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Market Review and Outlook

Markets surge following US election and rate cuts

It has been a positive quarter overall for global equities, with US
stocks reaching record highs, bolstered by Donald Trump’s election
win. The global economy has proved to be surprisingly resilient, but
inflation in some economies is now rising, putting central banks
under pressure.

In this update, we'll reflect on this and take a look at some of the
highlights, and the lowlights of the quarter — as well as bring our
usual funds’ view and outlook from our investments team.

Global market overview

The quarter began on a positive note, with tech sector gains and
upbeat economic data boosting Wall Street. US share prices hit
record highs after Donald Trump won the 2024 presidential election,
despite his pledge to impose sweeping tariffs that could disrupt
global trade. Major indexes rose and the dollar posted its biggest
gain in eight years in response to Trump’s proposed sweeping tax
cuts and deregulatory policies.

Global bond yields saw their biggest rise in months in October as
markets adjusted their outlook on interest rates. Strong data on
consumer spending, job growth and inflation reduced hopes for
swift rate cuts, pushing US Treasury yields higher.

In China, a brief stock market rally in early October faded after a key
economic announcement fell short of investor hopes. Asian stocks
were briefly unsettled by South Korean President Yoon Suk Yeol'’s
declaration of martial law, although markets quickly recovered
when the decision was reversed. Korea's won currency steadied but
remained close to its two-year low against the dollar after being
buoyed by suspected central bank intervention.

The FTSE 100 slipped following the first Budget from Labour
Chancellor Rachel Reeves, while UK government bond yields pushed
higher, reaching a one-year high. Meanwhile, European markets fell,
weighed down by Russia-Ukraine tensions.

European stocks also came under pressure from political turmoil in
France and Germany as the euro lost ground against other major
currencies.

Gold hit an all-time high, driven by geopolitical tensions and central
bank rate cuts. Oil prices fell below $70 per barrel, prompting
OPEC+ to postpone planned production increases.

Central banks balance rates and inflation

The US Federal Reserve delivered its third interest rate cut this year
in December but warned that the pace of cuts is likely to be slower
in 2025 as policymakers grapple with sticky inflation. US inflation
fell to a three-and-a-half year low in September at 2.4%. It then
ticked up in October to 2.6% and again in November to 2.7%.

The Bank of England cut interest rates for the second time this year
in November. It set the rate at 4.75%, down a quarter percentage
point from 5%, which is the lowest in more than a year. UK inflation
dropped to 1.7% in September, its lowest level in three-and-a-half
years and below the Bank of England’s 2% target for the first time
since 2021. However, a rise in energy bills helped push inflation up
to 2.6% in November, its highest level in more than six months.

The European Central Bank (ECB) cut its key interest rate by a
quarter percentage point to 3% in December - its fourth cut in



2024. Euro area inflation rebounded to 2.2% in November, up from
2% the previous month.

The US is now set to sharply diverge from Europe on monetary
policy, as a divide between inflation and growth opens up between
them. With higher growth and inflation, the Federal Reserve is likely
to ease rates more cautiously. Meanwhile, the ECB is set for deeper
cuts as growth slows and inflation falls.

US economy remains strong

The US economy is beginning to show signs of slowing but

remains robust. The labour market rebounded in November from
weak growth in the previous month, when hurricanes and strikes
dampened hiring. Meanwhile, the unemployment rate has been
rising for about a year, though it remains historically low. The
underlying resilience of the economy suggests interest rates may
remain higher for longer, with fewer cuts than initially expected. The
election has fuelled optimism about domestic growth and inflation.
While Trump’s tax cuts are expected to support economic growth,
proposed tariffs on imported goods could lead to higher prices.

Europe’s economy grew at its fastest rate in two years during the
third quarter, driven by stronger-than-expected growth in Germany
and France. However, overall momentum remains weak. In a sign of
deepening problems, Volkswagen, the country’s largest industrial
employer, has made significant job cuts and closed factories. The
ongoing fallout from Russia’s war in Ukraine and political upheaval
in France and Germany has added to the pressure.

UK growth showed no growth in the third quarter, with uncertainty
over the Budget being blamed for the lack of momentum. The
UK'’s job market showed further signs of cooling after a rise in

unemployment, while pay growth slowed. The Labour government
unveiled £40 billion of tax rises and ramped up borrowing to boost
spending on public services in its first Budget in 14 years. However,
business leaders have warned that tax increases in the Budget,
including a rise in the national minimum wage and employers’
National Insurance contributions could lead to job cuts.

The Chinese economy is also struggling to return to pre-pandemic
levels of growth. Authorities are ramping up efforts to boost
demand with additional stimulus to meet the 5% growth target for
the year. However, economists believe it won't solve the deeper
issues in the economy, such as a property slump, weak consumer
spending and high unemployment, which continue to hinder
recovery. There has also been a slowdown in export growth amid
rising trade tensions with the US and European Union.

What this means for Wesleyan: our funds view and
outlook

Investment markets wasted no time in reacting to the news of the
sheer amount of UK Government Bonds (gilts) needed to prop up
the Chancellor’s growth plan for the UK economy. Unsurprisingly,
the price of gilts dropped, making it more expensive for the
government to borrow from investors as the yields on those gilts
moved higher — 10-year gilt yields rose at the time to their highest
rate in a year.

