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1. EDITORIAL

THE WORST IS NEVER CERTAIN...

Was it for being constantly accused to chick-
en out? President Donald Trump had finally
chosen to strike 3 Iranian military targets
well before the end of the 2-week period he
had given himself. The TACO trade (Trump
always chickens out)”, the term investors
coined to refer to the US President’s fre-
quent backpedaling on various issues, may

well have led to a major geopolitical act.

And yet, since the sudden acceleration of conflicts in
the Middle East, the markets have seemed surpris-
ingly resilient. It is true that oil gained 15% when
Israel struck Iran, but equity indices reacted very
little, while the volatility index remained cautious-
ly around the 20 level: this is not complete sereni-
ty, but it is a far cry from the stress levels reached

beginning of April...

This curious divergence can be interpreted in sev-

eral ways:

- Market participants expect a quick resolve to
the crisis,

- They see the situation getting bogged down,
with little impact on the Western economies,

- It may also be that the markets are simply
over-optimistic and are not assessing the situ-

ation and ‘pricing’ it accurately.

The Polymarket betting odds provide the begin-
ning of an answer. If on 23 June market partici-
pants gave a 50% probability of a blockade of the
Strait of Hormuz, we could reasonably expect that
the scenario of a rapid end to the crisis was then

not necessarily the central hypothesis.

G1: PROBABILITY OF IRAN BLOCKING THE STRAIT OF HORMUZ IN 2025
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The reason for the relative indifference of equity
markets to the situation in the Middle East seems
to lie more in a statistical observation: market par-
ticipants know that the effects of geopolitical crises

tend to be short-lived.

Let’s confirm this observation with some hard data:
Considering the 16 main armed conflicts that took
place since 1950, equity indices were on average
0.5% above their initial level (at the start of the cri-
sis) 3 months later, and up 3.8% 6 months later®.
In short, the effects of conflict on the markets may
be significant in the short run, but they fade very
quickly. Of course, it only works “on average”: dur-
ing the Yom Kippur war, the decline was prolonged
(6 months after October 1973, the markets had lost
15%) and 3 months after the Kuwait invasion, the
markets had also lost 15%...

What past crisis is the current situation similar to?
We won’t venture to give an answer, as the exer-
cise seems out of reach, and Donald Trump’s inces-
sant U-turns (at the time of writing, he congratu-
lated himself with the Israel/Iran ceasefire) add to
the difficulty of the exercise. The most we can do
1s point out that the United States are now export-
ing crude oil, and that scenarios in which the price
of a barrel of oil “goes through the roof” cannot be
ruled out, but are much less likely and less impact-
tul. On that note, it is worth reminding our read-
ers that the price of o1l quadrupled in the 6 months
following the Yom Kippur War.

To get to the point, the allocations have not
changed drastically since the start of the
conflict. With respect to that, the position-
ing adopted reflects the statistical evidence
and the popular expression that in the mar-

kets the worst is never certain.

G2: UNITED STATES - TOTAL CRUDE OIL EXPORTS, X1000 BARRELS / DAY
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2. FIXED INCOME

AN ECB MORE DOVISH THAN THE FED

The ECB cuts rates, then pauses

Unsurprisingly, the ECB cut rates for the fourth
time this year, but suggested that a pause might
now be appropriate. Inflation is back below 2%
(1.9%) and growth forecasts remain muted (0.9%).
Against this uncertain backdrop, not least because
of tariffs, the ECB is logically choosing to wait and
see, while remaining ready to act if necessary. The
ECB has been successful in loosening its monetary
policy, quite a sharp contrast with the Fed, which
remained overly cautious. The interest rate differ-
entials between the two zones indicate that market
participants are not anticipating an imminent reces-
sion in the United States. However, the ECB could
soon reverse its course and resume its accommoda-
tive policy, as already done by the Swedish Riks-
bank and the Swiss National Bank.

