


In December, the post-election uplift in US
stock markets came to a juddering halt as,
alongside another 0.25% interest rate cut,
the Federal Reserve sounded a note of
caution on its outlook for 2025. However,
the Dow Jones Global Technology Index
posted gains, as investors continued to
back the Al story that was the main driver
of markets over 2024.

Bond yields across the developed world
jumped on the back of the Federal
Reserve’s comments, hitting interest rate
sensitive sectors.

In the UK: “A post-Budget slump

The UK's economic landscape in in business optimism persisted in
December was marked by a slowdown in December, with output growth
business activity, with service sector firms expectations for the year ahead
reducing staff at the highest rate in nearly unchanged from November's 23-
four years. The S&P Composite Purchasing month low”

Managers' Index (PMI) edged down to 50.4 Tim Moore, S&P Global Market
from 50.5 in November. This deceleration is

largely attributed to the government's
recent budget, which introduced significant
business tax hikes to fund public spending.

Intelligence

In the face of these challenges, there was a slight uptick in business leaders' confidence
towards the end of the month. The Institute of Directors reported an increase in its economic
optimism index, rising from -65 to -61 in December. However, concerns persist regarding
rising costs and the impact of upcoming fiscal policies on growth ambitions.

Inflation remained a key focus in the Eurozone, with Germany reporting a 2.9% annual rate in
December, up from 2.4% in November and exceeding the forecast of 2.6%. This rise was
driven by higher food prices and a slower decline in energy costs. Analysts warn that inflation
could stay elevated due to additional factors like increased CO2 emission charges. The
European Central Bank faces the challenge of guiding inflation back to its 2% target, while
maintaining that current pressures are manageable, with a gradual return expected by 2025.

In China, the government promised to lower interest rates and make vigorous efforts to boost
consumption, but weak retail sales figures for November illustrated the challenge involved
with achieving this. The Australian government warned of the impact of weak Chinese
demand on its tax revenues.

This report has been prepared by Marten & Co and is for information purposes only. It is not intended to encourage the reader to deal in any of the
securities mentioned in this report. Please read the important information at the back of this note. QuotedData is a trading name of Marten & Co
Limited which is authorised and regulated by the Financial Conduct Authority. Marten & Co is not permitted to provide investment advice to individual
investors categorised as Retail Clients under the rules of the Financial Conduct Authority.
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At a glance

Exchange rate

31 December 2024

Economic and political roundup

Change on month %

Pound to US dollars GBP /USD 1.2516 (1.7)
Pound to euros GBP / EUR 1.2085 0.4
US dollars to Japanese yen UsD / JPY 157.20 5.0
US dollars to Swiss francs USD / CHF 0.9074 3.0
US dollars to Chinese renminbi USD / CNY 7.2993 0.7

Source: Bloomberg, QuotedData

MSCI Indices (rebased to 100)

In a turnaround from the usual story,
emerging markets and PAN-Asian
indices led the way in December. The
upset of the Federal Reserve's
comments pulled back US markets, but
it was the UK that took the wooden
spoon. Over the year, Europe was the
worst-performing region and, as the
chart clearly shows, the US left other
markets trailing in its wake.

The jump in government bond vyields
that we referred to previously is shown
in the table below. Gold was flat.
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Source: Bloomberg, QuotedData. Converted to pounds to give returns for a UK-based investor.

Indicator 31 December 2024 Change on month %
Oil (Brent — US$ per barrel) 74.64 2.3
Gold (US$ per Troy ounce) 2624.50 (0.7)
US Treasuries 10-year yield 457 9.6
UK Gilts 10-year yield 457 7.7
German government bonds (Bunds) 10-year yield 2.36 13.3

Source: Bloomberg, QuotedData

Monthly | January 2025
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Global

Global Global smaller companies Global equity income

Flexible investment

Dan Higgins, manager, Majedie Investments, 20 December 2024

With inflation seemingly under control, the Federal Reserve is mindful of a softening
labour market and has implied that further cuts will follow if the unemployment rate
rises to 4.5%. This, in turn, could pave the way for lower policy rates in Europe and
the U.K. With the notable exception of Japan, the world's major central banks have
commenced an easing cycle.

