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Global stock markets rose once more in June, leaving the MSCI All Country World Index with a substantial 14.8%
quarterly return (returns total and in sterling, unless otherwise stated). Growing hopes that the energy shock from the
Middle East conflict has passed, rising corporate earnings and highflying chip stocks all drove the move higher. Bonds
were also positive contributors, with gilts rising 0.6% in June and 2.1% in Q2, as decreasing inflationary fears seemingly
outweighed further UK political uncertainty.

Oil returns to pre-conflict levels

The oil price — closely followed by market participants as an indicator of Middle East conflict disruption — fell 18% in
June to the low US$70s per barrel range. Although traffic in the Strait of Hormuz, where 20% of the world’s oil and gas
previously flowed, is yet to return to pre-conflict levels, the oil price declines imply a confidence that this will happen in
short order, and the worst of the disruption is over.

Maturing Al trade

US stocks outperformed, posting their best quarterly gain in six years (MSCI North America 14.5%), while tech
benchmarks did even better, up 21%. A renewed enthusiasm for the Artificial Intelligence (Al) trade was apparent, with
chip stocks seeing sizeable gains (semiconductor index up 88%). Initially there were concerns the Al trade was founded
on hype and euphoria, but it has now matured somewhat, driven by surging revenue growth, rapidly increasing usage
and a switch in market leadership. Huge amounts are being spent on data centre capacity and reports of soaring Al
workplace usage only adds to the demand which still seems to exceed supply. For now, it appears that markets are

still somewhat unsure who the ultimate winners and losers from Al will be. Therefore, rather than rewarding those with
largescale investment plans aimed at boosting productivity, the best performing stocks have been those that benefit
directly from the surge in demand for Al usage — semiconductor equipment manufacturers, memory chip producers
and power chip companies for example.

New Fed chair but rate cuts off the table

Kevin Warsh, Trump’s pick, was widely expected to pursue lower interest rates once he became Federal Reserve chair,
but rising inflation and a surprisingly resilient economy mean that rate hikes are now seen as more likely. President
Trump’s regular attacks on Warsh’s predecessor to lower rates led many to believe that his replacement may be more
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susceptible to political pressure. US economic data in the
quarter was encouraging given the geopolitical concerns,
with employment figures impressive (although the latest
jobs report casts some doubt on this), industry surveys
and retail sales showing signs of improvement, and Al
investment boosting GDP growth. Taken with a 4.2% Y/Y
reading in the latest US consumer price index (CPI) the
case for rate cuts is increasingly hard to make. Warsh
didn’t even attempt to talk up the prospects of cuts in
his first press conference, leading markets to price in an
increase in the Fed Funds rate later this year.

BoE expected to hike, eyes on new PM

The Bank of England is also expected to raise rates once
this year, taking the base rate to 4.0%. Inflation data have
shown an increase, but CPI held steady at 2.8% Y/Y in
May, and price pressures remain far more subdued than in
2022. A 0.6% expansion in Q1 GDP indicates a good start
to the year but there are already signs that momentum
could be fading with a 0.1% fall in April. Andy Burnham
appears set to become the next UK prime minister —

the 7th in 10 years — and the prospect of fiscal policy
changes and more government borrowing has already
drawn some market scrutiny. Having said that, lately

the absence of runaway inflation and optimism around

a lasting Middle East peace deal has outweighed this
uncertainty, leading to gains for UK government bonds
(gilts). For the second quarter gilts returned 2.1%, bringing
them back to flat for 2026.

Conclusion

The first half of the year has demonstrated the value in
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holding a diversified portfolio and maintaining a long-term view. Despite heightened volatility, equities have delivered
sizeable returns and, broadly speaking, our outlook for positive economic growth with modest, but above target,
inflation provides a supportive backdrop for risk assets. Earnings growth, particularly in tech stocks, has been impressive
and we expect this to continue going forward, driven by a groundswell of demand for Al services. We are not taking this
for granted however and will continue to monitor the situation closely. Risks from a flare up in the Middle East remain
and with a new UK PM and Fed chair there is heightened uncertainty around possible policy changes.
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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.

This is a marketing communication.

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 this article 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.

Quilter Cheviot and Quilter Cheviot Investment Management are trading names of Quilter Cheviot Limited. Quilter Cheviot Limited
is registered in England and Wales with number 01923571, registered office at Senator House, 85 Queen Victoria Street, London,
EC4V 4AB. Quilter Cheviot Limited is a member of the London Stock Exchange and authorised and regulated by the UK Financial
Conduct Authority and as an approved Financial Services Provider by the Financial Sector Conduct Authority in South Africa.
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