Disappointing FOMC
and Powell's cautious tone

Despite slightly weaker than expected inflation fig-
ures (Core CPI and PPI) and contrary to our ex-
pectations of a dovish speech, Jerome Powell adopt-
ed a neutral to slightly hawkish tone, stressing the
economic uncertainty for 2025-2026 and the po-
tential effects of tariffs on inflation. Donald Trump
has strongly criticized the Fed’s inaction, accusing
Powell of costing the US economy dearly by not cut-
ting rates, unlike the ECB. A return to quantitative
casing (QE) looks increasingly likely in the medium
term. It would be ironic if Kevin Warsh, a staunch

opponent of QE, were to replace Powell in 2026.
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Against this uncertain backdrop, the Israel-Iran
conflict has added to the stress, as energy prices
could soar and a possible blockade of the Strait of
Hormuz could have unfortunate consequences for
global economic activity. However, one piece of
good news for fixed income markets went virtu-
ally unnoticed: the successful auction of a 30-year
bond by the US Treasury. Strong demand and a
lower-than-expected yield (4.844%) indicate that
investors still have an appetite for long bonds. The
bond market could have panicked in the event of a

disastrous auction.

Cautious fixed income strategy

Given these many uncertainties, we continue to
tavour short-dated bonds (2-5 years), while wait-
ing for a clearer picture of the trend in long-term
rates, which are heavily influenced by inflation and
trade policies. A rise in 10-year yields above 4.6%
could be an opportunity to lengthen the duration
of our bond portfolios. For our USD portfolios, we
are seizing the opportunity to invest in euro-de-
nominated debt hedged back into dollars. Indeed,
3-5 year bonds in euros, hedged against currency
risk, offer an extra yield (50 to 70 basis points) com-
pared with their dollar equivalents, while provid-
ing welcome diversification at a time when some
investors are beginning to question the solidity of
US Treasury bonds.



3. EQUITIES

CLIMBING A WALL OF WORRY

This Anglo-Saxon expression that stresses
the ability of equity markets to advance de-
spite an accumulation of bad news has rare-
ly seemed so adequate. Global equity mar-
kets ended the month up by nearly 4%, in

stark contrast to the news over the period.

Just as the equity markets were recovering from
the shock of the Liberation Day, the announce-
ment mid-June of Israeli strikes on targets linked
to Iran’s nuclear program rekindled fears of an es-
calation of the Israeli-Palestinian crisis into a re-

gional conflict. The alert was serious enough to see

G3: S&P500 EPS GROWTH EXPECTED IN 2025

oil (benchmark BREN'T) soar by more than 22%
over the first 3 weeks of June. Over the same peri-
od, equity markets proved very resilient, with the
S&P500 flat and the STOXX600 slightly down
(-2%). Far from the extremes reached on Libera-
tion Day, the VIX, the fear gauge, rose slightly but
remained within the 20% range. Donald Trump’s
strikes against Iran’s nuclear sites and the United
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It has to be said that the Iranian response was seen
as symbolic, with attacks widely telegraphed and
while the threat of a blockade of the Strait of Hor-
muz through which almost 20% of the world’s crude
oil production transits daily is receding, the risk pre-
mium on oil seems no longer justified, and Brent,
which had briefly flirted with $80 a barrel, col-
lapsed and ended the month at just under $68 a bar-
rel, well below its level at the start of the year. This
decrease in risk premium resulted in the US mar-
ket exceeding its all-time high, buoyed once again
by the technology, communications services sector
and, to some extent, energy stocks, which, although
under pressure at the end of the month, held on to

some of their gains.

Although waving some of the geopolitical uncer-
tainties may partly justify this sharp rebound, the
move nevertheless raises questions. The trade war
is far from resolved, and investors could be quickly
reminded of this when the trade truce ends. Busi-
ness leaders in such kind of environment are holding
back on capital spending, a situation not complete-
ly unconnected with the drastic downward revision
of earnings growth expectations for the S&P500.
The latter, cut by almost half, is now expected to
rise by just under 7.0% in 2025. The phenomenon
has not spared Europe either, where EPS growth
in 2025 is expected to be close to zero, against a
backdrop of uncertainty created by the trade war

and the ripple effects of rising EUR.
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While investors can only be glad that the sit-
uation in the Middle East has not escalated
into a regional conflict, and that trade ten-
sions probably peaked at the beginning of
April, equity markets have not stayed put
and enjoyed a significant rally. Tight val-
uation levels, particularly in North Amer-
ica, the slowdown in earnings growth and
the continuing backdrop of a deteriorating
geopolitical environment argue in favour of
maintaining a convincing but selective ap-

proach to equities.



