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EDITORIAL

THE EUPHORIA HAS EBBED

As euphoric as the markets were at the

\
beginning of the year, this enthusiasm qui- ‘

ckly evaporated. Hopes of tax relief and dere-

gulation were dashed by the tariff barriers that US
President Trump began to erect — and capital mar-
ket gains turned into a bear market, i.e. a decline of
more than 20% from the last peak. The only positive
aspect of the realignment of the world: the eman-
cipation of Europe. Whether the project will suc-
ceed politically remains to be seen. At least the old
continent has caught up on the stock markets, and
the euro has also gained against the US dollar. In

this issue, we report in detail on the changes to our

)
< =

s,

investment strategy that we have made

in response to all these developments.

The values in the quarterly overview are based on
data as of March 31, 2025. Due to developments on
the international stock markets after this date, the

by -

Wilhelm Celeda
CEO

quarterly report also includes
an overview of the performance
of the current indices since the
beginning of the year, with a
cut-off date of April 8, 2025.
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SYNOPSIS

Stock Market News
Trump Trade gone bad

After Donald Trump's election, no one wanted to miss ckly became apparent that Trump would impose tariffs
out on the “Trump rally” on the stock markets. Hopes faster, higher and on more countries than initially assu-
were high that the new president would provide exten- med. This realization caused disillusionment and weig-
sive economic stimulus, deregulation and tax breaks to hed heavily on market sentiment - especially in the US.

boost growth in the US. But after his swearing-in, it qui-
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Past performance is not a reliable indicator of the future performance of financial instruments.
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The US market, for example, lost around -8.6
%* weighed down by rising tariffs and wea-
data.
are even talking about a possible recession.

ker economic Some commentators
The higher risk aversion was also clearly evi-
dent among small caps in the US. They recor-
ded a minus of -11.7%, as smaller companies
are more sensitive to economic downturns.
Europe, on the other hand, which had already
reached an economic low in the last few quar-
ters, benefited from lower valuations and hopes
of a future economic recovery. This was reflec-
ted in solid price gains: Europe ex UK rose by
+5.6 %, and the UK also posted a gain of +5.0
%. By contrast, Japan and the Pacific region ex
Japan suffered noticeable losses of —-4.8 % and

—-3.9 % respectively. The emerging markets held

up relatively well, with a decline of just -1.4 %.
2 and a 2017. However, the fear of higher inflati-
on was enough to unsettle bond investors. Euro
government bonds lost -1.31% in the quarter,
US government bonds fell by -1.34%, and Ger-
man government bonds even recorded a minus
of -1.98%.

In the case of corporate bonds, future economic
developments also play an important role. In Eu-
rope, hopes are pinned on an improvement in
the economic situation; as a result, demand for
EUR high-yield bonds increased and they achie-
ved a plus of +0.62 %. The situation in the USA
is quite different. There, the assumption is that
the economy will continue to deteriorate, which
pushed USD high-yield bonds down to —3.18 %.
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Overall, it is clear that the initial Trump eupho-
ria on the stock markets has noticeably subsi-
ded. Rising trade barriers, geopolitical uncer-
tainties and the associated economic risks have
triggered a significant correction. It remains to
be seen whether extensive fiscal programs in Eu-
rope and possible economic countermeasures in

the US will be able to sustainably lift sentiment.

We have shown the distortions on the stock mar-
kets since the end of March 2025 here.
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Past performance is not a reliable indicator of the future performance of financial instruments.
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KATHREIN INVESTMENT STRATEGY

Europe in focus

STOCK MARKETS

The most significant change in our equity allocation
is the overweight in European equities. We have in-
creased the proportion of European stocks by about
5 percentage points, while at the same time reducing
US and Japanese equities. This decision is based on
the expectation of stronger earnings growth in Euro-
pe, supported by increased defense spending, which

is excluded from the Maastricht deficit rules. This

Until recently, the relative P/E ratio of European equi-
ties was only 50% of that of US equities. Such diffe-
rences were last observed about 25 years ago. Now
the tables could turn. Analysts are forecasting stron-
ger earnings growth for Europe (source: Bloomberg,
13/03/2025). Even if earnings growth does not mate-
rialize as forecast by analysts, Europe's more favorable

valuation should offer room for growth.

spending should promote
growth over the next ten

years.