As long-term investors, we bought longer-dated gilts earlier this
year, and, despite this recent rise, we still believe there is good long-
term value in UK government bonds. This is something we will be
looking at again in 2025 - particularly if yields move up closer to
5%. We also expect to continue making (selective) purchases of



corporate bonds, whilst being mindful of the extra risks that are
associated with these if economies and companies begin to struggle.

We know that inflation and interest rates go hand in hand, but it's
the outlook, rather than the current rate of inflation, that tends to
sway central bankers, and this helps to explain why the ECB felt able
to reduce interest rates for the third meeting in a row in December,
but not the Bank of England.

The ECB were likely more concerned about weakening economic
growth, whereas the Bank of England perhaps needs more
reassurance that wage inflation is beginning to cool in the UK. The
Bank of England’s Monetary Policy Committee (MPC) voted to keep
UK interest rates at 4.75% in December — with a view that marginal
cuts would come in 2025.

We should keep some perspective on inflation — most countries
globally are hovering around their ‘target’ inflation more so than
they have been in a long while. However, there is one factor that
could change all of that in the year ahead, and that is President-
elect Donald Trump’s highly publicised ‘trade tariffs’. When he

takes office in January 2025, the threat of him imposing them on
countries such as China, Mexico, and Canada, amongst others, could
become a reality.

At the start of the year, our Property Team set their own ‘target’,
with ambitions to grow our commercial property portfolio with
more than £100m of additional purchases. This was to compliment
the circa £400m of properties we already held at the time. By

the year end, the team had purchased almost £80m of additional
assets, and they will continue with this plan (and potentially buy
even more) during 2025. We had slowed down our purchases in the
fourth quarter as we digested the budget impact (as mentioned

earlier). These assets form a core part of the expected long-term
returns we’ll be able to generate for our flagship With Profits Fund.

Our focus in 2025 will also be to continue to look at overseas
equities, and we have made great progress on this in the last year.
We have reduced our exposure to the UK within our mixed asset
funds (including our With Profits Fund) during 2024, and this
strategy will carry forward into the new year.

We continue to view UK equities as offering excellent long-term
returns but also acknowledge that the UK stock market is a much
smaller part of the investment world following strong growth in
markets like America. We have always believed that diversification is
important when riding out market turbulence and this could prove
helpful in the year ahead.
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Spotlight on... James Tothill, Investment Specialist

In Q4 2024, we strengthened our Intermediary team with the appointment of a new Investment
Specialist, James Tothill.

James joins us from Aviva Investors, where he was Head of Retail, responsible for helping grow
the business’ presence in the UK retail adviser market with a focus on outsourced investment
solutions. Prior to Aviva, he has held roles at Zurich, Prudential and Henderson Global Investors.

In his role at Wesleyan, James will work with the fund management and distribution teams to
continue the expansion of our on-platform With Profits Growth Fund in the UK adviser market.

James'’s knowledge of the multi-asset intermediary market will support our growth in this
buoyant sector. He will be a fantastic addition to the team as we continue to work to meet
advisers needs so they can secure great client outcomes, in markets that are increasingly marked
by regular volatility.

“lam excited to be joining Wesleyan as Investment Specialist and to be part of the Intermediaries’
leadership team at this exciting time for the business and the intermediary market. With its With
Profits Fund, Wesleyan has a highly distinctive offer in the growing smoothed investment solution
market, with a proven track record of delivering consistent returns for investors, giving advisers a
perfect solution for those clients they have identified as wanting real asset-type returns, with less
than the historic associated volatility.”

James Tothill

b

Alongside our team of Regional Sales
Managers, James is available to support
adviser firms with education about

our smoothed With Profits Growth

Fund including providing a detailed
understanding of Wesleyan's investment
strategy. If you are interested in speaking
to James, please get in touch using the
details below.

James Tothill

Investment Specialist

07436 186378
james.tothill@wesleyan.co.uk
Connect on LinkedIn - James Tothill


mailto:james.tothill%40wesleyan.co.uk?subject=
https://uk.linkedin.com/in/james-tothill-50158a14
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Please note that past performance is not a reliable guide to future performance and the value of your investment, and any income can
go down as well as up, so you could get back less than you invested.

For more information or to discuss Wesleyan’s With Profits Growth Fund with one of our team please get in touch:

If you would like this document in Braille, large print or audio format, please contact 0800 975 3710

‘WESLEYAN' is a trading name of the Wesleyan Group of companies. Wesleyan Assurance Society is authorised by the Prudential Regulation Authority and regulated by the
Financial Conduct Authority and the Prudential Regulation Authority. Incorporated in England and Wales by Private Act of Parliament (No. ZC145). Registered Office:

Colmore Circus, Birmingham B4 6AR. Telephone: 0345 351 2352. Calls may be recorded to help us provide, monitor and improve our services to you.
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https://www.linkedin.com/showcase/wesleyan-for-intermediaries/