5. PERFORMANCE

EQUITIES | 27.06.25 {CURRENT! 1M | 3M | 6M | YTD | 2024 | 2023 | 2022 | 2021 | 2020

DOW JONES 43819 | 37% | 4,3% | 2.9% | 3,0% | 12,9% | 16,2% | -6,9% | 20,9% | 9,7%

6173 | 44% | 10,0% | 45% | 5,0% | 23,3% | 26,3% & -18,1% | 28,7% & 18,4%

Us 7338 1 27% | 45% | 3,5% | 3,3% | 10,9% | 13,8% | -11,5% | 29.6% & 12,8%

22534 | 56% | 16,9% | 6,3% | 7.2% | 24,9% | 551% @ -32,4% | 27,5% & 48,9%

2173 | 51% | 8,0% | -2,5% © -2,6% | 10,0% | 16,9% | -20,5% | 14,8% & 19,9%

544 -0,9% f 1L,8% | 77% | 71% | 6,0% | 16,6% | -9,9% : 258% | -1,4%

8799 1 03% | 25% | 8,3% | 7,7% 57% © 77% | 4,6% | 184% | -11,4%

EUROPE 2,2% | 201% i -6,% © 31,9% @ -50%

7692 | -08% | -1,3% | 52%  4,2%

24033 1 0,1% | 84% © 207% : 20,7% | 18,8% | 20,3% | -12,3% | 158% | 3,5%

16607 © -14%  -L1% © 7,3% © 7,3% © 62% : 61% : -165% @ 23.4% @ 38%

2841 L4% . 6,8%  2,0%  2,0% © 177% © 28,3% : -2,5%  12,8% | 7.4%

4,3% | 5,0% 17,7% | -10,5% | -12,6% i -11,8% | -0,2%

CSI300 2,1% 0,9% 14,7% | -9,1% | -19,8% | -3,5% | 29,9%

FX &
COMMODITIES |

27.06.25

EUR-USD 1,172 12,6% | 13,2% | -6,2% 31% | -5,9% : -6,9% | 8,9%

0,936 | 03% i 2,0% | -05% | -04% : 12%  -61% : -4,6% : -4,0%  -0,4%

CURRENCIES 0,799 | -2,8% | -9,6% | -11,6% | -11,9% | 7.8% | -9,0% | 1,3% | 3,0% @ -8,4%

44,7 © 04% | -3.5% © -7,8% | -8,0% i 11,5%  10,5% | 13,9% | 11,5%  -4,9%

9740 | -1,9% | -6,5% | -9.9% | -10,2% | 7,0% i -2,1% i 8,2% | 7,0% | -7,3%

3274,33 | -0,5% | 4,8% | 25,6% | 24,8% | 27,2% | 131% | -0,3% | -4,2% | 25,0%

35,99 | 9,1% | 56% | 24,3% | 24,5% | 21,5% | -07% | 2,8% @ -13,6% | 48,7%

65,52 | 7,8% | -8,3% | -17% | -8,6% | 0,1% | -10,7% | 6,7% | 59,1% | -21,5%

Natural Gas 3,74  : 85% : -9,2% : -50% : 2,9% 44,5% | -43,8% : 20,0% : 46,9% @ 16,0%

Copper 10118,67 | 6,0% | 4.8% : 151% & 16,9% 2,2% 0,9% i -14,1% | 25,7% : 26,0%

FIXED INCOME | 27.06.25 | CURRENT |

US 10 year gvt ©o428 1 (012 | 007 | (0,26) | (0,29) | 69bps | Obps : 237bps | 60bps | -100bps

259 © 009 | (015 i 023 | 0,23 | 34bps  -54bps | 275bps | 39bps | -38bps |

5954 i 0,8% @ 14%  2,6% | 2,6% 34% | T,1%  -11,2% © -1,4% | 5,6%

US Treasuries | 2369,3 © 0,9%  05% | 34% | 3,5% | 0,6% | 4,1% @ -125% @ -23% | 80%

