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61 this week’s update, Kevin Quinn discusses:

e What's inflation got to do with it?

e Middle East truce

e Qil price rises

e US —tariffs, inflation & retail sales

e UK —retail sales, inflation & GDP

e Euroarea — Spanish property, French budget
deficit and Euro area inflation

e Chinese —economy and trade
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éatest update from markets (to 17.01.25)

YTD 2024
Global shares 2.1% 2.2%
US shares 2.6% 2.7%
European shares 2.4% 3.2%
European government bonds 0.7% -0.8%
Global commodities 0.8% 5.7%
Magnificent 7* 1.7% 2.5%

Source: Bloomberg, 20.01.25. All returns expressed in euros.
*Apple, Alphabet, Amazon, Meta, Microsoft, NVIDIA, and Tesla.

The long and short

Investing requires a long-term focus but shorter term events can take most of our attention. In this series of

updates, we place current events into alonger term perspective.

The long..

What's inflation got to do with it? ..

The S&P 500, or at least parts of it, enjoyed a sugar rush in the immediate
aftermath of the US election result on 05.11. After gains of 7.5% in one
month after the election?, markets pulled back in late December and
started 2025 on a weak footing. They have made positive gains in the
second half of this past week, in response to slightly weaker US inflation
data, , bringing the S&P 500 over 6,000 still left the market marginally down
on the 12.12 high.

Figure 1: the S&P 500 since the US election (in US $ terms)
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Source: Bloomberg 17.01.25

There are many reasons behind this but a significant one is what’s
happening to US inflation expectations. While inflation as measured by the
Core Consumer price index improved marginally to 3.2% (from the 3.3% of
the past three months) it remains sticky. We have however also seen
evidence that US consumers expectations of long-run inflation have moved
up from 2.6% to 3.3% - the highest level since 2008.

Figure 2: Changing US consumer inflation expectations (University of
Michigan Survey)
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This is significant because the US Federal Reserve (Fed) will be less likely to
cut interest rates if they believe inflation expectations are changing. It also
means that investors will demand a higher “term premium” —the additional
return investors need to take on risk if inflation looks less anchored. It’s
probably too early to judge it as a resurgence in inflation expectations
though, as this data tends to be quite noisy. However the focus on what the
Fed might elect to do in terms of interest rate cuts has changed significantly
since the US election results, as too has the yield on longer term US debt.
At time of writing, the market expects about 0.38% in rate cuts from the
Fed Funds in 2025 (meaning 1-2 cuts) and there’s been a rapid increase in
the term premium.

Figure 3: The US Term premium?

© S
S §

s o O
5 S >
& & SRR
S o o o o
S o o o o

S
5 S o8

. a S S ST S
IS G G CON CRIN CRN
O oF oF o o o o oS

1

-2

Source: Bloomberg 14.01.25

Bottom line, investors want to be paid more for holding longer dated
instruments including both bonds and in turns equities.

1 Measured by the Crunch & Moench 10 year Treasury Term premium. Source: New York Federal Reserve 14.01.25

The short..
Market news

Peace deal in middle east as the Israeli cabinet approves a

@B ceasefire and hostage deal, including a 6 week truce. The agreement was
mediated by the US, Qatar, and Egypt, paving the way for further
negotiations to end the conflict.

Oil prices rose over $81 a barrel on foot of fresh US sanctions against
Russia which threatens to further tighten supply. Energy stocks are
responding positively.

US tariffs are under discussion by the incoming US administration
with suggestions this week that they may introduce them in a more
phased way to avoid a spike in inflation. The impact of this report during
the week was to ease the pressure on markets modestly as it remains to
be seen if President Trump will agree to this (some suggesting he just
wants “one big beautiful bill”).

US Producers Price index (PPI) came at +0.2% month-on-
month or 3.3% year-on-year, below estimates which on average had
expected 0.4% for the month.

US consumer price index (CPI) rose to 2.9% year-on-year, in
line with expectations while Core CPI, which excludes energy and food,
fell to 3.2%, (having been stuck at 3.3% for the past three months). The
softer than expected core CPl brought expectations of the next US rate
cut to June from September and saw a relief rally in equity markets.

|/

@US retail sales expanded by 0.4% month-on-month in December,
which was below consensus expectations which had expected, on
average, a 0.6% expansion.

UK inflation unexpectedly cooled for the first time in 3 months, with
the December Consumer Price index at 2.5% year-on-year, down 0.1%
from the previous month. This drop was mostly down to volatile air fares
and hotel prices so it could reverse. Nonetheless it helped bring UK
benchmark bond yields down slightly from 17 year highs. 5 year UK bond
yields dropped from a high of 4.61% per annum (p.a.) to 4.51% p.a. on
the news.
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UK GDP expanded by 0.1% month-on-month in November, below the
expected 0.2% as a expansion in services was partially offset by a
contraction in manufacturing. UK retail sales fell 0.3% in December
contrary to expectations of a 0.4% rise.

