





THE OUTLOOK FOR 2025
-ANALYSIS OF THE
YEAR AHEAD

The global economy is facing
considerable headwinds,
impacted by inflation, potential
tariffs and an increasingly
complicated geopolitical
landscape. This makes it difficult
for investors to understand

the implications for financial
markets. So, as 2025 gets under
way, we thought you might find
it interesting to hear from two
professionals. We asked David
Coombs, head of multi-asset
investments at Rathbones,

and Steven Bell, Columbia
Threadneedle’s chief economist,
what their thoughts are on the
challenges facing markets and
their predictions for the year
ahead.
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Q: Could you please give our
investors an overview ofthe
macroeconowmic picture or
20257

David Coombs (DC): The us
economy continues to steam ahead
and this seems likely to continue into
2025, although it may start to cool as
the year wears on. The big question
is whether inflation will remain low
enough for the US central bank to cut
interest rates by the one percentage
point or so that investors want to see
by the end of the year (which would
take it to 3.5%).

As for everywhere else, the economic
situation is dire. This divergence in
economic strength has already led to
big shifts in currencies: a strong dollar
versus virtually all other currencies.
One outlier in 2024 was the pound,
which actually held its own as investors
became sceptical about the Bank of
England’s ability to cut rates as much
as it suggested. Will this continue?

scenario looks intact for the US. In
China, the property market is turning
and the economy might just follow. Xi
Jinping won't want to appear to have
weakened in the face of Trump’s anti-
China policies.

@ What arethe major risksto
markets in 20257

DC: Here in the UK, the major risk
is stagflation: stagnant economic
growth and high inflation and
unemployment. The latest quarterly
GDP numbers showed the country
didn't grow at all in the third quarter.
Meanwhile, inflation has climbed to
2.6% as minimum wages, housing
costs, utility bills and prices for
package holidays, cinema tickets and
pets all rose. Services - essentially
anything that isn't a physical product
- is the persistent problem child. At
5%, it's well above the 2% headline
inflation target, likely driven by wage
inflation.

STERLING HELD ITS OWN AGAINST THE DOLLAR IN 2024, UNLIKE ITS PEERS
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Steven Bell (SB): we expect
2025 to bring stagflation (UK),
stagnation (Europe) and a goldilocks
scenario (an economy that is not too
hot or cold, in other words sustains
moderate economic growth, and
that has low inflation) in the US. In
the UK, the big rise in employers’
National Insurance Contributions,
coupled with another big rise in the
minimum wage (37% since 2021, 50%
for some younger workers) will put
many labour-intensive firms out of
business. Those that remain will put
up prices and cut headcount. Higher
inflation and weaker growth presents
a dilemma for the BoE, whereas
consumers in Europe might just
edge growth there above the gloomy
consensus. Meanwhile, the goldilocks

If stagflation does arrive, it would
make it extremely difficult for the
Bank of England to cut interest rates
in support of the economy, because
that would worsen inflation. It would
also send government bond prices
lower (so yields higher) because
higher inflation would mean investors
demanding a greater return to offset
that reduction in the value of their
coupons. This would make it even
harder for the already cash-strapped
government to boost the ailing
economy too.

For the US, the big risk is that
resurgent inflation prevents the
Federal Reserve from cutting rates at
all. That would likely send the prices
of bonds and stocks alike slumping -
and not just in America.

SB: Bond markets have begun

to take fright at ballooning budget
deficits around the world. The move
has been orderly, so far, but there is a
risk that countries fall into a ‘debt trap’
- anegative feedback loop where
markets take fright as rising bond
yields push up budget deficits, via
increased debt service costs, leading
to a further rise in bond yields.

Central banks around the world

have been remarkably successful in
avoiding recession while reducing
inflation. But the ‘last mile’ to the 2%
inflation target may be a struggle and
limit interest rate cuts.

President Trump raised tariffs, notably
on China, in his first term without
damaging equities or economies in
developed markets. In his second
term, he threatens to impose much
bigger tariffs. Were this to turn into a
full-scale trade war, the damage could
prove more significant.

@: Do youthink we will see
recession over Lhe next 12
month9,7

DC: in the US - which is the place
that matters most for global investors
- no. There's simply too much cash
and momentum in America right now.
The economy is growing at 3%, with
little sign of significant deterioration.

