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THE BOND MARKETS AWAKEN

Bond yields jump on inflation fears

Equity markets struggled in the first half of the month as
the war between the US and Iran dragged on for a seventh
month, with markets showing concerns over oil prices, infla-
tion and global trade. However, markets ended the month
with positive returns as a rally in Al related stocks in the sec-
ond half of the month lifted indices.

Bond markets however experienced their worst month in
several years, as fears over inflation and continued deficits
by governments around the world led to long term yields ris-
ing to levels not seen for several decades. US and Japanese
government bonds were amongst the harder hit. The spread
of French government bonds over German bunds hit its
highest level since the 20711 Euro debt crisis. The European
Central Bank, Bank of Japan and US Federal Re-serve all
raised rates during the month in an attempt to tame the
inflation caused by the rising oil price, however markets still
anticipate more rate increases in the coming months.

Within equity markets, Japanese and US markets were
strong, with both markets benefitting from having a num-
ber of Al related names. European markets however were
weak, with France and Germany notably soft. French mar-
kets were weighed down by increased political risk focused
on next year's Presidential election. In addition, the admis-
sion by the French Finance Minister that the budget deficit
would exceed the budgeted 5% led to the rising government
bond spread over bunds and further depressed equities.
German equities were also notably weak due to political
weakness, with weak election results casting doubt on the
political longevity of Chancellor Friedrich Merz and his eco-
nomic reforms.

Crude oil finished the month back over $100 per barrel, a
consequence of the continued supply constraints from the
Middle East. However, with the US midterms nearing, polit-
ical focus turned to the cost of diesel, which rose to over $6
per gallon in the US and even higher in Europe, hurting sec-
tors such as transport and agriculture.

Risk appetite fades

The portfolio declined by 2.66% in the month, underperform-
ing the MSCI Europe Index which returned -2.40% The port-
folio's value factor exposure provided a modest tailwind, alt-
hough the MSCI Europe Value Index performed broadly in
line with the wider market, returning -2.42%. For the value
index, the lower exposure to Information Technology was a
modest drag, while its exposure to lower-volatility stocks
provided some offset.

At the sector level, only Information Technology, particularly
Semiconductors, and Energy generated positive returns
during the month. Defensive sectors, including Health Care,
Consumer Staples and Utilities declined but outperformed
the more economically sensitive areas of the market. Mate-
rials, Consumer Discretionary and Financials were among
the weakest-performing sectors as concerns over higher in-
terest rates and a weakening economic outlook intensified.
Against this backdrop, the portfolio’s underweights to Infor-
mation Technology and Utilities, together with its over-
weight to Materials, detracted from relative performance.

Stock selection was a modest negative contributor. Several
of the portfolio's more cyclical holdings underperformed the
broader market, while the largest individual detractor was
the portfolio’s lack of exposure to index heavyweight ASML.
This was partly offset by strong contributions from Energy
holdings, notably OMV and ENI, which benefited from the
sector's positive performance. More unexpectedly, UK
housebuilder Bellway was also a positive contributor. De-
spite a challenging environment, characterised by higher
mortgage costs and more cautious prospective buyers, the
shares rallied sharply towards the end of the month follow-
ing the government’'s announcement of a new first-time-
buyer scheme.

Strategy

European Value invests in global equities from developed markets, cf. the fund's prospectus. Stocks are selected using the
value strategy, meaning that through careful fundamental analysis, the team strives to identify companies that trade at
healthy discounts relative to intrinsic value. A risk-aware approach to the portfolio construction ensures a well-diversified
portfolio and broad exposure across sectors and regions.
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