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KEY TAKEAWAYS

= Geopolitical uncertainty remains high
= USinterest rate cuts have been paused
= We again stay tactically neutral

on the main asset classes

The Macro Picture

Geopolitical tensions and market caution

Geopolitical alliances are shifting. A trade war seems
to be imminent. US stocks have looked dear. The
Federal Reserve has paused its interest rate cuts,
even as US data seem to suggest an economic
downturn. Nonetheless, our asset allocation remains
firmly in “wait and see” mode, not “risk off”,

Itis very clear what might go wrong, but potentially positive
outcomes also exist, and can be overlooked. The neutral
stance hasin fact served us well since we implemented it
in November by taking a profit on our previous overweight
call on stocks. Despite volatility, global stocks and

the key discount rate are little changed since then.

The Trump factor: market risks and opportunities

President Trump’s comments and gestures can be
alarming, but he often uses them not to communicate
but to provoke. For example, he may have succeeded
in getting Europe to take more responsibility for its
own defence, and in the process deliver a potent boost
to the medium-term growth prospects for its biggest
economy. For the first time in three years, there may be
a chance of a ceasefire in Ukraine, and the increase in
risk appetite, and likely reduction in European energy
costs, which that could deliver may not be “priced in”.

Similarly, his belligerent stance on tariffs may not be fully
implemented, or last for long. There will be exemptions
and special cases. The US’ trading partners may yet
compromise. As US households are asked to pay more
for the things they want - many of which may not be
made in the US to begin with - their vocal discomfort
may change his mind. The POTUS is many things, but not
an ideologue. Ultimately, protection is not in the best

interests of the US economy, traditionally the leader of the
global product cycle: we associate basic manufacturing
and mining with poorer economies, not the wealthiest.

Beyond politics: the business cycle
and market fundamentals

The evolving business cycle can matter as much or

more to portfolios than even quite dramatic political
developments, as we often note. A mix of declining
inflation with healthy profitability has been friendly to
stocks since 2022. We thought 2025 could prove more
difficult - but not dramatically so. The US stock market
has rarely looked significantly more expensive than it

did in late 2024, but valuations elsewhere have been
unremarkable. Meanwhile, the Fed’s ongoing pause has
not been a surprise, because inflation does seem to have
bottomed out. The recent weakness in US data looks erratic
to us: a surge in imports ahead of likely tariff increases, for
example, is not necessarily an indicator of a meaningful
economic downturn, but it does cut estimated GDP.

Portfolio positioning: staying ready for any outcome

Our overall asset allocation has thus been unchanged
again in March. We did however make some further
adjustments to our holdings within stocks - closing a
regional call that we felt had run its course, and opening

a new sectoral position that we felt might benefit us if
2025’s more eclectic pattern of performance continues.
Generally, our portfolio stance leaves us able to capitalise
on significant developments from here - in either direction.
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Asset allocation overview (i)
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Balanced positioning: neither stocks nor bonds take the lead

A mix of cyclical, valuation and geopolitical concerns
continues to argue against tactically favouring either
stocks or bonds. At neutral we are well-positioned to add
or cut risk if/when we think circumstances change.

The exception remains a local, technical one. In Swiss

franc portfolios, bond yields are so low as to make liquidity
preferable. The SNB is the most credible central bank, facing
negligible inflation and presiding over arguably the best all-
round performance of any major economy, but we doubt that
it will cut policy rates — now just 0.25% - much further, leaving
local bonds perhaps facing a relatively one-sided outlook.

Fixed Income: favouring duration and government bonds

Duration has recently detracted from performance in euro
portfolios, but the sell-off in bunds may have gone too far, and
could be partially reversed before the fiscal stimulus takes
effect. We think central banks will avoid repeating earlier
mistakes, and curves can flatten anew as it becomes clear that
inflation is not rising back out of control. Current 10-year yields
have room to fall.

We prefer government bonds simply because corporate credit
looks expensive. Within credit, with few signs of corporate
distress, speculative grade credit’s higher yields look more
attractive.
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Asset allocation overview (ii)
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Equities: the US losing its edge?

Trump’s actions to date may be weakening the appeal of the
US. Meanwhile, Europe seems to be taking greater control of
its own political and economic security. We have changed
our regional and sectoral equity weightings as a result.

Specifically, we decided in early March to close our overweight
stance on US stocks and our underweight in Switzerland, and raised
healthcare to overweight while cutting energy to underweight. We
thought the closed underweight on the defensive Swiss market was
more appropriate, for now, than the opening of a new overweight
position elsewhere in Europe. Healthcare similarly represents an
alternative source of equity duration, rather than more direct cyclical
exposure, while energy may be exposed to greater supply (on both
sides of the Atlantic). The Swiss market is healthcare-heavy, and
both the SMI and the sector have had some momentum this year.

This leaves us now neutral on equity regions, but with ongoing
sectoral positions that favour a mix of cyclical (financials) and
structural (technology, communications and now healthcare) growth.
Expectations for the latter group, particularly around the theme of Al,
may have been overly optimistic, but cashflow and balance sheets
remain healthy. We fund these positions with ongoing underweights
in utilities, real estate, consumer discretionary, and now energy.

Currencies: a low-conviction outlook

The dollar’s post-election surge has been largely reversed, leaving
trading ranges intact. Our currency conviction remains low:
valuations are not extreme, and interest rates are not diverging
hugely. That said, closing our regional preference for US stocks
does cancel a modest pro-dollar stance in portfolios.
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Notes

At the heart of Wealth Insights lies a wide set
of timely and insightful publications and podcasts.

For more information please visit our page
www.rothschildandco.com/insights

Important information

This document is produced by Rothschild & Co Bank AG, Zollikerstrasse 181, 8034 Zurich, for information and marketing purposes only. It does not
constitute a personal recommendation, an advice, an offer or an invitation to buy or sell securities or any other banking or investment product. Nothing
in this document constitutes legal, accounting or tax advice. Although the information and data herein are obtained from sources believed to be reliable,
no representation or warranty, expressed or implied, is or will be made and save in the case of fraud, no responsibility or liability is or will be accepted
by Rothschild & Co Bank AG as to or in relation to the fairness, accuracy or completeness of this document or the information forming the basis of this
document or for any reliance placed on this document by any person whatsoever.

In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or forecasts
contained in this document. Furthermore, all opinions and data used in this document are subject to change without prior notice. Law or other
regulation may restrict the distribution of this document in certain jurisdictions. Accordingly, recipients of this document should inform themselves
about and observe all applicable legal and regulatory requirements. Neither this document nor any copy thereof may be sent to or taken into the
United States or distributed in the United States or to a US person. Rothschild & Co Bank AG is authorised and regulated by the Swiss Financial Market
Supervisory Authority FINMA.