It is received wisdom that, when central banks loosen simultaneously, the
implications for risk assets are bullish. However, the current environment for
investors is more nuanced than in previous cycles because (a) U.S. markets have
already risen in anticipation of monetary easing, and (b) the rally has been
concentrated in a small number of mega-cap tech companies. As long-duration
investments, growth stocks are not usually considered the greatest beneficiaries of
lower policy rates and steeper yield curves.

Allocators also need to evaluate the implications of a Trump presidency on their
portfolios. Although we do not have exposure to any of the obvious Trump trades
(such as bitcoin, shale stocks or Tesla), we see a considerable upside and a margin
of safety in our underlying portfolio investments. As interest rates fall, we expect
some of the trillions of dollars that have been earning attractive income from short-
dated government bonds and money-market funds to flow back into riskier assets.
Given the divergence in valuations while this capital has been on the sidelines, it
would not surprise us to see it come into smaller-cap stocks, value plays and
international equities.

Our central case for the year ahead is that GDP in the developed world will grow,
albeit at a modest pace. The fixed-income bond market warrants careful monitoring,
as rising yields on long-dated Treasuries could present the greatest threat to equity
markets.

In late September, Chinese stocks surged when Beijing sent an unmistakable
message it would prioritise economic and social stability over ideology. These
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announcements should be taken seriously. With some RMB 120 ftrillion (US$ 17
trillion) locked in household savings, a recovery in consumer confidence is essential
if China's economic fortunes are to turn. Hence, the PBOC released RMB 1 trillion
(US$ 140 billion) of liquidity by cutting its Reserve Requirement Ratio by 50 bps, the
short-term repo rate for banks by 20 bps, lowering mortgage rates, and injecting
Tier-1 capital into the state banks to provide more liquidity for lending. While this
does not quite constitute an open-ended commitment, it is clear the authorities have
changed course.

We also have a positive view on copper, underpinned by a projected imbalance
between demand and supply. The next few years will see new appetite from the
adoption of electric vehicles, the electrification of industry, and related transmission
and distribution power-grid investment. Meanwhile, supply will be constrained by
mine disruptions, decreasing ore grades, and the impact that environmental
considerations have on the timelines for bringing new mines onstream.

Concluding Thoughts

Many markets, however, stand close to all-time highs, buoyed by heavy
concentration in a few Al-related mega cap names and we see better return
potential and less risk outside of these areas. Although the uncertainty of the U.S.
presidential election has passed, we should expect a degree of unpredictability in
policy and personnel in the months and years ahead. This, alongside uncertainty
about the effectiveness of monetary policy on slowing economies and troubling
geopolitical developments, gives us plenty of concern as 2024 draws to a close.

Nick Greenwood and Charlotte Cuthbertson, MIGO Opportunities
Trust, 10 December 2024

Less than a week post period-end, Donald Trump secured a resounding victory in
the US Presidential election. There was a rally in the stock market on the back of
the result, but the effects of his policies will take time to digest. Tariffs and fiscal
stimulus could hinder interest rate reductions, and we have already seen growing
investor concern especially in regard to emerging markets, particularly Asia. We
have already reduced our holding in VinaCapital Vietham Opportunity Fund, which
invests in private companies in Vietnam, as a result of these concerns.

In our full year results we talked about investment trusts coming out of a hostile
environment. While that statement is still true, headwinds in the sector have not
entirely dissipated. Rachel Reeves’ budget and Trump’s re-election in the US are
likely to mean that interest rates stay higher for longer.

Investor focus remains on the “Magnificent 7” in the US and precious little else; it
has not broadened as we had hoped. In the words of the Scottish poet Charles
Mackay “Men, it has been well said, think in herds; it will be seen that they go mad
in herds, while they only recover their senses slowly, one by one.” It is too soon to
judge whether the lofty valuations for these companies constitute a bubble, or if they
will continue to grow at the rates demanded by the market. We are not looking to
compete in this area. Instead, we are focusing on a market that has become wildly
dislocated from fundamental value and where increasing corporate activity is a
catalyst to extract that value and produce returns for shareholders.
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The Global Smaller Companies Trust, 17 December 2024

In the US, the economy was supported by a robust services sector. A resilient labour
market underpinned consumer confidence, although signs of stress did emerge
within the lower income cohort and this led to some earnings disappointments from
consumer facing companies. Global manufacturing has been in the doldrums for
almost two years now. Encouragingly though, recent data showed signs of
stabilisation in the UK and China. Germany struggled, especially its auto sector
because of sluggish demand in the face of lower subsidies for electric vehicles and
increased competition from Chinese imports. Growth remained strong in India. In
China, the malaise in the property sector spread to the consumer and this
necessitated vast amounts of fiscal and monetary intervention by the authorities in
order to lift sentiment.