Everywhere else, there's a solid
chance. GDP growth has already
melted away in the UK. New costs for
businesses and dampened confidence
could easily reduce spending among
companies and the public to the point
where unemployment starts to rise.
China probably already feels like it's in
a recession (it's used to much higher
growth), and I think the government
will soon have to deliver some serious
spending to bring it to life. As for
Europe, that's in a similar boat -
especially its twin economic engines.
France is in a political whirlpool that's
becoming a nightmare for rectifying its
woeful public finances. And Germany
has effectively been in recession

for years, despite avoiding the two
consecutive quarters of shrinking GDP
that makes it official.

SB: Composite purchasing
managers' indices are the best 'real
time' indicators of economic growth,
with 50 marking the divide between
expansion and recession. They
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suggest that the eurozone and UK
are flirting with mild recession. By
contrast, they suggest that US growth
is firm and improving. Business and
consumer confidence is strong, real
incomes are increasing and there is
plenty of pent-up spending to come
from President Biden's CHIPS and IRA
Acts. The incoming President does
Create a great deal of uncertainty.
Tariffs are likely to rise, possibly
substantially, but they are likely to do
more harm to growth in Europe than
the US. The recent rise in bond yields
has pushed mortgage rates up and
this will lead to a drag on US housing
but the overall picture should remain
intact.

at all. Similarly, tax cuts may not be
as large as some hope. But if he and
“First Buddy” Elon Musk's Department
of Government Efficiency manage to
slash a significant amount of federal
spending, the effect on inflation may
be negligible.

In the UK, we most definitely are
concerned about inflation (see above
on stagflation). The question is how
the government's increases in the
minimum wage and business taxes
shake out. Will businesses lay off
workers, therefore reducing economic
demand, which could keep inflation

in check? Or will businesses retain
workers and hike prices, but leave

Composite Purchasing Managers' Indices
US economy strong, UK and EZ close to recession
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@: Are you concerned about,
inglation and how do you see
rates changing overthe course
of 20257

DC: we think US inflation is likely to
remain in its current band: between
2% and 39%. Not quite low enough
for the central bank to call victory
and not high enough to cause
serious panic. Just constant low-
level anxiety throughout the year.
But that would leave room for the
Fed to cut rates. There's a risk that
the incoming government’s touted
policies (big tariffs on trade, big tax
cuts for households and businesses,
and a clampdown on both legal and
illegal immigration) will send inflation
higher. However, we think people are
taking Trump too seriously on these
areas and ignoring his ambitions for
slashing government spending.

Trump often talks big at the outset,
only to negotiate a compromise at the
end. To that end, some of the tariffs
may be much smaller or not happen

VIEWPOINT

everyone squeezed? Another concern
would be the government coming
back for another round of increased
borrowing, which would increase the
flow of cash to the economy, boosting
inflation while also raising lending
costs for everyone. The path of UK
rates depends greatly on how this
plays out.

SB: We are concerned about
inflation but see a good chance that
inflation falls a little faster in the US,
allowing slightly bigger rate cuts. UK
inflation is a big worry in 2025, but
should fall in 2026 back to target, as
wage growth slows and government
policy improves. Rates will fall in the
UK but only modestly.

Q: lgthe USt o0 overvalued or
do \17outhin‘( it, has purbherto

run;

DC: One trend that continued from
2023 into 2024 was stock market
performance concentrated in just a

handful of big companies, in particular
the ‘Magnificent Seven'’ tech stocks.
In both of the past two years, less
than 30% of constituent companies
delivered a higher performance than
the index itself. That's exceptionally
rare - it's usually about 45-55%. That
has led to a concentration of value,
too: the 10 largest companies in the
US S&P 500 index now account for
37% of the total.

We own many of these big companies
- they're great businesses! But we
have taken profits as their values
have risen substantially. When stocks
are highly valued and widely loved,
they are much more susceptible to
big falls when disappointment comes
along (as it inevitably does). We think
there are other strong and exciting
companies in the US that are more
attractively valued. But looking at the
value of the headline index obscures
them. We've been adding to these
sorts of businesses over the past year.

SB: Yes to both. US equities are
overvalued but for good reasons
(dominant companies with strong
earnings prospects and high RoE) and
recession risks are low. It's our most
favoured market.

Q: China, onthe obher hand, is
cheap. lg it, a valuetrap or is
this 2 goodtimeto invest?

DC: it's not as cheap as it was! The
CSI 300 Chinese index was one of the
top-performing major stock indices
last year. Up until September, when
the Chinese government announced a
big stimulus package (which included
loans to companies to buy their own
shares), the index was lacklustre to
say the least. Zoom out, though, and
you see that the Chinese market has
done very poorly over a longer period.

