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The first quarter saw huge shifts in investor expectations

as US President Donald Trump’s blizzard of policy
announcements stunned America’s allies, rivals and markets
alike. By quarter-end, these had triggered fears of higher
inflation, crushed business and consumer confidence and
increased the risk of a full-blown recession. Those fears
ratcheted still higher in April with the announcement of
harsh ‘reciprocal’ tariffs on goods imported into the US.

While the quarter was largely dominated by the fall-out from the Trump
policy platform, it began and ended with a lot of focus on the health

of the UK government's finances. From late 2024 onwards, investors
began demanding more compensation for the risks associated with
lending to governments with big fiscal deficits (gaps between what they
spend and the income they get from taxes). That drove up the yields

on a lot of a government debt (meaning the bonds' prices fell).

In January, the UK government bond (gilt) markets got caught right in
the eye of this global bond storm as investors worried that the UK was
digging itself into a deepening fiscal hole. That drove an aggressive sell-
off in gilts which sent the yield on the 10-year gilt soaring from 4.57%
at the start of the quarter to as high as 4.90% in the first half of January.
The selling pressure had eased by mid-January and gilt prices had more
than recovered a month later. As we explain below, gilts then sold off
again in the run-up to the government's Spring Statement on 26 March
and the 10-year yield ended the quarter at 4.68%.

Trump tariff turmoil

By February, fiscal concerns were largely swept aside as investors got
increasingly spooked by President Trump's escalation of a trade war
with virtually everyone. They feared his threats to impose sweeping
tariffs on imports to the US risked stoking price pressures in the US,
while also stalling growth and increasing unemployment.

Much of the economic data coming out of the US has been pretty
resilient, but business and consumer confidence tell a different story.
Both plummeted in the first quarter, reflecting growing worries that a
trade war might prove a 'stagflationary shock’ (stagnant growth plus
relentless inflation). That drove sharp sell-offs in US equity markets
from mid-February onwards. US Treasuries found favour as investors
fled stocks for the ‘safe haven' of government bonds, driving the yield
on the 10-year Treasury down from 4.57% to 4.21% over the quarter.

Meanwhile, President Trump's decision to turn off the military aid tap
to Ukraine shocked Europe’s policymakers into recognising they'd
need to spend a lot to rearm and bolster their commitment to regional
security. Much of Europe promised to loosen the purse strings and
invest heavily in its own defence and vital infrastructure. Most notably,
Germany proposed amending the country's constitution and scrapping
the country’s debt brake to allow for the creation of a 10-year €500
billion infrastructure fund and permit essentially unlimited borrowing
for defence budgets.
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The German fiscal changes have now been approved. This river of
money could flow into a nation that's parched itself of infrastructure
investment for years because of a commitment to straitened
government finances. Expectations of higher public spending that
might ignite Europe’s growth prospects sent the 10-year German
government bond yield (the benchmark for regional borrowing costs)
soaring from 2.39% to 2.80% in the first couple of weeks of March.
It's hard to explain just how massive that move is!

The Spring Statement

Although President Trump's rhetoric and Europe’s big spending plans
hogged the limelight for most of the quarter, the UK came back into
focus again towards its end. Gilt yields crept higher ahead of the
Chancellor's Spring Statement as investors worried that the government
might have run out of fiscal headroom' (money from its tax take to fulfil
its spending ambitions without breaking its pledge to rein in borrowing
over the next five years). As the chart below shows, that headroom

was just over £10 billion compared with an average of almost £30bn
over the last 14 years when the Chancellor gave her Autumn Budget in
October. Since then, higher borrowing costs and lower economic growth
(which dent the government's tax receipts) made her fiscal arithmetic
much tougher. In the event, the Statement showed that this headroom
had more or less evaporated, though the Chancellor managed to claw

it back by announcing hefty spending cuts.

Nevertheless, there's still a lot of uncertainty about the health of the
UK's finances. That could drive further bouts of gilt market volatility as
investors demand higher yields to compensate them for their concerns
about the tricky state of the government's finances. Pressure is most
intense at the long end of the gilt yield curve because of the extra
uncertainties involved in lending very long-term.

What mattered more to us than the Chancellor's sums was the
Treasury's decision to issue fewer gilts than many had expected and
also to switch to issuing more with a short date to maturity rather than
a long date to maturity. Both these things are supportive for gilt prices.

UK’S FISCAL HEADROOM IS RAZOR-THIN VS
PAST FORECASTS
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Source: OBR; past headrooms standardised against forecast GDP at the time and
then calculated as if the economy was the size expected at the end of 2029-30
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Performance review

3 months 6 months 1year 3 years 5 years
Rathbone SICAV Ethical Bond Fund 1.37% 0.68% 3.95% 3.24% 12.08%
|A UK Sterling Corp. Bond Sector 0.97% 0.63% 3.20% 0.66% 5.09%
31 Mar 24- 31 Mar 23- 31 Mar 22- 31 Mar 21- 31 Mar 20-
31 Mar 25 31 Mar 24 31Mar 23 31 Mar 22 31 Mar 21
Rathbone SICAV Ethical Bond Fund 3.95% 10.39% -10.03% -4.30% 13.44%
|A UK Sterling Corp. Bond Sector 3.20% 7.35% -9.14% -4.25% 9.02%

Source: FE Analytics; data to 31 March, Z-class, mid price to mid price.

These figures refer to past performance, which isn’t a reliable indicator of future returns.

