (5.3% in US$) hitting new record
highs, in US dollar terms, and oil benchmarks experiencing large declines. The rise in gold, commonly denominated in US
dollars, can be partly explained by the depreciation in the greenback but is more likely a reflection of safe-haven flows —
and possibly a decline in confidence in the US dollar.

Brent crude (-15.6%), an international oil benchmark, has fallen to the low US$60s to trade at its lowest level in four
years on growing concerns of a slowdown in the global economy. At the same time OPEC (Organisation of the
Petroleum Exporting Countries) has announced an output increase, putting more pressure on falling prices.
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Conclusion

On balance, we see the outlook for US stocks as less favourable due to tariff announcements. Forecasts of earnings
growth have been lowered, valuations remain relatively high and we expect increased uncertainty to weigh on capital
expenditure decisions for businesses while at the same time tariffs will weaken consumer demand. There is also the risk
of a continued depreciation in the US dollar.

At the time of writing, the latest set of corporate results have been largely ok, but future expectations have been revised
lower. We expect the 145% tariff on China to be lowered — Trump and his advisers have suggested it is unsustainable at
this level — but even a fruitful negotiation giving a large reduction would likely still represent a substantial increase on
what was in place at the start of the year. At present a recession is still not being priced in to markets, but the risk of one
has increased.

US stocks remain above their 30-year average for valuations, and it is increasingly hard to justify this premium while
European stocks trade below their 30-year average. Fiscal stimulus continues to provide an expected tailwind for
European economies, but the political situation remains fragile, as was demonstrated by Friedrich Merz requiring a
second confirmation vote to become German Chancellor. Geopolitical uncertainty remains uncertain, with the Middle
East, Russia/Ukraine war and India/Pakistan clashes all causes for concern. We like fixed income investments in the
current environment, due to historically high yields on offer and the potential for cushioning a portfolio should stocks
take another leg lower. We also find hedge funds attractive due to the macroeconomic backdrop and also the potential
portfolio diversification benefits should stocks and bonds start to move in a similar fashion — like we saw in the US
recently when US Treasuries declined alongside stocks.
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Quilter Cheviot

Quilter Cheviot provides bespoke investment management for private clients, trusts, charities and pension
funds. To provide a truly personal service, we assign every client an investment manager to design and
implement an investment strategy specifically tailored to the client’s needs. A local presence and easy
accessibility to investment managers are key elements of the personal attention we give our clients. Quilter
Cheviot has a network of regional offices located in major cities across the UK, an office in Dubai and two
wholly owned subsidiaries, Quilter Cheviot Europe in Dublin and Quilter Cheviot International in Jersey.
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The value of investments, and the income from them, can go down as well as up and that past performance is no guarantee of future
return. You may not recover what you invest. Changes in exchange rates may have an adverse effect on the value, price or income of
foreign currency denominated securities. Levels and bases of taxation can change. Investments or investment services referred to may not
be suitable for all recipients. The information on which the presentation is based is deemed to be reliable, but we have not independently
verified such information and we do not guarantee its accuracy or completeness. All expressions of opinion are subject to change without
notice. Any reference to the Quilter Cheviot model portfolio, which is used for internal purposes, is purely illustrative and should not be
relied upon. The figures quoted do not include charges.
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