Communication Services

VALUATION DIFFEREN-
Consumer Discretionary

CES COULD CLOSE
Consumer Staples
US equities are valued Energy
much higher than their Financials
Health Care
European counterparts. )
Industrials

This record valuation gap, Information Technalogy
Materials

Real Estate

Utilities

Total

measured by relative pri-
ce-earnings ratios and
book value, was caused

by much stronger ear-

EBefore After
Port. Weight Port. Weight Welghting of the over';‘
Benchmark” Underweight
7.93 7.2 754 -042
9,41 2,54 10,92 -2,28
G50 5,41 817 0,23
308 345 4,02 -0,58
15,76 18,25 15,79 0,45
10,67 n1e 10,18 1,02
1,00 1,39 10,28 162
26,25 25,9 0,87
520 4,89 1,16
1,62 1,72 -0,33
242 253 -0,05
100,0 100,00 9,01

*Benchmark is the index MSCI ACWI, 50% of which hedged, Source: Kathrein Privatbank, 13. 3. 2025

nings growth in the US.

The MSCI All Country World Index (short: MSCI ACWI) is an international stock index that
tracks the performance of companies from 23 industrialized and 24 emerging market

countries.
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CHANGES IN OUR SECTOR ALLOCATION

Our sector allocation has also changed. We have in-
creased our weighting in the financial, healthcare
and industrial sectors. Particularly noteworthy within
the industrial sector is the defense and aerospace in-
dustry, which is benefiting from increased defense
spending. Energy companies have also been streng-
thened, while other sectors such as communicati-

ons and consumer discretionary have been reduced.

"MAG 7" LIGHT

Before the change in the portfolio, we held all se-
ven shares of the ‘Magnificent 7°, i.e. the most
highly valued US companies. After the optimiza-
tion, the weight of these stocks was reduced by
about one percentage point. We are now more

underweight in these stocks than before, as

BULL MARKET: IS IT OVER YET?

Historically, an average bull market lasts a little over
five years. The current bull market would have reached
this statistically significant point in the summer of
2025. So the second 10% correction since the Februa-
ry 2020 coronavirus lows has marked the end of the
bull market. Historical data shows that bull markets
have experienced two 10% corrections a total of se-
ven times since 1974. In two cases, we saw new highs
afterwards, but in three cases, the corrections turned
into a bear market. Now we are experiencing the fourth

case of a bear market, caused by Trump's tariff mania.

we believe the risk of underperformance is

higher than the chance of outperformance.

OUR TOP ALLOCATIONS
There were no significant changes to the top

10 positions, except that their weight was re-
duced. With the exception of Taiwan Semi-
conductor Manufacturing Company (TSMC),
all are American companies. The three largest
European companies, each with a weight of
around 0.5%, are Heidelberg Materials, 3i and
Munich Re.

kathrein
MSClI World
MName Mandatum
Index
100
Apple lnc. 2.859% 46T
Alphaket Inc. 1,47%% 262
Armazon.com, [ne. 1,87 2,72%
MDA Corporation 3,12% 4,190
fMeta Flatforms, ne. 1,4™M% 1.91%
Tesla, Inc. 0,45%
Microsoft Corporation 2,590%
Total 13,82%

Source: Kathrein Privatbank, 13. 3. 2025
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FIXED-INCOME STRATEGY

Akeychange was madetothe fixed-income strategy
to take advantage of a steeper yield curve and avoid
falling money market rates. Yields on 10-year Ger-
man government bonds rose faster than 3-month
money market rates, which fell. (Source: Bloom-
berg, 13/03/2025). Although the shift is currently
only reflected in a slightly longer average maturity,
we remain cautious about the interest rate level of
10-year German bonds. We now have tactical flexi-
bility to lock in higher long-term euro government
bond yields as and when they are attractive enough.
Currently, we are hedged against falling bond
prices/rising yields, but this can change quickly and

dramatically should bond market dynamics turn.