Chinais a huge part of the

global economy and often
underrepresented in investment
portfolios. We want exposure to this
eastern powerhouse, but we're aware
of the risks. You shouldn't forget that
it's far from a free market: there are
capital controls, strict rules for foreign
operators and heavy day-to-day state
influence in company management.
We prefer to own Hong Kong and
Western-listed companies that do
business in China. We think they offer
better governance and shareholder
protection, ensuring that our



CHINA RALLIED BIG IN Q4, BUT STILL ONLY JUST BREAKS EVEN OVER 5 YEARS
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investments are run for your benefit,
rather than for the Chinese state.

SB: The Chinese authorities are
concerned about the weakness in
their equity and property markets.
Policy measures are just beginning

to feed through to increased primary
and second activity in the property
market. This may be the beginning of
the end of the property slump. But
consumer confidence is exceptionally
weak, the incoming US President

is threatening tariffs on Chinese
exports and there are concerns about
some Chinese equities from an ESG
perspective. Against this background
we're not chasing the market.

Q: Which asset, clags/region do
youThink will do best overthe
next year” Which agset, clags/
region would you avoid in 20257

DC: we have sold virtually all of
our high-yield bonds (those issued

by riskier companies with more

debt and lower-quality businesses).

Because these bonds have a
greater risk of defaulting, you can
get a decent extra return above a
government bond that matures at
the same time. This extra return,
called the ‘'spread’, is extremely
low after 18 months or so of heavy
buying by investors. For US high-
yield bonds, the spread was 2.92%

2025

at the end of the year; over the past
30 years it has averaged about 5.3%.
We don't think you're getting much
reward for that risk anymore.

It's always a mug's game to guess
which part of the market will do
best in the year ahead, yet if we had
to choose, we would say that US
small-cap companies are set up well.
They should benefit from strong US
GDP growth and Trump's plans for
deregulation should help as well

- red tape often helps the biggest
and most established businesses as
they have the scale and resources
to address them without greatly
harming profits.

SB: We have just closed our
overweight in high yield, our last
remaining overweight in bonds. We
prefer equites, with the US, our most
favoured market. We don't have any
significant underweights.

FOR THE RISK, HIGH YIELD SPREADS AREN'T ATTRACTIVE
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" VENTURE CAPITAL

TRUSTS (VCTs)
AN OVERVIEW
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PETER HICKS

Research analyst,

With the tax noose tightening each
year, there are fewer ways hard-up
investors can wriggle free from HMRC
asphyxiation. Indeed, it will come as
no surprise that the tax squeeze is
unlikely to relent over the coming
years. The prognosis is bleak: the
Treasury has told taxpayers they
must endure a long winter of frozen
personal thresholds, set to last until
2028-29. There is, however, one way
to potentially free yourself from such
despair and keep your financial hearth
warm: Venture Capital Trusts (VCTs).

Investing into a VCT share offer can
provide up to 30% income-tax relief;
there is also no tax on dividends or
capital gains. Investors must hold the
shares for five years; selling shares
prior to the five-year holding period
can entail claw-back on the income-
tax relief. When an investor has held
VCT shares for more than five years,
the option to sell can be facilitated
by a VCT's buyback policy. Most VCTs
now have buyback policies, and whilst
these are never guaranteed, they
can provide a good opportunity to
sell shares at a reasonable price.

Another option is reinvesting
dividends using a Dividend
Reinvestment Scheme (DRIS), which
is where reinvested dividends qualify
for further income-tax relief. Whether
or not an investor decides to use the
DRIS option is a question of personal
preference; reinvesting dividends
into a VCT can create administrative
headaches. This is because new
share certificates are issued each
time; over a number of years this can

generate a lot of share certificates.
It can be easier to pool dividends as
cash and then use them for future
lump-sum investments. Again, it's
important to check if the reinvestment
scheme qualifies for income-tax
relief; a small number of VCTs give
the option to reinvest dividends,
but unlike a traditional DRIS option,
these are bought on the secondary
market and won't yield any further
income tax-reliefl Always check.

TAX BENEFITS FROM VCTs

- INITIAL INCOME TAX
RELIEF OF 30% (IF HELD
FOR 5 YEARS)

- TAX-FREE DIVIDENDS

TAX RELIEF EXAMPLE
> 1

INITIAL
INVESTMENT

£10,000

30% INCOME
TAX RELIEF

£3,000

- FREE OF CAPITAL GAINS

- INVEST BETWEEN
£3,000 AND £200,000
EVERY TAX YEAR

70% EFFECTIVE
INVESTMENT COST

£1,000

DON'T MISS OUT - JOIN THE CHELSEA VCT MAILING LIST TODAY

Please contact Peter on either 020 7384 7300 or peter@chelseafs.co.uk to
receive notifications and personal service. Market-leading cashbacks are
available if investments are held via Chelsea for five years.
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NAME OF VCT TYPE OF VCT

Albion VCTs Generalist

Pembroke VCTs Generalist

Puma 13 VCT Generalist
SUPERIOR TAX
EFFICIENCY

A new and further compelling

reason to consider VCTs is their now
relative tax-efficient superiority over
pensions. Of course, it's important

to consider that the investment
universe of a VCT is much smaller
and riskier than a pension’s, but there
are some appealing distinctions that
now make VCTs more tax efficient.

