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Diversificationis key With US stocks eye-wateringly expensive, | think

broad diversification is more important than ever,
This year saw further strength in stock markets with multi asset portfolios able to balance these
with global equities up strongly, led by the US, with more reasonably valued UK equities, bonds
while bond markets moved sideways or saw and inflation hedges like commercial property
relatively small gains. The business cycle is and commodities.

supportive of this trend, with global growth
lead indicators positive and central banks
cutting interest rates. Geopolitics has rarely
been more uncertain, though, with a more
extreme incarnation of Donald Trump back

in the White House and conflict raging across

the Middle East and Eastern Europe. I think broad

Events on the world stage could create short-

term noise amid generally improving macro diVCI‘Siﬁcation iS morc

fundamentals, but they could also derail a fragile

recovery, and active managers like us will be important than cver.

watching developments closely.
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The post-pandemic period has been highly unusual.
Global growth collapsed in the lockdowns and
surged in the re-opening before flattening out
again. Meanwhile, wartime levels of fiscal and
monetary stimulus in a supply constrained world
economy coupled with Russian oil sanctions and
Brexit pushed inflation to levels last seen in the
1970s. Central banks responded with dramatic
interest rate rises in 2022, but the subsequent
recessions were mild in the UK and Europe and
absent in America, despite warning signals from
deeply inverted yield curves. Where we stand
today, inflation has dropped sufficiently for the
Federal Reserve, the Bank of England and other
central banks to cut interest rates, raising the
prospect of better times ahead. This backdrop,

and continued strong tech earnings in the US,
explains stock market strength, with the re-election
of Donald Trump adding a short-term kicker in the
form of greater deregulation and tax cuts.

'The geopolitical
backdrop has
rarely been less
predictable as we

head into 2025.
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If we only had the economics to think about, we’d
be happy. The geopolitical backdrop has rarely
been less predictable as we head into 2025. If you
take Donald Trump literally and seriously, he plans
to impose tariffs on imports at a level not seen
since the 1920s while deporting undocumented
workers. This would form the largest adverse
supply shock ever inflicted on America, raising
inflation, slashing growth and pushing the world
into stagflation. An escalation of war in the

Middle East or with Russia could result in further
disruption to commodity supply and international
trade, with a similar effect, as could conflict
between China and Taiwan, the dominant force in
semiconductor manufacture.

Interesting times ahead

Neither Presidential candidate took the US fiscal
position seriously, but Trump disregarded it
altogether. His tax and spending plans imply a
ballooning deficit, raising the risk of a bond market
riot of the kind we saw around the Liz Truss mini
budget if he translates verbal attacks on Federal
Reserve independence into action.
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Here comes Spikeflation?

These developments support our belief that we
are in a new, more uncertain era of what we call
Spikeflation, where periods of low stable inflation
are punctuated by sudden price level shifts
linked to geopolitics, populism, high debt levels
and a chronic underinvestment in commodity
supply as we transition towards net zero (chart
1). Spikeflation means shorter business cycles,
bigger swings in asset prices and a greater need
for inflation hedges like commercial property
and commodities.

It’s hard to argue that stock markets are adequately
pricing in the risks. US equities, in particular,

are trading at the same cyclically adjusted price
earnings ratios we saw in late 2021 when interest
rates were zero, Ukraine and Israel were at

peace and Donald Trump was a Fox News guest
(chart 2). US equities have only ever been more
expensive during the dot com bubble of 2000.
While valuation is not a good short-term indicator
for future returns, over a 5-to-10-year period we'd
argue it’s the best.

Chart 1: A new era of Spikeflation

Excessive Covid
stimulus in a supply
constrained economy

Chronic
commodity
underinvestment
as we transition
to net zero

Deglobalisation
and trade wars

Source: RLAM, for illustrative purposes only.
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Chart 2: Cyclically-adjusted price earnings ratios for major equity markets
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Source: Barclays; price divided by ten-year average earnings. Latest monthly reading shows predicted level
for November, using RLAM prediction based on month to date price changes. As at November 2024. Past
performance is not a reliable indicator of future results.
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Balancing short-term positives with
longer-term concerns is what asset allocation
is all about. Tactically, we were positive on
equities going into the presidential election

with a preference for the US market and We Wi]_]_ keep the theSiS

growth sectors. We will keep the thesis

for bullish positions under constant review for bullish positions

as 2025 plays out. A deterioration in the

S S A under constant review
as 2025 plays out.

Strategically, we see a strong case to respond
to valuations by balancing global equity
exposure with more reasonably valued UK
equities, with cyclically adjusted valuations
close to their 30-year lows. UK commercial
property has a place in portfolios where its
illiquidity can be managed.

Property offers a good yield; rents tend to
keep pace with inflation over the long run

and capital values are starting to respond

to political stability and lower base rates.
Commodities give you a hedge against
unexpected inflation shocks. Gold was popular
over 2024, but broader exposure including
energy and agricultural commodities gives

a better link to the cost of living. And while
government bonds are vulnerable to inflation
spikes, real yields are now back in positive
territory at 1-2%, which suggests fair value
versus real GDP growth and a decent return if
inflation shocks don’t materialise.

Broad diversification and active management
will be the investment watchwords for 2025.
As the apocryphal Chinese curse goes, may
you live in interesting times!
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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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