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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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Global financial markets appreciate the USA’s Thanksgiving holiday, which tends to be the quietest of its
unique holidays. Markets can be frenetic in the lead up though, as it proved last week.

Although developed market equities were calm in sterling terms, stocks were more turbulent in local
currencies. France was notably hit by the fragmenting of its ruling parliamentary ‘alliance’. Emerging markets
were even less happy, partly thanks to Trump. Brazil was the weakest, after President Lula announced
softer-than-expected spending cuts, threatening future fiscal stability.

Japanese stocks were volatile, opening last Wednesday’s trading down 2.5% from the previous Friday’s level
in Yen terms. This was directly offset (indeed, probably caused) by currency strength. The Yen notably
strengthened against the US dollar, going from Y154.5 to Y150 (meaning it takes fewer Yen to buy $1).
Since Wednesday’s weak opening, however, both the Nikkei 225 index and TOPIX index are up by 1% in

yen terms and 1.5% in Sterling terms.

It seems to us that bonds and equities are being driven by differing narratives at the moment, particularly in
the US. Commentary around economic growth is resolutely upbeat, helping equities. Meanwhile, the

narrative around government debt has turned more positive but driven by the idea that the deficit may fall.

Lower US bond yields, which made the Yen more attractive, were caused by Donald Trump’s nomination
for Treasury Secretary, Scott Bessent. For bond markets, this is the most credible nomination Trump could
have made. The erstwhile hedge fund manager has many fans. Some liken him to Reagan’s Treasury
Secretary, the legendary James Baker, others think he’s more like Santa, expecting his nomination to gift

further gains for US equities through December.

(Bessent worked for George Soros in the 1990s and as his CIO between 201 and 2015, and is well regarded on
Wall Street for his level headedness during periods of global market upheaval, with a profound knowledge of the
inner working of the global economic framework)

His “3-3-3” plan is to raise growth to 3%, cut the government deficit to 3% and increase energy production
by an equivalent of 3 million oil barrels per day, all by 2028. This is probably not achievable, but the investors
see the aspiration as good for policy in each area. “3-4-1" is more achievable and less likely to risk a

recession.

Regardless, the US [0-year treasury yield which had risen significantly from 3.8% since Trump’s election,
dipped sharply to below 4.25%, with commentators linking the move to Bessent’s deficit reduction target.
The spread to swaps, which we use as a measure of Treasury market credit risk, fell back to +0.52% from

the previous week’s 0.57%.

Still, risk-free 10-year real yields (inflation hedged) also fell noticeably from 1.52% to 1.41%. That signals
investors are less afraid of fiscal laxity, but less convinced about longer-term growth too.

Bessent wants growth through deregulation, and the last “3” on his plan — energy disinflation through
increased supply — is a significant part. Bessent’s framework sees energy (electricity generation) as the supply
constraint holding back US growth in a technological world, and Trump calls the solution “energy
dominance”.
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If inflation falls consistently below 2%, Fed interest rates should be relatively accommodative, keeping
interest costs and bond yields well below nominal growth. That in turn should allow companies to borrow
at attractive rates, making businesses more viable. The government could also reduce its debt load (at least
relative to GDP) and lower its debt servicing expenses. The consequence would be rising corporate debt
but higher levels of private business investment.

All of this paints a rosy picture and, perhaps counterintuitively, one that could benefit Europe and the UK.
However much the US is struggling for energy supply, we are struggling more - Europe-wide wholesale
electricity prices are about four times those of the US. If US prices fall, ours should fall by a similar
proportion. The fall in Europe’s energy costs could therefore be four times greater than the US. The wider
question, though, is the damage this does to emission reduction targets, and how much environmental
disruption undermines the growth targets.

Even if the US puts up tariffs, the biggest barriers for European growth are internal supply constraints and
productivity. If those go down, European growth should benefit — so a win for the US should be a win for
Europe too, as long as politics doesn’t prevent it.

