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DISCLAIMER

This material has been written on behalf of Cambridge Investments Ltd and is for
information purposes only and must not be considered as financial advice.

We always recommend that you seek financial advice before making any financial
decisions. The value of your investments can go down as well as up and you may
get back less than you originally invested.

Please note: All calls to and from our landlines and mobiles are recorded to meet
regulatory requirements.
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Equity and bond markets have had a reasonably good week, with policy makers helping to calm nerves.
Geopolitical concerns retreated further; the US and Saudi Arabia are close to a bilateral agreement which
may well include the formal recognition of Israel. Meanwhile, the first quarter’s results have been generally
good, alongside some large buyback disbursements. Apple announced the largest ever forthcoming share
purchase of $110bn, beating the previous largest by $10bn (which was also Apple in 2018).

The US Dollar slipped back after strong economic data from Europe and slightly less strong data from the
US. It was also pushed lower by currency intervention by the Japanese Ministry of Finance, something some
see as only a short-term stabilisation. The bigger factor was probably bond yields, with US yields falling and
hence prices rising. The yield declines were most noticeable in shorter maturities.

Those yield falls were mostly because of the result of last week’s Federal Open Markets Committee (FOMC)
monetary policy meeting. It had been highly anticipated, not for any rate move (there was none), but for
the statement issued following the meeting and then, its chair, Jerome Powell’s press conference. We
worried that FOMC members may conclude that financial conditions were too easy, and that inflation is no
longer coming down.

When asked about the Federal Reserve’s (Fed) view that inflation was on a downward trajectory, Powell
reiterated comments from a fortnight ago that “So far this year, the data have not given us that greater
confidence ... It is likely that gaining such greater confidence will take longer than previously expected.”
Although that sounded worrying, most investors saw it as mildly comforting. Bond yields have risen enough
since the last meeting to discount a slower path of rate cuts.

Regarding the possibility of a hike, he said that it was “clear” that policy is currently providing restraint in a
“number of places”. The Committee would need to see “persuasive evidence” that policy has stopped being
restrictive in order to tighten.

Investor views of central bankers flip-flop between liking and loathing. Currently, the Fed chairman is a bit
of a darling. Last Wednesday, he told us that we shouldn’t worry, the US economy is being slowed gently.
As if on cue, Friday’s employment report showed evidence that growth in jobs and pay has eased marginally.

We noted after the last meeting that the Fed seems to be determined to stick to the plan. They think the
rate of inflation is still likely to decline towards the target and this week’s message, that the plan to cut rates

is still on track, is clearly comforting for investors.

The message, and Friday’s employment data showing a slight rise in the unemployment rate to 3.9%, was
enough to push the US 5-year treasury bond yield down sharply last week, from the previous Friday’s 4.70%
to 4.45%, at the time of writing. The 0.25% fall is substantial and beneficial. At the same time, the economy
is strong, as shown in solid sales growth — and the great news is that analysts are raising their margin
expectations for next year as well. The pace of earnings-per-share upgrades is still accelerating as we go

through the earnings season.
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Sales and earnings breadth are improving During last year, the US

Source: Morgan Stanley Research, FactSet, IBES, MSCI
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This doesn’t change the outlook for rates and investors still expect a cut in June, with various ECB members

making it clear that they too wish to stick to their plan.

The UK, which is included in the broad Europe index shown above, has had three weeks of pretty great
price performance, following a period of underperformance in the first quarter. Our economic data has also
improved, as evidenced by the strong services Purchasing Manager Index for April. This was revised a little
higher to 55 (from 54.9). 50 marks no growth, and 52 is usually associated with growth around potential
(about +1% year-on-year for GDP), so this does indicate positivity. The recent poor weather has held back

retail sales but perhaps businesses see sunshine ahead.

