Market Wrap

US/China Tariff War pause lifts markets.

Global Share prices continued to rebound from their
April lows as the US paused the reciprocal tariffs for
Europe and China for 90 days. Global investors have
taken comfort that tariff deals are negotiable and that
the final tariff levels will only result in a US economic
soft landing instead of a recession. The equity rally was
broad, with growth stocks that had been sold off during
the early April declines rebounding the most strongly.
Hedged shares performed a little better for Australian
investors as the $US weakened.

Australian shares rallied strongly despite our market's
smaller exposure to Technology companies. The RBA
interest rate cut helped Telecom, Financials, and Real
Estate sectors of the market.

Australian small caps had been hurt by investor
uncertainty in March and April. Good valuations and
the RBA rate cut helped them outperform in May.
Fixed income was mixed. Australian Fixed interest
benefited from the RBA's rate cut. Global Fixed Interest
declined in May as US longer term bonds yields rose
partly because expected tariffs related inflation but also
because the extension of Trump tax cuts may increase
the difficulty in reducing US government debt.

The Australian dollar benefited from broader US
dollar weakness in May. Investors are favouring the
European currency as the region boosts its spending
on defense and the Japanese Yen as a safe haven.

US/China tariffs back to March levels.
Australia, UK, and China cut interest rates.

Globally

President Trump agreed to a temporary tariff truce of
90 days with both China and Europe in May. The 145%
tariff rate applied to Chinese goods was lowered back
to pre-US “Liberation Day” levels of 30%.

The de-escalation in the tariff war with China has been
viewed positively by investors, and now consensus
forecasts that the US will experience a slowdown
instead of a recession in the second half of 2025.
China reduced its key lending rates by 0.1% to further
support its ailing economy. Annual inflation has been
negative for 3 consecutive months and new home
prices have experienced 22 consecutive months of
rolling annual declines.

The UK also reduced its interest rates by 0.25%.

Locally

As expected, the Reserve Bank of Australia (RBA) cut
its cash rate by 0.25% to 3.85% at its May meeting.
The RBA noted inflation risks are now more balanced,
although global trade increases economic uncertainty
Headline inflation (2.4%) and trimmed mean inflation
(2.8%), which excludes the impact of the energy
rebate, were both modest in April and remain within the
RBA's target range.

Employment remained resilient while retail sales
eased, coming in slightly below expectations.

Major asset class performance

1 month 1 year 5 years
Asset classes % v (p.a) %
Australian Shares 4.2% 13.4% 12.1%
Australian small companies 5.8% 9.8% 6.8%
Global shares (hedged) 6.0% 11.8% 13.2%
Global shares (unhedged) 5.3% 17.6% 14.9%
Global small companies 5.2% 10.8% 11.2%
(unhedged)
Global emerging markets 3.7% 16.8% 7.7%
(unhedged)
Global listed property (hedged) 2.5% 8.7% 4.8%
Cash 0.3% 4.4% 2.3%
Australian fixed income 0.2% 6.8% -0.2%
International fixed income -0.4% 5.3% -0.7%

Source: FactSet, Lonsec & Insignia Financial, 31 May 2025.

Indices used: Australian Shares: S&P/ASX 200 Accumulation Index, Australian small
companies: S&P/ASX Small Ordinaries Accumulation Index, Global shares (hedged):
MSCI World ex Australia Net Total Return (in AUD), Global shares (unhedged): MSCI
World ex Australia Hedged AUD Net Total Return Index; Global small companies
(unhedged): MSCI World Small Cap Net Total Return USD Index (in AUD); Global
emerging markets (unhedged): MSCI Emerging Markets EM Net Total Return AUD
Index; Global listed property (hedged): FTSE EPRA/NAREIT Developed Index
Hedged in AUD Net Total Return; Cash: Bloomberg AusBond Bank Bill Index;
Australian fixed income: Bloomberg AusBond Composite 0+ Yr Index; International
fixed income: Bloomberg Barclays Global Aggregate Total Return Index Value
Hedged AUD

Please note: Past performance is not indicative of future performance.

Currency markets

At close 1 month 1 year
Exchange rates Change Change
on 31/05
% %
AUD/USD 0.643 2.4% -1.2%
AUD/Euro 0.567 -2.2% -6.9%
AUD/Yen 92.67 -2.2% -10.3%

Source: FactSet & Insignia Financial, 31 May 2025.

Please note: Past performance is not indicative of future performance.
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