Politics, unfortunately, is an issue. France’s continued politic maelstrom looks similar to the US in recent

years, the political right battling for cheaper energy while facing what they see as “lawfare”.

Last Thursday (28" November) after extreme pressure from his coalition partners in Le Pen’s
Rassemblement National, Prime Minister Barnier rescinded his proposed electricity tax at a budget cost of
€3.8bn. That threatens to derail attempts to bring down France’s unsustainably high budget deficit.

Investors see France as struggling more than the rest of Europe. Government bond yields fell across the
Eurozone, thanks to falling US yields, but French yields did not shift as much.
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The big political conundrum — in the UK, Europe and US — is now how to tighten budgets back to pre-
pandemic levels without hurting jobs or smaller businesses. France’s electricity tax was unpopular, as is the

UK’s decision to tax jobs — although Chancellor Rachel Reeves can more credibly say there will be no more.
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The fact that the UK government will almost certainly be stable and internally cohesive for more than four
years also helps. The US is nominally in the same position, but many doubt Trump’s administration will be
internally cohesive.

Europe’s political instability is a problem. At the moment, it seems that the old mainstream political forces
of the centre and left cannot form cohesive alliances, so new populist forces could gain more influence next
year. Germany’s early elections take place on 23™ February, and it is unclear how a reconstituted “rainbow”
coalition could work with CDU’s Merz as leader. Meanwhile, France is surely set for another election.

Investors do not see much upside in Europe, but there are seeds of positivity, which could grow into

bullishness in the spring.

Lastly, we note that some (but not all) measures of bullish market sentiment are reaching extremes. Last
week, the US Conference Board published its Consumer Confidence indices, which includes a measure of
consumers’ expectations for stock market price rises. The chart below shows the current historically
unprecedented bullishness:

US consumer stock market bullisness
Conference Board sub-index
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Signals of potential exuberance are not great timing indicators, yet one shouldn’t expect that such bullishness
will mean imminent disappointment. The same was true in March and July but selling US equities would have
not been a good decision. Nevertheless, it could lead to higher volatility if we do see disappointments. We
remain cautiously optimistic, as we have been since the start of the year.
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Terrifying Tariffs

Donald Trump has started issuing policies before his inauguration. Last Monday, he proclaimed on Truth
Social:

“On January 20th, as one of my many first Executive Orders, | will sign all necessary documents to charge Mexico
and Canada a 25% Tariff on ALL products coming into the United States, and its ridiculous Open Borders.”

“This Tariff will remain in effect until such time as Drugs, in particular Fentanyl, and all lllegal Aliens stop this Invasion
of our Country!”

“Both Mexico and Canada have the absolute right and power to easily solve this long simmering problem.”

“We hereby demand that they use this power, and until such time that they do, it is time for them to pay a very big
price!”

Trump's new tariff threats seem to violate the US/Mexico/Canada Agreement (USMCA) on trade, which he
signed in 2020. The USMCA replaced NAFTA which had engendered largely duty-free trade between the
three countries. During the bad-tempered talks that led to USMCA, temporary tariffs were imposed, and
the nations could only agree a deal with a "sunset" provision to renegotiate in 2026. So, it was always going

to be short term; it might just prove even shorter than planned.

Mexican President Sheinbaum responded immediately, saying that Trump’s tariffs would create inflation and
job losses “until we put our common businesses at risk”. She warned they could cost 400,000 US jobs, as a

tit-for-tat response to any imposition would be immediate.

For his part, the Canadian Prime Minister Justin Trudeau said last Tuesday that he had spoken to Trump in
a phone call on the previous evening. “We talked about some of the challenges that we can work on
together. It was a good call,” Trudeau said. “This is a relationship that we know takes a certain amount of
working on, and that’s what we’ll do.”

Trump also threatened more tariffs on the usual foe, China:

“l have had many talks with China about the massive amounts of drugs, in particular Fentanyl, being sent
into the United States — But to no avail... Until such time as they stop, we will be charging China an
additional 10% Tariff, above any additional Tariffs, on all of their many products coming into the United
States of America.”