However, this may create an issue in its impact on this week’s Bank of England Monetary Policy Committee
(MPC) meeting. Just as in the US, investors have adjusted expectations for rate cuts, factoring in a delay
until September. The MPC has vocal hawks, and they may have some sway this time around, which may

reverse some of the strong FTSE 100 performance.

Meanwhile, The Times reported last Thursday that Coutts has switched almost £2 billion of client money
out of the UK-listed companies and into global markets. The private bank is cutting (and probably has already
cut) UK allocation in six client funds from as much as 40% to between [.9% and 3.5%, depending on the
fund. The Times quoted Charles Hall, head of research at Peel Hunt, who estimated that this represented
a £1.96 billion switch out of the UK and a “very material” outflow. These outflows amounted to £8 billion

for the whole of last year, according to figures from Calastone, a fund services provider.

UK companies are about 3.5% of global market capitalisation in the MSCI All-Country World Index, which
is our usual reference index for global stocks. Internally, we also discuss this issue frequently and the
arguments for and against a home bias are more complicated than just long-term return. However, it
continues to indicate how the UK’s domestic capital market is shrinking, running counter to the small efforts
made by the Chancellor in the Spring Budget. Clearly, if we wish to reverse the decline, something more
fundamental needs to happen. We will write about reasons for and against a home bias in the near future.
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April 2024 asset returns review

April was challenging for investors. After a stellar start to 2024, the first quarter’s optimism faded and stock
market returns were negative on the month for most regions. Overall, global stocks lost 2.4% of their value
in sterling terms through April. Capital markets grappled with the fact that growth and inflation do not seem
to be dropping away — most notably in the US. That has pros and cons: resilient growth means stronger
corporate earnings, but sticky inflation means central banks cannot cut interest rates as soon or by as much
as markets had expected. Even with the pullback, though, year-to-date returns are still strong. Since the
market trough late last October, global stocks are up 36.2% in sterling terms — as the table of returns shows.

Underlying markets’ first real struggle of the year was a return to volatility. Trading was remarkably calm in
the first three months of the year but that all changed in April as intraday trading became spiky. Large US
technology companies — international investors’ long time favourite — experienced a substantial 24.8%
trading volatility. This meant a heightened perception of market risks, accompanied with some of the
standard signals of ‘risk-off behaviour. The US dollar, considered a safe-haven currency, gained value in the
middle of the month.

Apr

Asset Class Sies Volatility . - YTD
27/10/2023 Annualised Months months
UK Large Cap 9.1 26.9 2.7 13.0 82 13.5 6.8
UK Ethical Large Cap 5.1 223 3.1 13.4 6.6 1.3 56
Europe ex-UK 10.0 348 2.1 13.9 42 16.0 46
US Large Cap 16.8 40.0 3.2 17.5 6.1 17.2 8.0
Equities US Technology Large Cap 19.6 44.8 -3.5 24.8 52 18.5 6.4
8.5 34.4 -4.0 253 27 16.0 75
Global Stocks 12.8 36.2 2.4 13.8 58 16.1 6.5
Emerging Markets 85 254 1.3 - 9.7 1.8 4.7
7.1 36 7.1 229 17.7 1.5 55
UK Gilts All Stocks 1.9 88 2.9 10.1 2.3 36 -4.5
£-Sterling Corporate Bond Index 5.2 14.7 -1.9 6.5 -0.8 6.5 -1.7
Global Aggregate Bond Index 2.5 9.4 -1.6 52 -1.5 4.7 -1.7
15 0.4 2.1 15.8 87 08 13.7
Commodities 5.0 -7.6 0.1 228 9.0 -1.6 14.1
7.0 26.1 58 29.4 16.4 132 143
Inflation UK Consumer Price Index (% Chg for 30 18 12 33 12 08 06
period)*
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1.0 5.4 0.4 0.3 1.3 2.7

10.8 19.2 -5.4 17.9 -1.8 87

Source: Morningstar Direct as at 30/04/24. * to end of previous month (31/03/24). All
returns in GBP.