US TIPS C3634 L 07% | 02% | 44%  44% L8% | 3,9%  -11,9% | 6,0%  11,0%

USIG Corporates = 34105 . 14% | 13% & 3,5% & 3,7%

21% | 8,5% | -158% | -1,0% | 9,9%

BONDS US High Yield C 27986 | L6% © 33% - 4,3% | 4,3% | 8,2% | 134% | -11,2% | 53% | 7,1%

Euro Government 244,40 -0,3% | 1L7% i 0,5% | 0,5% 2,0% i 7,1% i -18,2% | -3.4% | 47%

EuroIG Corporates | 262,3 | 02% | L7% @ L7% : 17% @ 47% | 82% & -13,6% | -1,0% | 2,8%

EuroHigh Yield | 4899 © 02% & 17% @ 2,3% @ 2,3% 90% | 12,8% | -1L1% | 42% @ 1,8%

EMUSD Aggregate 13064 | 1,6%  2,3% @ 4,6% | 47%  66% | 91% | -153% | -17% | 6,5%

Source: Bloomber, 27/06/25
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Legal information

This document intends to provide information and opinions on dif-
ferent matters. It is intended only for this purpose. This document
does not constitute an advice, an offer nor a solicitation by Banque
Eric Sturdza S.A. or on behalf of Banque Eric Strudza S.A. to buy
or sell any financial instrument or to subscribe to any financial in-
strument. This document does not contain any recommendation per-
sonal or generic and does not take into account the investment ob-
jectives, financial situation or needs, or knowledge and experience
of any persons. This document does not contain any offer or any
solicitation to purchase or subscribe to any financial services or to
participate in any financial strategy in any jurisdiction. It does not
constitute an advertisement or an investment recommendation or a
research or strategy recommendation. Moreover, it is provided for
informational and illustrative purposes only and does not contain fi-
nancial analysis. This document mentions and presents benchmarks
which may only be used for comparison. The information provided
must not be relied on and must not be the only source to make a de-
cision about financial investments. It is also not a legal or tax advice,
or any recommendation about any kind of financial services and is
not intended to constitute any kind of basis on which to make a de-
cision on a financial investment. Banque Eric Sturdza SA is not re-
sponsible and may not be held responsible for any loss arising from
decision taken on the basis of the information provided in this doc-
ument or for any liabilities arising from such decision. Although all
due diligence has been performed to ensure that this information is
accurate at the time of its publication, no guarantee is given regard-
ing its accuracy, exhaustiveness or reliability. The information pro-
vided may change, even immediately after publication and there is
no obligation to provide an up to date information at any time. Fur-
thermore, the information provided in this document do not intend
to provide all the legal and necessary information on financial in-
struments or on issuers. Other publications from Banque Eric Stur-
dza SA may in the past or in the future reach different conclusions
from the information contained in this document. Furthermore, the
present document and the information provided do not in any way
engage the responsibility of Banque Eric Sturdza S.A., its affiliated

companies, or its employees.
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Information on risks

Investments are subject to a variety of risks. Before taking any deci-
sion of investment or entering in any transaction, any investor should
request detailed information on the risks associated with the decision
of investment and with the financial investment. Some type of prod-
ucts are in general bearing higher risks than others but general rules
cannot be relied on. It is remembered that past performance is not
a reliable indication of future results and that historical returns and
past performance as well as financial market scenarios are not relia-
ble indicator of future performance, significant losses remaining al-
ways possible. The value of any investment depends also on the fact
that the base currency of the portfolio is different from the currency
of the investment subject to the foreign exchange rates. The exchange
rates may fluctuate and adversely affect the value of the investment

when it is realized and converted in the base currency of the portfolio.

Distribution information

This document is not directed towards specified jurisdictions or to-
ward specific person or entity resident in a specific jurisdiction and
doesn’t constitute any act of distribution, in jurisdiction where such
publication or such distribution is contrary to the applicable law or
regulation or would be contrary to any mandatory license require-
ment. This document is provided for the sole use of'its recipient and

must not be transferred to a third person or reproduced.

Contributors
Edouard Bouhyer CAIA, CIO
Marc Craquelin, Senior Advisor

Eric Vanraes, CIO ESAM

Pascal Perrone, Gérant senior obligataire

Sent to press

on 30/06/2025
Contact

Banque Eric Sturdza SA
Edouard Bouhyer
invest@hanque-es.ch

www.banque-es.ch