It was not clear if this “additional 10%” is on current levels or added to the 60% blanket tariff on Chinese

goods he promised during his election campaign. How might these impact trade?
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Mexico and Canada are extremely important to US exporters — even more so than China. Below is a graph
showing US exports and imports (in US $bn) to Mexico, Canada, China, the Eurozone and the UK. The
black lines are the US trade balance (exports minus imports).

US exports and imports to other countries ——
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Even though US trade deficits have mostly widened over the last 10 years, exports have grown and are
significant to the economy. Canada and Mexico collectively bought $560bn of US exports and each is a
larger market for US businesses than China.

Given the similarities of many goods traded between North American countries, it might seem simple for
companies to replace overseas markets with domestic buyers. However, a wealthy Mexican is not likely to
buy a cheap Mexican-produced car. Goods (and services) are not easily replaceable — if they were, it
probably would have already happened.

A swift imposition of tariffs places huge strains on the affected companies and some, possibly many, will not
survive. While the pain will almost certainly be greater outside the US, it will still be felt by a large number
of businesses that probably felt they ought to be winners under a Trump administration. The threat to
North American trade has wide and potentially unintended consequences; for example, a weaker Mexican

economy might incentivise more, not less, immigration.

There is, perhaps, some wider potential consequence. For the US, the upside to free trade is the world’s
acceptance that US companies should have access to their markets. Some of that access is almost unnoticed.
The world’s use of Android and Chrome is not completely included in trade data because most of the
revenue is collected by Alphabet’s overseas subsidiaries. The profit flow is counted in the current account

as primary income when it is repatriated.
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Company Last 12-month Approximate
profit (estimated non-US profit
net income $bn) proportion
Apple 96 60%
Alphabet 87 54%
Microsoft 84 50%
Nvidia 60 80%
Meta 51 56%
Amazon 47 15%
Tesla 8 40%
Mag7 433 54%
S&P 500 ex Mag7 1640 40%
S&P 500 2073 43%
Source: Tatton IM, Bloomberg 281112024

By our calculation, five of the Magnificent Seven tech companies generate more than 54% of their profits
from outside the US, while 40% of the S&P 500’s aggregate profits comes from overseas. It is no wonder

that profit growth is more closely aligned to global growth than US growth.

While it is difficult to imagine how we might do without them, the moat of all of these intensely profitable
tech-related companies is not so deep that they cannot be overcome. Trump is already incentivising the

world to have a go, as seen by Huawei’s adoption of its own operating system for its phones.

The US imports huge volumes of low margin goods, but also receives huge profits for the services it exports
to the global tech audience in return. A fight back by the world may end up taking away the source of the
US’ enormous economic outperformance of the past |5 years.

We do not think, however, that tariffs will play out exactly as Trump threatens. His statements look more
like “The Art of The Deal” than a manifesto — in particular the focus on dangerous drugs, which have afflicted
many of the areas that voted for him. Tariffs are being used as the leverage to force other countries to take
specific action on drugs (and immigration, although that seemed to be an afterthought), rather than trade

imbalances.

Trump’s pick for Treasury Secretary, Scott Bessent, said as much even before the election. "The idea that
he would recreate an affordability crisis is absurd," Bessent told Axios' Mike Allen in a phone interview last
month. Bessent said that Trump "regards himself as the mayor of 330 million Americans, and he wants them

to do great, and have a great four years."
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He also told the Financial Times that, in his view, Trump is “at the end of the day, a free trader”; the tariffs

were a starting point for negotiations.