Employment across most countries weakened a little but still remained healthy. With
inflation coming down, central banks started to cut interest rates and bond yields fell
initially, providing welcome relief to the more interest rate sensitive parts of the world
economy such as housing. As the Federal Reserve grew confident that inflation was
normalising it cut the US interest rate by 0.5% in September in order to maintain a
healthy labour market. The pace at which interest rates were expected to change
differed by region and this led to significant movements in currencies with the
Japanese Yen and British Pound strengthening over the period and the Euro and
US Dollar weakening.

Equity markets delivered strong returns over the six months, once again dominated
by large caps, although small caps did show signs of life with strong outperformance
in the month of July. Growth stocks led the market again as bond yields fell.
Commaodity markets were mixed with industrial metals weaker, oil volatile and gold
up on the prospect of lower interest rates. The best performing sectors were
technology, communication services and utilities. The laggards were energy,
materials and consumer staples.

Corporate earnings were on the whole better than sell side analyst forecasts,
however this outperformance often did not result in share price appreciation,
indicating high expectations from investors. Equity market valuations of smaller
companies expanded over the period, but not as much as their larger counterparts.
Credit spreads of corporate bonds tightened to very narrow levels, particularly for
the least credit worthy borrowers.

James Harries, manager, STS Global Income & Growth, 4
December 2024

Given the material and rapid rise in interest rates globally the resilience of the US
economy has been impressive. COVID distortions which, remarkably, are still
working their way through the global economy, together with the fiscal policy
response to that shock, may explain some of this persistent momentum. To us this
means the effects of the change of the cost of capital may have been delayed but
are unlikely to have been avoided entirely. Indeed, outside of the US, economies
have been less buoyant, notably in Europe.

To this uncertain outlook must be added our observation that on many long-term
measures the US equity market is very fully valued. This not only suggests that
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returns from the broader market may be constrained but that many of the high-
quality global income franchises we would love to own in the trust currently remain
too expensive in our judgement. Conversely the businesses we do own continue
generally to be good value and will be resilient should the economic picture darken.

The recent US election result is potentially more impactful, although even here the
Presidential 4-year term should be compared to our average holding period for an
investment of over 10 years. The emphatic victory by President-Elect Trump has
caused some short-term reaction in global markets. These have reflected an upbeat
attitude in capital markets to the perceived benefits of a Trump administration,
notably around deregulation. Hence, we have seen strength in areas of the equity
market such as banking, technology, Bitcoin and European defence. The US Dollar
has been strong, spreads tight and equity volatility has declined.

At the same time less favoured areas have struggled, most obviously renewable
energy and non-US currencies, including Sterling, but most impactfully perhaps the
US Treasury market. The yield on the US 2-year note has climbed from a recent
low of 3.54% to 4.17%, similarly the US 10-year yield has moved from 3.64% to a
recent high of 4.45% as the bond market correctly anticipated a Trump win and the
likelihood of greater inflation. The enactment of unfunded tax cuts, stricter treatment
of migrants and especially the imposition of tariffs will all contribute to this risk. When
this is combined with a greater questioning of the independence of the US Federal
Reserve, a more balanced view than is implied by recent excitement may be wise.

Much is uncertain as rhetoric may not predict policy outcomes. However, markets
have been quick to price in the positive attributes of the Trump agenda while
potentially ignoring the negatives.

