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Introduction

Writing an annual outlook can feel like a
hiding to nothing. Get it right, and people
think it’s luck; get it wrong, and people
think you’re a fool. I find it a valuable
exercise — more than just a question

of what we got right or wrong, but a
chance to question how we do things and
decide if the principles by which we make
investment decisions still stand.

On the rights and wrongs, we correctly thought that
rates would be higher for longer due to inflation being
stickier than forecast. We've seen a lot of market
volatility around that fact this year, with markets
pricing in very optimistic and then pessimistic rate
profiles and then reversing direction once again.

| also thought credit default risk would increase due
to those higher rates, leading to higher cost of capital
- but that hasn’t really happened as yet. Why not?
Perhaps it is the profile of debt - if we look at the US,
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consumer debt looks huge, but a large proportion of
that is tied to mortgages on fixed long-term rates. A
lot of corporates refinanced during 2020 and 2021 at
very low rates - so there will be a wall of refinancing
to come at some point, but obviously that time was
not 2024.

Enough of 2024. What should we all be looking at for
20257 Inflation is still sticky - most notably certain
areas of wage inflation - and this may limit the scope
for rate cuts more than is currently priced in. Some
of that is because of inflation, but 2024 election
results have reinforced that view. Donald Trump is
going to cut taxes, and increase US debt. In the UK
we've already seen the government announce greater
spending. France is looking at a precarious domestic
political situation where no-one will be promising to
cut spending and we expect the same in Germany
when they hold elections next year. All of which points
to steeper yield curves, with long yields held up by the
prospect of those higher budget deficits and inflation,
while short ends move down to reflect rate cuts.
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Artificial intelligence - stagve 2 In many respects, this is nothing new. Looking
back at the industrial revolution, or the impact

of the internet, initial excitement was probably
around the ‘kit’ or companies that created it,
but the long-term impacts were felt in every
household and company. These forms of
creative destruction lie at the heart of global
economic history and Al will not be the last
iteration of this that we see.

If we look at markets in 2024, artificial
intelligence has been a massive driver

of returns. Whether it remains so is a
common question for our equity teams in
client meetings. | think that the main effect
we are looking for in 2025 and beyond is

the secondary effects - predominantly in
productivity. How are the companies looking
to incorporate Al within their businesses? Is it
helping control costs, increase output, or both?
In our own company we’re running a number
of Al initiatives that we think will help us make
better decisions and provide better client
service, while being mindful of the limitations

and concerns around these new tools. In our own company
we’re running a number
of Al initiatives that

we think will help us
make better decisions
and provide better
client service.
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What to expect from the US?

The US elections in November 2024 have
given the Republicans a clean sweep of the
Presidency and both houses of Congress. The
initial reaction from US equities was a surge in
stock prices in expectation that a higher growth
economy and lower corporation taxes would
boost earnings.

As with any incoming administration, we will
wait to see how much of the policy discussed
during the campaign actually ends up being
implemented. But the direction of travel is
clear: the onshoring / reshoring theme that
started under Trump’s first presidency and
continued through Biden is going to continue
and they will look to cut taxes - or at least
extend Trump’s first term tax cuts that are due
to expire towards the end of 2025. The debt
ceiling will be back in focus and whilst the
Republicans have a majority in Congress this
and appropriations are controversial topics
that do not always split on party lines. Trade will
come under the microscope, too. Whilst the
levels of tariffs already suggested are unlikely to
be enacted, | am concerned that markets seem
to have priced in little chance of a trade war

- this is a real risk that should not be ignored.
The impact on geopolitical risk is much harder
to foresee: could Trump go for ‘certainty’ by
looking to end conflicts in Europe and the
Middle East that both provide ‘peace’ but at a
cost that many dislike? Second term Presidents
often become more focused on foreign affairs,
but | suspect that this is more an irritant than a
focus for the new President.
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Whilst the levels

of tariffs already
suggested are unlikely
to be enacted, I

am concerned that
markets seem to have
priced in little chance
of a trade war.
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A principled approach

Part of our key investment principles is looking
for market inefficiencies and ignoring short-
term views to try to achieve long-term risk-
adjusted returns for our clients. What does that
mean in this environment? While the political
uncertainty caused by numerous elections in
2024 is now lower - albeit with Germany and
Japan notably looking at more uncertainty in
2025 - we now have governments committed
to higher budget deficits. Will bond markets be
able to digest this - or do we see the return of
the bond vigilantes? As we end 2024 there are
early signs of their return.

Good government spending can be positive

for GDP growth. Is what we’re expecting

to see in the US and UK ‘good’ stimulus?

That remains to be seen. Even if this does
translate into a more positive environment for
corporate earnings, the discount rate is now
higher and wage inflation is negative for costs.
Assessing business models will be a key part of
investment decisions for our equity and credit
teams.