The assets which fared worst were those that did best in the early part of the year. We see this in US tech,
which lost 3.5% in April in sterling terms and underperformed not only other regions but the broader US
stock market — which dropped 3.2% by comparison. But also in Japan, whose equities were the worst
performers in April, returning -4%, yet is still one of the year’s best performing regions, up 7.5% in sterling
terms year-to-date.

Japanese stocks saw the most volatility, with a 25.3% annualised figure for April. It was not just equities that
were volatile either: the value of the yen fell dramatically through April and saw some massive intraday
trading ranges. Higher Japanese inflation was offset by weak real economic activity. Investor positivity
retreated somewhat, amid fears that expected profit growth may not be forthcoming. At one level, it was
helpful that the April central bank meeting brought no change to short-term rates, but a dovish Bank of
Japan also sent the yen to 160 against the dollar on Monday 29% — the weakest level in 34 years. Earlier this
year, a falling yen was deemed to be a benefit for exporters but now the backdrop of rising input costs is
now seen as suppressing domestic demand. The yen reversed sharply higher in later trade after Ministry of
Finance intervention, another sign that the yen weakness is now being seen as creating problems.

There were equity markets with positive returns last month; UK, China and emerging markets, jumping
2.7%, 7.1% and 1.3% in sterling terms respectively. This keeps with the theme of changing fortunes, as all
three have lagged behind Europe and the US since last October’s trough, though to massively varying
degrees. China was by far April’s standout after a weak period. Not only is Beijing pledging ever more
economic support, but the latest figures for high-tech manufacturing show it is having a positive impact.

The UK stock market benefitted last month from its large commodity-related companies, in particular BHP’s
massive takeover bid for Anglo-American and perhaps also from the Bank of England’s relative dovishness
compared to other central banks. The timelines for interest rate cuts are being delayed in the US, but the
market thinks that the BoE remains on course to deliver its first cut in late summer. Despite hotter-than-
expected inflation figures, Britian’s inflation problem is probably drawing to a close.

Europe’s monthly returns were negative despite perceptions that European Central Bank (ECB) is also fairly
dovish. The mild weakness of the Euro, the rise in energy and metals prices, and still tight labour markets
caused some Governing Council members to sound more equivocal about rate cuts. We note there are
some signs of returning European growth — and with it, some sticky inflation — but overall inflation looks
steady rather than on the rise. The ECB continues to indicate a June cut but may not want to cut rates too
quickly thereafter.

This is very different to the US, where growth and inflation numbers continue to show notable strength. As
we wrote last week, headline US inflation figures rose in March amid strength in domestic demand. The US
economy continues to defy expectations, and milder inflation numbers were only possible because of weaker

import prices and businesses drawing down their inventories. The Fed keeps delaying its rate cut timeline
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in response, but has not yet suggested that another rate rise might be necessary. The longer US strength

goes on, the more likely that drastic turnaround becomes.

Nobody thinks rate rises are likely, but markets have certainly had a bit of a reality check. The ‘immaculate
disinflation’ narrative — that prices could come down and start a new cycle without hurting growth or
company profits — propelled stocks from October until March, but it always looked a little too good to be

true. The fact markets are realising this is not a bad thing.

The benefits of this higher growth, higher inflation environment, as markets are also realising, are strong
corporate earnings. These are what ultimately give stocks their value, and the recent profit reports for the
first quarter of the year have brought plenty of joy — particularly in the US. Market expectations became

more realistic last month, but realism does not mean pessimism.
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Global Equity Markets 03-May