Sebastian Lyon, manager, Personal Assets, 4 December 2024

The summer saw the first cut to UK interest rates since March 2020, with the Bank
of England cutting from 5.25% to 5.0% in July. The Federal Reserve followed in
September with a 0.5% cut to 5.0% interest rates. Some market participants are
cheering the fall in rates as the start of the next bull market cycle; history suggests
they may be disappointed. The first cuts in the US rate cutting cycle occurred in
January 2001, August 2007 and July 2019. On each of these occasions, the US
stock market was trading close to its highs and subsequently fell -44%, -53% and -
25% respectively. Our view is that central banks are cutting interest rates as they
see early indicators of the economy slowing. While it is possible that this is a rare
'soft-landing’ situation, where interest rates are cut without the economy entering a
recession, experience suggests an economic downturn is the more likely outcome.
In this context, it is concerning that valuations remain stretched with the market
capitalisation of the US equity market at 205% of GDP, close to a 20-year high. The
elevated starting valuations today suggest equity markets are likely to deliver poor
returns for investors if a recession materialises or if interest rates are not cut as
expected.

In the UK, investors have spent much of the last six months considering the potential
impact of Labour's first budget in 14 years. Markets were quick to digest the news
once it arrived. UK gilts sold off aggressively (yields higher, with prices lower) with
10-year yields rising around +0.3% to 4.5%. Bond investors are likely questioning
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the impact on inflation in the UK, as two thirds of the additional spending announced
is on current expenses as opposed to capital spending. Question marks also remain
as to whether the gilt market can absorb an additional £32bn of debt issuance
(bringing the total to ~£300bn this fiscal year, a record excluding Covid) as well as
how much tax will actually be raised, since some of the increase in tax revenue
relies on changes to capital gains where owners are generally not forced to sell
assets. The yield differential between German and UK 10-year debt rose to above
2%, close to the highs seen after the Truss mini-budget two years ago. According
to Louis XIV's finance minister, Jean-Baptiste Colbert, "the art of taxation consists
in so plucking the goose as to obtain the largest possible amount of feathers with
the smallest amount of hissing". Judging by the response to the rise in Employer's
National Insurance, the new government is reaching a point of resistance. The
decision is likely to suppress the demand for labour in the UK, although the direct
impact on the portfolio from the budget was limited, with the average company held
deriving only ~3.5% of sales from the UK. We also do not own any UK bonds with
a duration over three years. The volatility in domestic assets has strengthened our
long-held preference for owning businesses with geographically diverse sales.

Gold continued to contribute strongly to returns, rising +15% in sterling over the last
six months. More remarkable is that this return was achieved through a period of
relatively high real yields, an environment that has typically been a headwind to the
gold price. Western investors also appear to have been selling gold in recent years,
with ETF holdings falling 226 tons since the start of 2023. The key buyers have been
central banks. Since the freezing of Russia's dollar assets in 2022, central banks
around the world have acquired record amounts of gold. Large buyers include the
central banks of India, Poland, China and Turkey. We expect central bank
purchases to continue for several years, although in the short-term demand could
be variable after gold's very strong price rise. In order to manage this risk, we have
reduced the holding.

In our view, the equity market fails to reflect the rise in the cost of capital in recent
years or the risks from the economy slowing. We are keen to increase the allocation
to equities when we feel prospective returns are good. It is essential to avoid being
sucked into a long-running bull market at what may prove to be close to the top. The
environment can change quickly and the Company holds substantial ‘dry powder'
that we expect to add to existing and new equity holdings when the opportunity
arises.
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UK all companies UK equity and bond income UK equity income
UK smaller companies

W. Scott, chair, Worsley Investors, 11 December 2024

After storming ahead in the first five months of this year, before the Government
called a surprise general election, U.K. stock market prices have largely tracked
sideways, but nonetheless are up some 7.9% in 2024 and remain close to their all-
time highs, as the positive impact of the commencement of well anticipated Western
Central Bank interest rate cuts has been largely dissipated by economic uncertainty,
which intensified as speculation built around the incoming Labour Government's
policy changes, the U.K. Budget and the November US presidential election.

This is consistent with the observation in the Annual Report that, although positive
factors for U.K. earnings growth continued to build, those had to be weighed against
the uncertainties around potential changes of government in the U.K., Europe and
the US, heightened geopolitical risk and the carryover effect of the recession at the
end of 2023. Indeed, employment related changes announced in the U.K. Budget
will be a headwind for smaller U.K. companies until at least the end of the first half
of calendar 2025.