Duration deliberations

The Bank of England and other big central banks are in a tight spot.
Tariffs and other Trump policy broadsides increase the risks of both
slower growth (which would require lower interest rates) and higher
inflation (which would push for raising them). That leaves the outlook
for government bonds seesawing between two potential outcomes.
On the one hand, they could rally sharply if flagging economies and
higher unemployment spur central banks into more aggressive rate-
cutting. But, equally, they could come under pressure if sticky inflation
stalls rate cuts. Fiscal concerns add extra complications, with investors
demanding ‘fiscal risk premiums’ (via higher yields) to compensate
them for the risks involved in lending to heavy-borrowing governments.

This highly uncertain outlook meant we didn't want to hold too much
duration risk (sensitivity to the direction of rates). Our duration was
slightly long at the end of last year, but we moved closer to neutral in
the first quarter, while actively trading our 0.875% 2033 and 1.5%
2053 Green Gilts throughout the period (buying more when their
yields rose and selling some when they fell).

Credit market jitters

Credit spreads (the extra yield investors get for lending to companies
versus 'tisk-free’ government bonds) narrowed pretty consistently
throughout 2024, bar a few short-lived blowouts. But that tightening
reversed course in the first quarter amid concerns about the impact of
tariffs and the potential for a recession. The iTraxx European Crossover
Index, which measures credit spreads, widened from 314 basis points
(bps) to 328bps over the quarter. And, as we explain below, they spiked
to more than 400bps in early April when the full detail of Trump's
tariffs was revealed.

We've been slightly trimming our exposure to credit risk since the last
quarter of 2024 and selling some bonds from issuers that we felt might
be challenged in tougher economic circumstances. When credit spreads
widen, those of bonds which mature a long way ahead tend to widen
most. As a result, we've been dialling down our exposure to longer-dated
credit and keeping our spread duration relatively short.

During the first quarter, we bought some new Italian insurer Generali
4.08% 2035s and Leeds Building Society 5.5% 2031s as we felt
they offered decent new issue premiums. We also bought a sizeable
amount of insurer Direct Line 4.75% perpetual bonds. Insurance
giant Aviva is bidding to take over its smaller rival and we think this will
benefit the prices of Direct Line's bonds.

We sold some bonds whose spreads we felt had got a bit too tight as
they edged closer to their maturity dates, including some specialist
insurer Rothesay Life 8% 2025s and some financial services firm
Legal & General 5.375% 2045s.

We also sold some Swiss insurance giant Zurich 5.125% 2052 and
3% 2051 bonds. Zurich's subsidiaries include one of California’s largest
insurers. Taken together, the Los Angeles wildfires may end up being
one of the mostly costly natural disasters in US history and could result
in billions of dollars’ worth of insurance claims. If Zurich's subsidiary is
forced to pay out mega-claims, there's a risk that could dent its parent's
solvency ratio.

Liberation Day and beyond!

The market volatility seen in the first quarter got yet more extreme
when President Trump finally unveiled details of the ‘reciprocal tariffs
the US intended to levy on its trading partners on 2 April ‘Liberation Day'.

Investors' kneejerk response was to sell ‘risk assets’ (equities and
corporate bonds). Equities bore the brunt of the selling pressure, but
credit spreads spiked aggressively higher too — particularly the spreads
on lower-rated, higher-yielding debt.

The value of investments and the income from them may go down as well as up and you may not get back what you originally invested.
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At the time of writing, President Trump has stunned us all yet again
and announced a temporary pause to some (but not all) of the tariffs
unveiled less than two weeks ago. Stock markets' immediate euphoria
has subsequently cooled. At some point, all this turmoil will present
some very attractive buying opportunities.

If you would like to find out more, please register here to join Bryn for
a webcast at 10.00am on 30 April in which he will explain how he is
positioning the fund amid current market volatility.

STUART CHILVERS
Fund Manager

BRYN JONES
Fund Manager

For more info on our fund, including factsheets, performance and fund
manager views, please click here.

If you require further clarification on this commentary, then please contact your adviser or Rathbones at the contact details below.

Any views and opinions are those of the investment manager, and coverage of any assets held must be taken in context of the constitution of
the fund and in no way reflect an investment recommendation. Past performance should not be seen as an indication of future performance.
The value of investments and the income from them may go down as well as up and you may not get back what you originally invested.

This fund is actively managed. This is a marketing communication. Please refer to the prospectus of the UCITS and the KIID before making

any final investment decisions.

Please note that the Rathbone Luxembourg SICAV may decide to terminate the agreements made for the marketing of the fund pursuant to
Article 93a of Directive 2009/65/EC. For a summary of investor rights and guidelines regarding an individual or collective action for litigation
on a financial product at European Union level and in the respective country of residence of the investor, please refer to the supplementary
information document that can be found on rathbonefunds.com/international. The summary is available in English or an authorised language

in the investor's country of residence.

Rathbones Asset Management

9363.04.25

EU/EEA investors
+352 691992088
arnaud.gerard@fundrock.com

UK and non EU/EEA investors
+44 (0)20 7399 0800
international@rathbones.com
rathbonesam.com

FundRock Distribution S.A., an entity regulated by the
Commission de Surveillance du Secteur Financier, has been
appointed by Rathbones Asset Management Limited, the
global distributor of the Rathbone Luxembourg Funds SICAV
(the “Fund”) to act as a sub-distributor of the Fund.

The Rathbone Luxembourg Funds SICAV: Authorised by the
Commission de Surveillance du Secteur Financier.

Investment manager:

Rathbones Asset Management Limited Authorised and
regulated by the Financial Conduct Authority.

A member of The Investment Association.

A member of the Rathbones Group Registered No. 02376568

Management company:

FundRock Management Company S.A.

Authorised in Luxembourg and regulated by the Commission
de Surveillance du Secteur Financier.


https://www.rathbonesam.com/knowledge-and-insight/ethical-bond-webcast-april-2025
https://www.rathbonesam.com/international/financial-adviser/fixed-income/rathbone-sicav-ethical-bond-fund