ﬁSpain’s property market faces supply challenges and its Prime
Minister has proposed a 100% tax on non-EU citizens purchasing
property, to help retain availability for Spaniards. Roughly 20% of
property is bought by foreigners but mostly in holiday developments that
tend not to focus on locals (the largest groups are UK (8.5%) and Germany
(6.4%) of the foreign buyers). It remains to be seen whether it will pass
through Spain’s fractured parliament.

Eurozone inflation was confirmed at 2.4% year-on-year for
December, with core inflation (ex energy & food) at 2.7%. Services
Consumer Price Index is at 4% year-on-year.

The French budget deficit target for 2025 was announced by
new Prime Minister Bayrou at 5.4% of GDP, higher than the previously
announced 5% target from ex-Prime Minister Barnier. Bayrou also
confirmed intentions to reduce the deficit to 3% by 2029.

Chinese economy exceeded expectations by growing at a 5.4%
rate in the last quarter of 2024, bringing the full year growth to 5%, in line
with President Xi’s statement at year end. Exports and a response to the
policy measures explain most of the pick-up in growth. That said domestic
consumption remains at pre-pandemic levels, property investment
contracted and when adjusted for falling prices, nominal GDP only
expanded by 4.2%, the slowest rate since the 1970’s.

ﬁ Chinese trade surplus rose to $104,9bn for December, circa. 5%
higher than expected as exports increased significantly. Possible
explanation is a rush by exporters to get ahead of any tariffs from the
incoming US White House administration and to make up for weak
domestic demand.

Source: Bloomberg, BCA Research, PIMCO 13-17.01.25
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For the most up to date fund performance information visit our new and improved

fundcentre bankofireland.com

Table 1: 5 year historic performances

2020 2021 2022 2023 2024
Global equities 6.7% 27.5% -13.0% 18.1% 25.3%
US equities (S&P 500) 8.7% 38.2% -13.0% 22.2% 33.6%
European equities (Stoxx 600) -1.4% 25.8% -9.9% 16.6% 9.6%
Emerging market equities 9.1% 4.9% -14.9% 6.6% 15.4%
Global bonds 4.9% -2.6% -15.1% 4.5% 0.9%
US government bonds 8.3% -2.0% -12.5% 5.8% 0.3%
European government bonds 4.3% -3.7% -18.4% 7.2% 1.9%
Emerging market debt -3.4% 6.4% -9.8% 5.4% 15.1%
Broad commodities -13.1% 37.0% 20.7% -10.9% 7.0%
US corporate bonds 7.8% -1.9% 17.1% 5.8% 2.1%
European corporate bonds 2.4% -1.2% -14.0% 8.4% 4.6%
UK Gilts 8.9% -5.3% -25.1% 3.6% -4.0%

Source: Bloomberg 10.01.25. All returns expressed in euros bar UK Gilts expressed in Sterling.

Disclaimer

Warning: Past performance is not a reliable guide to future performance.

Warning: The value of your investment may go down as well as up.

Warning: If you invest in these funds you may lose some or all of your investment.

Warning: These funds may be affected by changes in currency exchange rates.

Warning: Forecasts are not a reliable indicator of future performance.

While great care has been taken in its preparation, this document is of a general nature and should not be relied on in relation to a specific issue
without taking financial, insurance or other professional advice. If any conflict arises between this document and the policy conditions, the policy
conditions will prevail. Bank of Ireland Investment Markets (BOIIM) believes any information contained in this document to be accurate, but BOIIM
does not warrant its accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission made as a result of the
information contained in this document. Any investment, trading or hedging decision of a party will be based on their own judgment and not upon
any views expressed by BOIIM. You should obtain independent professional advice before making any investment decision.

Any expression of opinion reflects current opinions of Bank of Ireland Investment Markets as at January 2025. Any opinion expressed (including
estimates and forecasts) may be subject to change without notice. This publication is based on information available as at January 2025. Not to be
reproduced in whole or in part without prior permission.

Index providers do not sponsor, advise, recommend, endorse or promote any Bank of Ireland funds and has no liability whatsoever to any person
arising out of their investment in these funds.

Bank of Ireland — The Governor and Company of the Bank of Ireland, incorporated by charter in Ireland with Limited Liability. Bank of Ireland is
regulated by the Central Bank of Ireland. Investment Markets is an investment management unit within Bank of Ireland. Bank of Ireland trading as
Bank of Ireland Investment Markets is regulated by the Central Bank of Ireland. A member of Bank of Ireland Group. Bank of Ireland also operates
under other trading names that will be detailed in the terms and conditions that concern the relevant product or service.

Bank of Ireland is a member of the Bank of Ireland Group. Bank of Ireland is regulated by the Central Bank of Ireland. Registered Number C-1.
Registered Office and Head Office: Bank of Ireland, 2 College Green, Dublin, D02 VR66.
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