Overview

Investors faced a number of uncertainties at the start of 2025.
These included Donald Trump’s inauguration and pending
tariff-setting agenda, the continuing conflicts in Ukraine and
the Middle East and an uncertain economic outlook.
Nonetheless, equity markets have performed remarkably well.
The volatility we anticipated did occur, with global equities
falling by 17%, at their nadir, in reaction to Trump’s “Liberation
Day” tariffs announcement. However, this proved short-lived,
and markets began to rally. Initially driven by the technology
titans, the recovery broadened out such that the UK market
(+21.5%) and Japan’s Nikkei (+26.2%) outstripped the American
market indices over the year, while European markets matched
the US.

Other features for the year included the gold price (+66%)
hitting record highs, while the oil price fell 18%. The US dollar
was generally weak, down over 7% against sterling. This
weakness and the gold price move could reflect reaction to
Trump’s tariff policy - particularly against China, a large
holder (and probable seller) of US debt. India, despite having
the best-performing major economy over the year, suffered
heavy tariff penalties, and the equity market was relatively
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disappointing (+8.6%). On the other hand, China, where the
economy continues to struggle, managed to gain over 16%.
Many smaller markets, especially in the Far East, performed
well, benefiting from falling interest rates and the weaker
dollar.

Further modest falls in inflation in most regions during the
final quarter meant that central banks were again able to cut
interest rates (the exception being Japan, where they rose to
0.75%). The Federal Reserve Bank, under pressure from Trump
and with unreliable data due to a prolonged government
shutdown, cut rates from 4.50% to 3.75% in September. The
UK also cut rates, from 4.0% to 3.75%, while the European
Central Bank held steady at 2.15%. The reductions were
reflected in 10-year treasury bond yields, with US yields falling
from 4.57% to 4.14% and UK yields from 4.67% to 4.57%
over the year. Other economic numbers suggested a slight
weakening of growth, but Purchasing Manager Indices generally
remained above 50 and in expansion mode.

The following table sets out the market movements for the
past quarter and for the 12 months to 31st December 2025.

Index 30/09/2025 31/12/2025 Q4 Change 2025 Change
CBOE UK 100 937 994 6.1% 21.4%
CBOE UK All Companies 16,315 17,239 5.7% 20.1%
CBOE UK 250 19,280 19,556 1.4% 8.3%
MSCI Private Balanced 2,078 2,140 3.0% 10.5%
MSCI Private Growth 2,415 2,493 3.2% 12.2%
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Markets

UK equities were very much out of favour at the start of 2025,
and investors continued to withdraw money from what was
already a cheap market. In spite of this, a 6% gain in the final
quarter completed a very respectable return (+20.1%) for the
year, and the UK market was one of the best performers
globally. However, the concentration of returns has remained a
feature, with the bank sector up over 18% in the quarter. The
sector was helped by the relief that no additional taxes were
imposed in November’s Budget and rose by a significant 61%
for the year. Gold and other precious metals were very strong,
with the sector up 35% in the quarter and more than 230%
for the year. Fresnillo (+426%) led the charge, but even after
this rise its market capitalisation reached only £25bn - two
thirds that of the smallest bank, Standard Chartered (+84%).

The lack of breadth in the UK market remains visible in the
disparity between the performance of the top 100 companies
and the rest. Mid-caps were up 3% over the quarter and 9%
for the year; small-caps were up 4% over the quarter and 10%
for the year; and the AIM market was down -2% for the quarter
and up 6% for the year, remaining largely out of favour.
Mid-sized and small-sized companies, many of which are
more domestically focused, have taken a particularly heavy
hit from higher minimum wages and changes to National
Insurance contributions brought in by the government’s past
two Budgets.

There has been much debate about whether we are in an
Al-led bubble, and for once the so-called “Magnificent Seven”,
which have been such a driving force behind the American
market over recent years, were relatively subdued.
Alphabet (Google) did manage a 29% gain over the quarter,
but Netflix (-22%), Meta (-10%) and Microsoft (-5%) all fell,
while the others rose by less than 10%. Such huge amounts
of money have been committed to investment in Al over the
coming years that the bubble debate has been emboldened.
Some are likening the current position to the technology,
media and telecom bubble of 1999, following which there
was a three-year bear market. The numbers do appear quite
different this time, with these large companies being
profitable and expected to show decent profit growth in 2026.
However, bubbles can inflate over a long time period, and the
consequences could be significant if a change in sentiment
setsin.
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Outlook

With many of the world’s equity markets starting the year
at record highs, there seems a degree of complacency that
this will be another good year for risk assets. There are
undoubtedly some encouraging signs. Inflation continues to
fall, and further interest rate cuts can be expected. Earnings
growth is still forecast. Economic growth, albeit relatively
modest, is in evidence. Things to watch out for remain the
impact of tariffs and whether trade wars intensify. Trump’s
declining popularity - his tariffs are proving inflationary in
America as we head to November’s mid-term elections - could
restrict his powers in his last two years in office. In the UK,
meanwhile, a government with a massive majority has lost
its popularity and will be lucky to preside over much growth
in the short term.

Geopolitics will remain close to the surface. Despite Trump’s
efforts, both the Ukrainian and Middle Eastern situations drag
on. China continues to threaten its neighbours, and Japan’s
new Prime Minister is taking a hard line that does not help
tensions. In addition, to greet the New Year, America’s
audacious capture of the Venezuelan President has raised
the possibility of other actions around the world - the ongoing
furore over Greenland being at the heart of one of them.

Any of these issues could inject volatility and possibly drive
sharp sell-offs in markets. We continue to believe that holding
a diversified portfolio of good-quality stocks within the
appropriate asset allocation will provide good outcomes for
our clients over the long term.
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Disclaimer

This document is a general communication being provided for informational purposes only. It is educational in nature and not designed
to be taken as advice or a recommendation for any specific investment product, strategy, plan feature or other purpose in any
jurisdiction, nor is it a commitment from Fiske plc to participate in any of the transactions mentioned herein. Any examples used are
generic, hypothetical and for illustration purposes only. This material does not contain sufficient information to support an investment
decision and it should not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users
should make an independent assessment of the legal, regulatory, tax, credit, and accounting implications and determine, together with
their own financial professional, if any investment mentioned herein is believed to be appropriate to their personal goals. Investors
should ensure that they obtain all available relevant information before making any investment. Any forecasts, figures, opinions or
investment techniques and strategies set out are for information purposes only, based on certain assumptions and current market
conditions and are subject to change without prior notice. All information presented herein is considered to be accurate at the time of
production, but no warranty of accuracy is given and no liability in respect of any error or omission is accepted. It should be noted that
investment involves risks, the value of investments and the income from them may fluctuate in accordance with market conditions and
taxation agreements and investors may not get back the full amount invested. Both past performance and yields are not a reliable
indicator of current and future results. If you have received this document in error, please telephone the Compliance Department on 44
(0)20-7448-4700. Fiske plc is authorised and regulated by the Financial Conduct Authority and is a Member of the London Stock
Exchange. FCA Register No: 124279
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