% 1Week (GeP rerms) | Medium Div YLD % LTM PE NTM PE 10¥ PE AVG
UK FTSE 100 B224 +21 +2.1 A 7 37 120 118 151
UK FTSE 250 20187 +3.0 +3.0 a & 35 13.1 6.0 140
UK FTSE All-Share 4474 +22 +2.2 F 37 109 10.7 131
FTSE Small x Inv_Tsts 5504 +3.1 +3.1 A 7 6.0 275 95 110
France CAC 40 7988 +0.1 +0.4 2 A 3.0 140 13.7 140
Germany D&X 40 18038 +10 +13 2 A 29 13.1 126 130
US Dow 38773 +21 +17 > &a 19 188 180 171
US 5&P 500 5126 +2.4 +20 2> A 14 20,7 199 180
US NASDACQ comp 16136 +#.8 +4.4 - A 0.7 280 26.3 245
Japan Nikkei 225 38236 +0.0 +3.0 2 A 17 223 215 181
World Bloomberg 1792 +2.5 +2.1 A A 2.0 159 156 147
China mainland 3604 +0.0 +H.7 - A 19 18.6 180 16.7
Emerging Bloomberg 1182 +3.0 +25 A > 27 121 116 122

FTSE100 Top 6 S&P Global Top 6 Global Sectors

Company Company (GBP terms) Sector (GBF) Sector (GBP)

Standard Chartered PLC +10.3 Koninklijke Philips NV +26.7 Tech +0.2 Etaples +0.1
Smurfit Kappa Group PLC <94 Lasertec Corp +23.1 Financials +0.3 Energy 3.3
Phoenix Group Holdings PLC +72 Mitsubishi Electric Corp +222 Heslth +0.1 Materials +0.2
H5BC Heldings PLC +6.5 Paramount Global +19.4 Discretionary +135 Utilities +2.1
Rightmowe PLC +6.5 Bio-Techne Corp +18.7 Industrials +0.0 Real_Estate +19
Berkeley Group Holdings PLC +6.3 Howmet Aerospace Inc +16.8 Communicatic 0.6

FT:SE 100 Bottom & S&F Global Bottomn 6 Fixed Income

Company Company (GBP terms) Govt bond SYield 1wk chg
Ashtead Group PLC -6.6 CV5S Health Corp -18.4 UK Gowvt 10yr Gilt +4.24 -0.09
Melrose Industries PLC -5.5 Qorvo Inc -18.0 UK Govt 15yr Gilt +4.52 -0.08
Fresnille PLC -5.2 Starbucks Corp -16.6 US Govt 10yr Treasury +4.52 -0.15
InterContinental Hotels Group -43 Norwegian Cruize Line Holding -15.6 France Govt 10yr OAT +2.99 -0.07
1D Sports Fashion PLC -3.6 Open Text Corp -15.5 Germany Govt 10yr Bund +2.51 -0.06
Centrica PLC -3.5 Straumann Helding AG -148 Japan Govt 10yr JGB +0.89 +0.01
Currencies Commodities UK Mortgage Rate Estimates

Rates (LTV c.75%

USD per GRP 1257 +05 Oil Brent 5:bl 834 -6.8 UK BoE base rate 525 525

GBP per EUR 0.8B57 +0.1 Gold 5:0z 22823 -26 2yr fixed 525 497

USD per EUR 1078 .6 Silver S:o0z 262 -48 Jyr fixed 5.00 471

IPY per USD 152.49 -8 Copper 5:lb 455.0 -0.3 Syr fixed 468 453

CNY per USD 7.181 -11 Alumnm 5:mt 24632 -18 10yr fixed 483 478

USD per Bitcoin 61,588 -3.6 S&F soft crops 2269 =27 Standard variable 792 792
Prices taken at 2:30pm today and 2:30pm last Friday (where possible).

LTM PE is the index price as a ratic of last 12 months earnings. NTM PE is next 12 months earnings.

Mortgage estimates are derived from sterling swaps markets and moneyfacts.co.uk
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Please note: Data used within the Personal Finance Compass is sourced from Bloomberg/FactSet
and is only valid for the publication date of this document.

The value of your investments can go down as well as up and you may get back less than
you originally invested.
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