The interim profit figures for British companies released in the period came in
generally in line with previously diminished expectations, although there were 84
profit warnings in the September quarter, which is well up from 49 in the June
guarter. Once more, a multitude of stocks with capitalisations below £150 million
saw their prices drop substantially.

In the majority of cases these falls are the consequence of a pronounced
deterioration in the outlook for the relevant sector, natural resources and technology
most recently being the most prominent. However, a proportion of the prices of well-
founded companies unsurprisingly suffer such consequences, and typically some
become gravely mispriced and, as such, prospective portfolio contenders.
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Charles Montanaro, manager of Montanaro UK Smaller
Companies, 5 December 2024

As we write these lines, the much-anticipated Budget announcement has come and
gone. Despite a range of tax increases - including those on capital gains, National
Insurance and Inheritance Tax on AIM - the changes were less severe than feared,
and we believe smaller companies will adapt.

Many of these factors are arguably already reflected in current share prices. UK
SmallCap valuations look attractive across multiple metrics and, at 15.6x, the Shiller
P/E ratio points to the potential for strong returns in SmallCap over the next five
years. Earnings expectations are also promising: while SmallCap lagged behind
LargeCap in EPS growth in 2022 and 2023, it is projected to catch up in 2024 and
move decisively ahead in 2025, with an anticipated 15% growth versus 7% for
LargeCap (source: FactSet).

It feels as though the headwinds of the past three years are finally easing.
Disinflation is taking hold, political uncertainties have subsided and M&A activity is
picking up. SmallCap as a whole has outperformed LargeCap over the past six and
twelve months, suggesting that the worst may indeed be behind us.

Robbie Robertson, chairman, Lowland, 4 December 2024

A meaningful re-rating of the UK market, and smaller companies in particular, has
not really happened.

We had hoped that a decisive UK election result would remove the uncertainty
inherent in a Conservative Government with a propensity to self-destruct but the
new Labour Government seems pre-occupied with painting an Armageddon-like
picture of the economy it inherited. Ours is a bottom-up approach to investing, but
the economic landscape in which our companies are operating is disappointing
given initial optimism after the UK election. The long build-up to the budget, and its
eventual content, were not helpful, with many facing substantial cost increases as
a result of the increase in the minimum wage and National Insurance costs. The
prospects for inflation and interest rates are less benign than they had appeared.
Confidence, optimism and economic growth have suffered, and the uncertainties
implicit in the result of the US election have not helped.

Despite this backdrop, we believe good, well managed UK companies will continue
to prosper. A revaluation of the UK market, and particularly a portfolio such as ours,
may be further deferred, but should come in time with a material capital uplift when
the fundamentals of UK equities are more widely appreciated.

Chelverton UK Dividend Trust, 3 December 2024

The stock market for the last six months has felt like it has been "waiting". Firstly, it
was waiting for the general election, even though the outcome was entirely as
expected, and then almost immediately it seemed like everything was on hold until
the recent budget was announced. Since then, of course we have had the much

10
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talked about and debated US presidential election with its well documented potential
impact on the UK and European economies.

The one common theme through all of this is that UK equities continue to remain
relatively undervalued, and this undervalue is more pronounced in Small and
Midcap companies, the area of the market the Company invests in. More recently,
prior to the Budget, there was great concern that AIM shares would no longer enjoy
Business Relief, being exempt from Inheritance Tax, and these experienced
widespread declines in their share prices whilst shareholders voted with their feet.
Consequently, we were able to buy some shares at much lower prices in
fundamentally strong companies at what we believe will be seen to be low
valuations.

During this reporting period inflation declined as sharply as it increased the previous
year. This was entirely predictable, although seemingly something of a shock to the
Bank of England, who still seem to be behind on cutting interest rates. Despite the
continual “noise” about the desperate state of the UK economy the reality is inflation
is on target, the UK Gross Domestic Product (‘GDP’) is growing, albeit it could be
doing better, the bulk of people who can and want to work are working and following
this recent budget there will be an injection of funding which will certainly provide a
boost around the country. Real wages have been rising for most of this year and it
is therefore expected that consumers will continue to increase spending.