Firstly, Rachel Reeves' recent Autumn
Budget removed IHT protection on
pensions from April 2027. This will
put pensions inside an estate for
inheritance tax purposes (just like a
VCT, which has never qualified for
IHT relief). This is a great shame,

as IHT relief on SIPPs was arguably
one of their greatest features. And
apart from the tax-free lump sum

MINIMUM

INITIAL

INVESTMENT CHARGE
£6,000 3%
£5,000 5%
£3,000 3%

on a pension, SIPPs in many ways
have now become tax-deferred
accounts - beyond your 25% tax-
free lump sum, you will still have to
pay tax on your pension income.
With a VCT, all dividends are 100%
tax free up to an annual allowance
of £200,000: not bad at all!

Secondly - and here’s why VCTs have
tremendous tax-efficient potential

- proceeds of shares sold after a
five-year holding period can be used
to buy another VCT, unlocking a
further 30% of your income-tax bill.
An investor cannot buy the same
VCT within six months of selling
shares in it, however there is plenty
of choice on the market. This varies
significantly from the tax-relief
dynamics of a pension wrapper,
where the tax-relief and investment

CHELSEA DISCOUNT**

1% for existing investors

UPFRONT
CASHBACK CLOSING DATE A

- 0.40% 18 March 2025
2% 0.375% 4 April 2025 midday
0.60%  4th April 2025 (11am)

are locked in until drawdown. The
current minimum drawdown age is
55 years old, rising to 57 in 2028.

With a VCT, tax relief is not
automatically reinvested (unlike a
SIPP, where 20% is automatically
reinvested, and then any higher-
rate or additional relief has to be
claimed on your tax return), but an
investor could certainly consider
compounding their VCT tax relief

to make even larger investments in
subsequent tax years, unlocking even
more of their tax bill. Over a number
of years a snowball to snow-boulder
effect of compounded tax relief

and dividends can mean significant
reductions in your income-tax
liability. Converting what is typically

a sunk cost for most taxpayers -
never to be seen again - into a lovely
dividend-producing, tax-free asset.

IMPORTANT NOTICE: Please be aware that VCTs are long-term, highly illiquid investments. VCTs usually invest in small,
unquoted companies and carry a greater risk than many other forms of investment. In addition, the level of charges

is often greater than unit trusts and OEICs. Past performance is not necessarily a guide to the future. The value of
investments, and their income, can fall as well as rise and you may not get back the amount invested. Chelsea Financial
Services offers an execution-only service. If you require investment advice you should contact an expert adviser. Tax relief
is restricted to total VCT investments for each investor to £200,000 per tax year. Tax is subject to statutory change, and
the value of tax relief (if any) will depend upon individual circumstances.

**Discounts and fees are often subject to change, please contact Chelsea Financial Services to confirm before deciding to invest.
ASubject to remaining capacity. VCT raises often sell out well before the offer closing date.
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FUNDS UPDATE

JULIET SCHOOLING
LATTER

Research director,
Chelsea

JUPITER EUROPEAN

GAM Investment's European equity
team, led by Niall Gallagher alongside
Chris Sellers and Chris Legg, will

join Jupiter Asset Management this
summer. Responsibility for Jupiter's
current European equity range,
managed by Mark Nichols and Mark
Heslop, will transition to Gallagher's
team next year. Gallagher’s team
oversaw high-profile strategies,
including the GAM Star European
Equity fund, which has delivered top-
quartile performance in the IA Europe
Ex UK sector over many years. We
have kept the fund as a ‘Buy’ ahead of
this highly successful team, that we
know and like, joining.