For risk assets such as credit and equities,
expectations of a higher growth, higher
inflation environment, with uncertainty over
global trade, leans against a broad focus on
cyclicals, but instead would put an emphasis on
quality - companies that have robust business
models that can achieve higher revenues
while keeping costs under control. The fact
that interest rates, while still expected to fall
in 2025, are probably not falling as much as
previously thought, decreases the positive
impact on equities.
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As a ClO overseeing a range of portfolios,

| am a firm believer in the importance of
diversification within portfolios, but also in
terms of approach - building multi asset
portfolios that incorporate asset allocation as
well as active stock selection is a task that we
carry out for many clients because we think

it gives the best risk / reward outcome. As
we move into 2025, it feels like we have a
more certain political environment after the
elections of 2024, but these have introduced
the uncertainty of policy implementation -

as the desires of new governments bump

into the realities of funding those plans and
the impact of voter-friendly policies on the
corporate world and investment markets. As
firm believers in active management, this year
should provide fertile ground for us, but risk
management could be just as important.

Do we see the

return of the bond
vigilantes? As we end
2024 there are early

signs of their return.
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Important information

Investment risks

Past performance is not a guide to future performance. The value of investments and the income
from them is not guaranteed and may go down as well as up and investors may not get back the amount
originally invested. Changes in currency exchange rates may affect the value of these investments.

Important information

For professional clients/qualified investors only, not suitable for retail investors.
This is a marketing communication.

This is a financial promotion and is not investment advice. Telephone calls may be recorded.
For further information please see our Privacy policy at www.rlam.com

The views expressed are those of Royal London Asset Management at the date of publication unless
otherwise indicated, which are subject to change, and is not investment advice.

Bloomberg® is a trademark and service mark of Bloomberg Finance L.P. (collectively with its affiliates,
“Bloomberg”). Barclays® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates,
“Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary
rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approve or endorse this material
or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or
implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall
have any liability or responsibility for injury or damages arising in connection therewith.

©2024 MSCI Inc. All rights reserved. MSCI has no liability to any person for any loss, damage, cost, or
expense suffered as a result of any use of or reliance on any of the information.

This document is private and confidential and only for use by “permitted clients” in Canada. This document is
for information purposes only and is not intended as an offer or solicitation to invest. This document does not
constitute investment advice and should not be relied upon as such. Royal London Asset Management Limited
is authorized to provide investment services in Canada under the International Adviser Exemption. Royall
London Asset Management’s principal place for business is in the United Kingdom, and it is not registered as
a manager in the provinces of Alberta, British Columbia, Ontario, and Québec.

Issued in December 2024 within Europe (ex-Switzerland) by FundRock Distribution S.A. (“FRD”) the EU
distributor for Royal London Asset Management Limited. FRD is a public limited company, incorporated
under the laws of the Grand Duchy of Luxembourg, registered office at Airport Center Luxembourg, Level 2,
5 Heienhaff, L1736 Senningerberg, Luxembourg, and registered with the Luxembourg trade and companies
register under number B253257. FRD is authorized as distributor of shares/units of UCIs without making
or accepting payments (within the meaning of Article 24-7 of the 1993 Law), as updated from time to time.
FRD is authorised and regulated by the Commission de Surveillance du Secteur Financier (CSSF). Portfolio
management activities and services are undertaken by Royal London Asset Management Limited, 80
Fenchurch Street, London, EC3M 4BY, UK. Authorised and regulated by the Financial Conduct Authority in
the UK, firm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited.

For Switzerland: Copies of the Memorandum and Articles of Association,the Prospectus, KlIDs and the
annual and semi-annual reports of the fund may be obtained free of charge from the fund’s representative
in Switzerland, ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich. The Paying Agent
in Switzerland is Banque Cantonale Vaudoise, Place StFrancois 14, CH-1003 Lausanne.

Issued in December 2024 within Switzerland and the UK by Royal London Asset Management Limited,
80 Fenchurch Street, London, EC3M 4BY. Authorised and regulated by the Financial Conduct Authority,
firm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited.
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Contact us

For more information about our range of products and services,
please contact us.

Royal London Asset Management has partnered with FundRock Distribution S.A, who will distribute its
products and services in the EEA. This follows the United Kingdom’s withdrawal from the European Union
and ending of the subsequent transition period, as UK Financial Services firms, including Royal London Asset
Management, can no longer passport their business into the EEA.

Royal London Asset For advisers and wealth For institutional client queries
Management managers institutional@rlam.co.uk

80 Fenchurch Street bdsupport@rlam.co.uk +44 (0)20 7506 6500
London EC3M 4BY +44 (0)20 3272 5950

For any queries or questions coming from EEA potential investors, please contact:

Arnaud Gérard, FundRock Distribution S.A. Airport Center Luxembourg, Level 2, 5 Heienhaff,
L-1736 Senningerberg, Luxembourg +352 691992088 arnuad.gerard@fundrock.com

For further information, please visit www.rlam.com

We are happy to provide this document in Braille, large print and audio.
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