The election of the Labour Government with an extraordinary majority from such a
small share of the popular vote at least means there should, logically, be political
stability for the next few years. The Labour Government have also clearly and oft
said that they are going to do everything they can to grow the economy. It will be
interesting to see how they propose to achieve this objective.

| said last year that our portfolio has and continues to experience an unprecedented
level of share buy-backs by portfolio companies. This de-equitisation process, whilst
rewarding for shareholders, will ultimately be damaging for the London Stock
Market. The headlong rush by wealth managers to switch from UK equities to Global
Funds has been part of the problem leading to the general decline in share values.
When this trend reverses there will be a sharp upward correction in UK share prices.

Whilst we await the effects on economic growth of the measures delivered by the
Budget, we believe that as we move into the new year and all of the elections are
left behind there are prospects for growth in the UK economy, further modest
interest cuts and a stable level of inflation. These market conditions are historically
very good for UK equities and in particular the Small and MidCap sector.

The managers, Schroder British Opportunities, 29 November
2024

The aftermath of the UK election has brought greater economic certainty, with
political resolution boosting business confidence in both the private and public
markets. Additionally, prospective interest rate cuts by the Bank of England are
expected to maintain a favourable financing environment, benefiting private
businesses and small-cap performance by reducing borrowing costs and attracting
growth-seeking investors.

11
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In private equity markets, we continue to believe that strategies focused on
identifying companies that exhibit strong underlying financial performance are
poised to do well. This may be achieved by the expansion of product lines,
geographic footprint and professionalising companies to improve profit margins,
which is all easier to do in small and medium-sized companies, and typically harder
to achieve in larger companies, which have often been through several rounds of
private equity or institutional ownership.

Small and mid-cap exits in private equity have remained relatively stable when
compared to 2019 levels. We expect to see the increased economic certainty to
provide improved market conditions and a favourable backdrop for future exits.

The pipeline for attractive unquoted UK opportunities remains robust and we hope
to see an increase in activity with these improved market conditions.

Domestically focused public equities have rallied since the UK election. Small and
mid-caps are benefitting from policy clarity following the recent budget
announcements and the partial retention of inheritance tax relief has especially
benefited AIM listed companies. Indicators have reached their highest levels in over
two years, suggesting a strong economic recovery.

UK small-cap companies, relying on domestic economic resilience, are poised for
further re-rating as they historically deliver substantial gains following periods of
underperforming the larger FTSE 100 companies. Additionally, UK small-caps are
drawing takeover offers with premiums around 50%, showcasing their value.

Asia

Asia Pacific Asia Pacific Income Asia Pacific smaller companies

Sir Richard Stagg, chairman, JPMorgan Asia Growth and Income,
12 December 2024

The global landscape is currently marked by significant unpredictability. A growing
number of political leaders are moving away from the Bretton Woods consensus
and the belief that free trade is a key driver of global economic growth. The

12
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President-elect of the United States has indicated plans to implement a series of
tariffs on imports, with a particular emphasis on China. Meanwhile, the conflict in
Ukraine persists and uncertainty in the Near East has been further exacerbated by
recent events in Syria (however potentially welcome) , while recent developments
in Korea caught markets unaware. Additionally, President Xi's public declarations
suggest a steadfast commitment to the reunification of China and Taiwan, by any
means deemed necessary.

Nonetheless, | believe the prospects for Asian economies remain positive - more so
when compared to the relatively lacklustre growth projections of developed markets.
The Chinese government's autumn stimulus packages suggest that it is becoming
more serious about boosting consumer spending and supporting the still ailing
property sector. If these measures are effective, they have the potential to provide
fresh impetus to growth across the region. So too does monetary easing by Asian
central banks, which appears imminent. The US Federal Reserve cut rates by more
than expected in September, and further cuts can be expected this year and in 2025.
This would open the way for Asian central banks to follow suit.

Elsewhere on the policy front, Korea's corporate governance reforms, which are
aimed at improving capital efficiency, are already lifting shareholder returns via
increased dividends and share buybacks albeit the recent political turbulence there
requires careful watching. The Chinese authorities have also increased their focus
on shareholder returns. If Japan's experience is any indication, the favourable
ramifications of these reforms for shareholder returns will continue for years. Indeed,
the early success of Korea's reforms, and the Japanese market's impressive,
dividend driven rebound over the past year, are inspiring other Asian countries to
focus on improving shareholder returns in their markets. Several other key structural
and social changes will also continue to support Asian growth, and equity markets,
over the longer term. These include the rapid development of artificial intelligence
and the more general trend towards digitalisation, urbanisation, infrastructure
development and the expansion of the middle class.