Exposure to US Treasuries, both nominal and infla-
tion-protected, remains significant. The driver be-
hind this high allocation is the historical yield premi-
um of US Treasuries over German Bunds. Given the
recent developments in terms of deficit spending to
finance defense and infrastructure in Germany and
the EU, combined with a weakening US economy,
especially in Q1 2025, the risk-return ratio for US
government bonds is favorable compared to EUR
government bonds. Most of the exposure is hedged
against the EUR, as the US dollar is vulnerable in
this changed environment.

YIELDS OF OUR BOND PORTFOLIO BEFORE AND AFTER THE LAST OPTIMIZATION
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MARKET OUTLOOK

Fears of recession in the USA and
a weak economy in Europe

Trump's erratic trade policy is a burden for companies
and consumers alike. The promised deregulation and
tax cuts in the US are a silver lining on the horizon, but
the ever-escalating trade war is stifling many invest-
ment plans in the bud. The US Federal Reserve is kee-
ping its key interest rate on hold for the time being
and slowing the pace of balance sheet reduction, but
Fed models suggest that more extensive tariffs could
slow US economic growth by up to 4% within two to
three years and fuel inflation by 2.5%. Interest rate
cuts in 2025 are therefore not out of the question.
In Europe, the economy has been weak for quite some
time. In addition to the war in Ukraine, political impas-
ses in Berlin and Paris and the ongoing crisis in indus-
try are creating headwinds. The ECB is fighting against
the downturn by lowering interest rates (most recent-
ly by 25 basis points to 2.50%) and could take further
steps. Germany is trying to counteract this with a large
infrastructure package that has the potential to cus-
hion at least some of the negative developments. Ne-
vertheless, geopolitical uncertainties and US tariffs are
having a negative impact on sentiment in Europe's eco-

nomy - there is little sign of any lasting impetus so far.
A BAD IDEA, BADLY EXECUTED

The idea of boosting the national treasury and pushing
domestic companies with high tariffs sounds tempting
at first. But as soon as counter-tariffs come into play, im-
portant export industries get into trouble. In the country,
however, the prices of raw materials and consumer goods
rise - and the consumer foots the bill. What the govern-

ment collects in customs duties quickly disappears into

spending on rescue packages and subsidies. The bottom
line is a scenario that threatens to harm growth and the
national budget in equal measure. The back and forth in
Trump'sannouncementsregarding hisplansdoestherest.
The outlook remains uncomfortable - especially for
the US. Unless Donald Trump completely overhauls
his trade policy at the last minute, markets and consu-
mers will have to brace themselves for further escala-
tions and higher inflation. There may be small deals or
surprising U-turns from time to time, but so far there
is little to suggest this. Protectionism could thus pro-
ve to be an expensive own goal - with costs signifi-
cantly higher than the hoped-for short-term benefits.

UNCERTAINTIES PREVAIL

We are keeping a close eye on developments. Trump's
tariff policy has deeply unsettled the markets, and it
remains to be seen whether the trade barriers will re-
main in place permanently. Our adjustments in sec-
tor allocation are designed to be less affected by
these developments. The overweight in Europe is
also proving advantageous. However, the negati-
ve effects of US tariff policy will be felt in all markets.
With a flexible and cautious bond strategy, we are well
positioned to achieve attractive returns even in the face
of possible interest rate changes. Overall, we are confi-
dent that our balanced and diversified investment stra-
tegy will minimize risks and exploit opportunities even in
these uncertain times.
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DISCLAIMER

This document is a marketing communication from
Kathrein Privatbank Aktiengesellschaft (hereinafter
“Kathrein®) within the meaning of the Securities Su-
pervisionAct2018andisforinformationpurposesonly.
Although we believe that the sources used for this
document from third-party providers are reliable, we
cannot assume any liability for the completeness,
correctness and timeliness of the information provi-
ded here. The document reflects the state of affairs
atthe time of its preparation and we reserve the right
to change the content of this document. The content
of this document is not legally binding and does not
constitute arecommendation foraction oran offerto

buy or sell securities or other financial instruments.
Risk and performance notice

It should be noted that investments in financial ins-
truments involve risks as well as opportunities, so
that value and income can rise but also fall. Past per-
formance is not a reliable indicator of future invest-
ment performance.
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