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Equity markets have bounced back in May after falling in April, seemingly ignoring delays to a cut in interest
rates, ongoing conflicts in Ukraine and the Middle East and wider challenges to the existing world order. As global
equity markets rise to new highs, we discuss why we believe that additional gains lie ahead over the rest of the
year.

Fiscal stimulus, economic data, and company earnings

The Biden Administration has enacted three significant pieces of legislation since 2022 — the Infrastructure and
Jobs Act, the Inflation Reduction Act, and the CHIPS Act. These are measures designed to reshore and strengthen
domestic manufacturing capabilities and accelerate the energy transition in the USA.

The size of fiscal stimulus is substantial, and we believe it is misunderstood that much of the investment is still
to come, with the majority occurring in 2025-2027 (but will continue to 2030). Combined investment of $237bn
representing almost 40% of the total stimulus is set to take place between these dates.

Given the positive impact on US economic growth we see limited scope for these measures to be reversed under
a second term for Trump, although conditions for accessing the capital could be altered.

Data provided by Ned Davis Research (NDR), our key US based research provider that we have worked within
since 2020, point to an expansion in the global composite purchasing managers index. The index measures both
manufacturing and services sectors with the latest reading at the end of April 2024 of 52.41. Readings over 50
indicate economic expansion and coincide with a fall in NDR's recession probability model.

The Federal Reserve also increased their GDP forecasts. Real GDP is forecast to be 4.2% in Q2, more than
double the 1.8% rise in Q1. The average earnings growth for the S&P 500 in Q1 reporting season was 6.3% which
compares to consensus analysts forecast of 1.1%. This growth in earnings has been accompanied by an increase
in share buybacks and dividend announcements, reversing the decline from 22/23. Apple notably announced the
largest buyback in history, but this was accompanied across a wide variety of sectors.

All told, this suggests increased corporate confidence following the reorganisation and strengthening of corporate
balance sheets that took place during the pandemic. Economic growth and indicators are also accelerating in the
UK and Europe, with corporate earnings coming in stronger than expected.

Stock market behaviour.

It is no surprise that this improving economic performance has been accompanied by rising stock markets. The
gains in US equity markets in the last quarter of 2023 were driven by three sectors; technology, industrials, and
financials, with the technology sector being the most important sector in terms of weighting within the index.

It is notable, and very positive, that the recent advance has not been concentrated solely in the technology
sector - we have seen a broadening in sector participation, with utilities, energy, industrials, and financials all
posting good returns so far in 2024. The financial sector is likely to be a beneficiary from the 'normalised' rate
environment whereas the other three benefit from Biden's legislation.
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Global Markets in 2024

Furthermore, when we look outside
of the US we are seeing broad based
strength across global stock markets.
New all-time highs have been
recorded in the UK, across Europe as
well as investor behaviour. We see
a bullish trend being confirmed by
new highs in the S&P 500 crossing
5,300 and other global indices.

However, we note that there are
parts of global stock markets that
are not trading at all time highs,
notably smaller capitalised stocks
that have historically been positive
correlated to improving economic
data. This is true of US small cap
as well as smaller companies in the
UK, Europe, Japan, and Asia. The
commonality in the stock market
behaviour suggests that new highs
may also lie ahead for small cap
stocks.

Ongoing rapid pace of
technological change

The  impact of artificial
intelligence (Al) is unknown
but likely a positive influence
on economic productivity over
time. In the first instance, we
have seen significant positive
impact on the earnings of
companies across semi-
conductors and cloud operators.
The advent of Al and the speed
of its introduction we believe is
a positive for the stock market's
earnings outlook in aggregate.

A word on the UK
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We have written before on the relative attractiveness of the UK equity market. Despite the rise to new all-time
highs, valuations today remain historically low in absolute terms.
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We note a distinct change in the discussion, with the low ownership of UK Equities amongst UK Pension funds
receiving particular focus. This leaves UK companies vulnerable to takeovers which have increased in volume
during 2024 so far; the recent bid for Anglo American from BHP has raised the profile of the UK stock market
amongst international investors. All this gives us confidence that further gains lie ahead for the UK stock market
as it catches up on recent underperformance and closes the valuation gap with developed markets more broadly.

Inflation

Central banks around the
world are proving cautious in
their approach to reducing
interest rates. In the May
inflation report, the Bank
of England produced the
following projections  which
we anticipate will have a
further beneficial effect on
investor sentiment towards
UK assets.

Chart 1.1: CPI inflation and CPI inflation excluding energy (a)
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What to watch out for
Historically, — weakness in
indicators such as the spread
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growth. Any reversal in these conditions could occur gradually as part of the economic cycle or from 'knock on' effects
from any deteriorating geopolitical situation.

The content in this publication is for your general information and use only and is not intended to address your particular requirements. Articles should not
be relied upon in their entirety and shall not be deemed to be, or constitute, advice. Although endeavours have been made to provide accurate and timely
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No
individual or company should act upon such information without receiving appropriate professional advice after a thorough examination of their particular
situation. We cannot accept responsibility for any loss as a result of acts or omissions taken in respect of any articles. Thresholds, percentage rates and
tax legislation may change in subsequent Finance Acts. Levels and bases of, and reliefs from, taxation are subject to change and their value depends on
the individual circumstances of the investor. The value of your investments can go down as well as up and you may get back less than you invested. Past
performance is not a reliable indicator of future results.
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