There is a danger that the tariff lever is pulled too hard and too often. But for the moment, we should
expect more of the same in the coming months and remember the assessment principle that worked quite
well during his first presidency: Take what he says seriously but not literally.
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Global Equity Markets 29-Nov Technical Valuations
%1 week |1 Week II:GEF' Short TR 10Y AVG
terms) Medium MNTM PE
UK FTSE 100 8271 +).1 +0.1 > = 3.8 12.1 11.7 12.7
UK FTSE 250 20755 +0.8 +0.8 - = 34 14.0 12.1 14.3
UK FTSE All-Share 4517 +0.2 +0.2 2> 2 3.8 12.3 11.7 13.2
FTSE Small x Inv_Tsts 5828 -0.0 -0.0 2> = 4.6 17.3 8.4 11.6
France CAC 40 7190 -0.9 -0.8 AR | 3.4 13.7 13.1 14.0
Germany DAX 40 19507 +1.0 +1.0 a 3 2.8 14.6 13.2 13.0
US Dow 44876 +1.3 +0.0 A A 1.6 23.7 21.3 17.4
US S&P 500 6010 +).7 -0.6 A Z 1.2 25.1 22.4 18.4
US NASDAQ comp 19121 +0.6 -0.6 A F 0.7 37.5 28.2 24.5
Japan Mikkei 225 38208 +0.0 +1.9 a2 18 20.1 19.0 18.2
World Bloomberg 2001 +0.7 -0.5 > 2 2.3 15.0 14.4 14.6
China mainland 3917 +0.0 -1.2 A F 1.7 21.1 19.7 17.0
Emerging Bloomberg 1209 -0.3 -1.6 A & 2.7 15.6 12.9 12.4
FTSE100 Top 6 S&FP Global Top 6 (GBP terms) Global Sectors (GBP terms)
Company % Company % o Sector 3
1D Sports Fashion PLC +9.8 TE&D Holdings Inc +20.3 Tech -1.5 Staples -0.1
Melrose Industries PLC +8.7 Nintendo Co Ltd +10.0 Financials -0.3 Energy -2.9
Airtel Africa PLC +7.8 Vestas Wind Systems A/S +9.9 Health +0.6 Materials -1.3
easylet PLC +6.6 Ulta Beauty Inc +9.9 Discretionary +0.1 Utilities +0.0
Entain PLC +6.3 Daiichi Sankyo Co Ltd +9.1 Industrials -0.3 Real_Estate +1.3
International Consolidated Air +5.5 Enphase Energy Inc +8.9 Communications +0.1
FTSE 100 Bottom 6 S&F Global Bottom 6 GBF terms) Fixed Income
Company (GBP terms) : G %aYield 1wk chg
Kingfisher PLC -15.6 Localiza Rent a Car S5A -21.1 UK Govt 5yr Gilt +4.10 -0.13
BAE Systems PLC -8.4 Grifols SA -17.3 UK Govt 10yr Gilt +4.24 -0.14
Rentokil Initial PLC -3.8 Kingfisher PLC -15.6 UK Govt 15yr Gilt +1.51 -0.13
Berkeley Group Holdings PLC -3.0 B3 5A - Brasil Bolsa Balcao -14.9 US Govt 10yr Treasury +4.19 -0.21
Croda International PLC -3.0 CCR SA -14.5 France Govt 10yr OAT +2.92 -0.12
Informa PLC -2.8 Banco Bradesco SA -14.5 ‘Germany Govt 10yr Bund +2.09 -0.15
Japan Govt 10yr JGB +1.04 -0.04
Currencies Commodities UK Mortgage Rate Estimates
USD per GBP 1.269 +1.2 Oil Brent 5:bl 3.2 -2.6 UK BoE base rate 4.75 5.00
GBP per EUR 0.832 +0.0 Gold $:0z 2656.0 -2.2 2yr fixed 4.37 4.59
USD per EUR 1.055 +1.3 Silver $:0z 30.6 -2.3 3yr fixed 4.34 445
IPY per USD 149.98 -3.1 Copper $:lb 406.9 -0.4 Syr fixed 4.19 4.10
CNY per USD 7.252 -0.1 Alumnm $:mt 2572.5 -0.9 10y fixed 4.44 4.80
USD per Bitcoin 97,740 -1.2 SEP soft crops § 293.2 +3.9 Standard variable 7.69 7.69

Prices taken today's current level and final close last week.
LTM PE is the index price as a ratio 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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