CHELSEA GENERIC FUND RATING

AVIVA GLOBAL EQUITY
INCOME / ROYAL
LONDON GLOBAL
EQUITY INCOME

This is one of the more unusual

cases of fund manager changes. The
highly regarded and successful Aviva
equity team, which included Richard
Saldanha, Francois De Bruin, and

Matt Kirby, all departed in August to
take over the equally successful Royal
London Global Equity franchise. This
came after Royal London’s team left

to set up their own firm earlier in the
year. However, after less than one
month on the job, Richard Saldanha
decided to U-turn and return to Aviva,
resuming management of the Aviva
Global Equity Income fund, which he
had led since 2013. We have placed
both funds on ‘Hold’ pending an
update from the new respective teams,
due to the considerable disruption and
changes affecting both funds.

NINETY ONE GLOBAL
ENVIRONMENT

We have decided to downgrade
Ninety One Global Environment to

a 'Hold.' This follows a sustained
period of underperformance, with
the fund now significantly lagging

its benchmark since launch. We

note that the sustainable growth
theme it plays has been heavily out
of favour. However, we do not see
any strong immediate catalysts that
would drive performance, particularly
with a Trump presidency and a likely
reduction in supportive green climate
policies. The fund also has a large
allocation to China, which adds greater
risk to its portfolio.

UNDS UPDATE

BUY

This indicates a generic, not personal,
buy rating for the fund. Chelsea
believes the fund could perform
above the sector average and that
the fund has been, and will continue
to be, managed well by the current
fund manager. A buy rating is not to
be considered as advice on which
sector to invest in, nor an indication
that funds in that sector are currently
performing well.

HOLD

This indicates a generic, not personal,
hold rating for the fund. The fund
could have recently had a change of
fund manager and is under review. If
the fund has not been performing well
recently, Chelsea believes the current
fund manager will be able to improve
the fund's performance over the long
term or their style or investment
approach could come back into favour.

SWITCH

This indicates a generic, not personal,
switch rating for the fund. Chelsea
believes that the fund will not perform
well in the future and that other funds
in its sector will perform better. This
could be because of consistently poor
past performance and there are no
good reasons to believe performance
will turn around or because there

has been a recent change of fund
manager, in whom the team have

no confidence.

The Chelsea Generic Fund Rating is an opinion expressed in relation to a particular fund, aimed at the general universe of both existing and potential investors in that fund, based on our proprietary research into the
performance of that fund and its future prospects. Please note that we have no knowledge of your personal and financial circumstances and cannot comment on whether the investments you may hold are suitable for
you. The generic ratings issued are Chelsea’s views and do not constitute personal advice. These views were correct at the time of going to print and we cannot be held responsible for subsequent changes.
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REFERRALS

WOULD YO
RECOMMEND
CHELSEA?
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Many of our clients come to
us after being recommended
by an existing client. We are

Bl vour perans

Title: ] Mr D] Mrs [ Ms [] Miss ‘ Other:

pleased and grateful that Full Name: ‘ ‘
people are so happy with our
service they feel confident to Email: ‘ ‘ ‘ Phone No ‘
recommend us to their friends , ‘ ‘
) Address:
and family.
Postcode: ‘
If you recommend a friend ‘ ‘ ‘
(someone new to Chelsea), we will
send them details of our services
S e e IEN FRiEND'S DETAILS
Tite: ] Mr D mrs [1Ms [ Miss | Other:
£50 WORTH OF ‘ ‘
Full N :
JOHN LEWIS VOUCHERS  [EREE |
WHEN THEY INVEST ait | | [Phone o |
OR TRANSFER i ‘ ‘
ress:
OVER £25,000
‘ ‘ ‘ Postcode: ‘
£25 WORTH OF JOHN
WHEN THEY INVEST OR
TRANSFER OVER £5!000 Title: ] Mr D) Mrs [ Ms [] Miss ‘ Other: ‘
Full Name: ‘ ‘
Investments must be retained with
us for at least 12 months. Please Email: ‘ ‘ ‘ Phone No: ‘
visit chelseafs.co.uk for terms
and conditions. Just complete this Address: ‘ ‘
form and return it to us. You can )
recommend as many people as you ‘ ‘ ‘ Postcode: ‘

like - there's no limit.
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WE'RE HERE
10

- We're proud to offer our clients a very personal service.

- Unlike others, we're not ‘online only'".

- We haven't ‘outsourced our customer support function'.

- We have a team in our office in Chelsea and we would
be pleased to help.

- So if you need a little extra help or guidance,
you can call us on 020 7384 7300 or email us at
info@chelseafs.co.uk

Chelsea Financial Services - St James' Hall, Moore Park Road, London, SW6 2JS.
020 7384 7300 | info@chelseafs.co.uk | www.chelseafs.co.uk

Follow us:
"8 chelseafs.co.uk (@ /chelseafstv X @DariusMcDermott ﬂ /InvestChelsea



