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Uncertainty May Provide Opportunity
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AUTHOR What'’s happened? Downside macro risks are rising

The aggressive imposition of tariffs by the United States has ratcheted up already rising geopolitical
concerns. The consequence has been a dramatic shift not only in growth and inflation expectations but also
of fiscal policies and, potentially, eroding trust in US assets, leading to a retreat of foreign capital, as evidenced
by the large downward move in the US dollar.

Inflation impacts may well prove to be transitory; the impact on global growth may be of the greatest
concern. Sentiment indicators are decidedly negative, and near-term data may continue to be influenced by
businesses and consumers seeking to get ahead of the tariffs.

Ross Cartwright Consumers are likely to be impacted in several ways, and this could lead to a change in their behavior.
Lead Strategist L . . . . . . .
Strategy and Insights Group Factors bringing about this change could include poor sentiment possibly leading to higher savings and lower

consumption and fear of job losses due to reduced global trade and slowing corporate profits. There is also the
potential backlash against brands in the face of growing anger over the US administration’s approach. There is
already evidence of fewer foreign tourists visiting the US.

While the data show no significant signs of economic weakness just yet, the next few months will

be crucial. In addition to tariffs, the US is tightening its fiscal policy as the administration aims to reduce the
deficit. Cutting government spending is positive for the financial health of the US in the long term but will have
negative short-term consequences for the economy.

Exhibit 1: US can no longer rely on fiscal spending to drive growth
M LHS S&P 500 YoY %  m RHS Fiscal Impulse (1 yr change in US Budget Balance as % of GDP)
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Source: Bloomberg. Quarterly data from 31 December 1989 to 31 March 2025.
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Why is it important? Expect greater market volatility

Transitions create friction, and in this environment we expect volatility to remain elevated. Equity markets

may react more to announcements than data in the near term as analysts attempt to recalibrate their expectations

of corporate earnings in a constantly changing macro and policy environment. As a major importer, the US is
facing supply disruptions far more complex and difficult to address than a fall in domestic demand.

We feel we know the cause and the cure. Normally, volatility is driven by market events and policymakers
come together to fix the issues. While there may be uncertainty as to whether the policies will work as desired,
they are typically pulling in the same direction. In this case, it is the policies and the lack of transparency as

to the goals that are driving the volatility. This could be corrected, but we don’t know whether or when, and
unsurprisingly, traditional relationships are breaking down, such as the US dollar and Treasury weakness in a risk-
off environment.

Exhibit 2: Equity market volatility significantly elevated
m VX
CBOE Volatility Index
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Source: Bloomberg Daily Data 17 April 2005 through 17 April 2025.

Corporate earnings face a headwind as economic growth looks set to slow due to tariffs and trade
restrictions. We have yet to see where the tariffs land, what comes of reciprocal negotiations and how other
countries retaliate; all of this creates an uncertain environment in which companies must make long-term capex
decisions. Commitments may or may not turn into investments until there is policy clarity, and it will take years to
deliver on and see the return from projects. Additionally, this should drive higher working capital requirements,
which negatively impact margins.
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Exhibit 3: Sharp drop in US business confidence and capital spending

B CEO Confidence Index M Average
US Empire State Manufacturing Survey 6M

CEO Confidence Index Ahead Capital Expenditures
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Source: FactSet Market Aggregates. Monthly data as of 31 March 2005 to 31 March 2025. Forward = next-twelve-months estimates.
US = S&P 500. Non-US Equity = MSCI ACWI ex USA. LHS - Forward P/E Discount = MSCI ACWI ex USA Forward P/E divided by
S&P 500 Forward P/E minus.

How does it impact investors? Know what you own

Starting points matter, so it’s worth looking beyond the US. US equities have been trading at historically
elevated valuations while global multiples remain in line with or at a discount to their longer-term averages.
As the US embarks on fiscal tightening at the same time as fiscal expansion in Europe and China, it merits
considering non-US equity allocations to diversify portfolios and seeking a greater margin of safety.

Exhibit 4: Non-US equity valuations are at a steep discount to US
M Relative Forward P/E Discount ~ ® Average M +/-1std. dev.  m -2std. dev.
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Source: FactSet Market Aggregates. Monthly data as of 31 March 2005 to 31 March 2025. Forward = next-twelve-months estimates.
US = S&P 500. Non-US Equity = MSCI ACWI ex USA. LHS - Forward P/E Discount = MSCI ACWI ex USA Forward P/E divided by
S&P 500 Forward P/E minus.

In this environment, investors need to seek out resilient companies that can navigate uncertainty.
Valuations, the driver of cash flows and risks to cash flows, take on increased importance. All of this leads to
increased dispersion across sectors and regions, which should be beneficial for active managers as they seek to
find winners and avoid losers. Broad indices may be overexposed to companies and regions more at risk.
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Total Return

Exhibit 5: Valuation not value — cheapness is not necessarily helping

Post 'Liberation Day' Performance of S&P 500 Forward P/E Quintiles
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Source: FactSet Portfolio Analysis. Daily data from 2 April 2025 to 21 April 2025. Stocks are ranked high to low based on their
forward P/E daily and quintiles are constructed using an equal-weight methodology. Forward = next twelve-months.
Cheap = Quintile 5. Expensive = Quintile 1.

Be selective. \We continue to prefer non-US over the US due to relative valuations and differences in policy.
We believe the current backdrop is supportive of alpha over beta. While some sectors, regions or factors face
stronger headwinds, companies, even those doing similar things, could be impacted differently based on their
manufacturing base, supply chains and location. Those that provide critical non-substitutable products and
have pricing power are well positioned.

Past winners may not be future winners. Fortunes may change as the level of disruption to global trading and
financial systems drives structural shifts. We continue to believe a defensive posture is appropriate and see the
following as providing attractive opportunities; however, selectivity remains key:

= Within non-US, Europe and Japan > Emerging Markets

= Value > Growth

= Large caps > Small caps

= [ ow beta > High beta
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Market selloffs provide
opportunities for patient
investors with the ability
to tune out the noise and
focus on what matters
fora company to survive
and potentially thrive
from not only the current

These are not normal
times; with downside
risks to growth and
earnings, investors
should be focused on
resilient compounders
with high-quality assets

at reasonable valuations.

The impact of tariffs will
be company-specific
and depend on how
supply chains are
structured. In these
times, it’s crucial to
know what you own.

turmoil but its ability to
adapt to the structural
changes this brings.
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company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER.; Note to Europe (ex UK and Switzerland) readers: Issued in Europe

by MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide
products and investment services to institutional investors and is registered office is at S.a rl. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance
or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”).

MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue,
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.;
Japan - MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period

and market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose
the principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before
making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth
individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained

in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a
financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international
UK. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the
public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other
things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents

or materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer (MIL UK) have
been sent electronically from offshore. South Africa - This document, and the information contained is not intended and does not constitute, a public offer of securities in South Africa
and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the Financial Sector
Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.

FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY MFSE_FLY_3570857_5_25

61730.1