All these factors suggest that Asian markets remain extremely attractive in both
absolute and relative terms. The Board shares the Portfolio Managers' excitement
about the many opportunities, this rapidly expanding region is generating to invest
in innovative, often world-leading businesses.

Richard Sennitt and Abbas Barkhordar, managers, Schroder
AsiaPacific, 2 December 2024

Although Asian markets lagged global equities through the end of last year and start
of this year, over the last six months they have done better, producing strong
absolute gains exceeding global market returns, despite several ongoing but well-
known headwinds.

Amongst these, geopolitics has continued to be a concern in the region, with
tensions around US-China relations, Taiwan, Ukraine and the Middle East all
contributing to investor caution. Although regional elections (Taiwan, Korea,
Indonesia and India) have all passed reasonably smoothly this year, the re-election
of President Trump in the US election in early November 2024 is likely to result in
considerable uncertainty in the trade and geopolitical background for the region in
coming years.
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President Trump's policy proposals, on the face of it, appear quite inflationary (tariffs
raising import prices, fiscal loosening) and could therefore end up with a 'higher for
longer' interest rate outlook. This would likely be a tailwind for many Asian financial
stocks, but a headwind for those countries with weaker external balances, including
some of the ASEAN markets. Although stronger US growth is a positive for exports
from Asia, any increase in tariffs could be an offset to that, particularly if the
suggested 60% tariff on Chinese exports is implemented. This could ultimately end
up benefiting other exporting countries across Asia who will become more
competitive. Given this, China is likely to be more aggressive on domestic stimulus
to try and counter any potential impact from weaker exports. Although there are
clear differences between President Trump's first term and now (particularly around
the starting level of interest rates, as well as the geopolitical backdrop), it is worth
remembering that under President Trump 1.0 similar stimulus measures were
introduced together with increased tariffs and protectionist measures and, despite
that, Asia performed well as a region, albeit after an initial wobble.

Within the region, the Chinese economy remains weak as consumer confidence is
still extremely low, with this increasingly being reflected in poor retail sales and
greater evidence of downtrading. This weak confidence in part reflects a weaker job
market together with falling property prices. All this has meant the consumer has
become more risk averse which has resulted in a meaningful increase in savings
versus consumption.

With China's domestic and external sectors both facing uncertainty, we have been
cautious in adding to our exposure to the market, despite the emergence of
seemingly better value in a number of stocks there during the period. Consensus
expectations had clearly been lowered versus a year ago (at least until the recent
optimism about stimulus), and valuations had become more attractive, but several
companies which disappointed on earnings still sold-off sharply, suggesting not all
the weakness had yet been discounted.

The key domestic overhang remains the property market, where activity and prices
are yet to recover from earlier significant falls. Although the government has made
some announcements to try to put a floor under the property market, in reality the
fiscal sums backing these interventions are (so far) very small compared to the scale
of the problem, and unlikely to make more than a marginal difference. Given this,
and the structural challenges facing stock-pickers in China (poor capital allocation,
structurally lower nominal growth, unpredictable regulatory and policy shifts, high
debt levels), we remain significantly underweight the market, albeit less so than
where we were 12 months ago.

It is noteworthy that the most recently announced stimulus measures, at the time of
writing, appear more substantive and coordinated and have provoked a meaningful
rally in the stock market. Whilst we also view the stimulus as positive, in our view,
the rally has already started to discount further easing and, therefore, whatever is
eventually announced risks disappointing investors' expectations.

Aside from the size of any further spending, it is also how it is allocated that is key,
with a need, in our view, to have more of a focus on the demand side of the economy
if the consumer is to get out of its malaise, rather than continuing to drive up capital
investment.
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The Hong Kong market continues to suffer not only from the spillover impacts of a
weak China, but also the high level of interest rates, which are inappropriate for the
weak domestic economy. Whilst we have reduced our overweight to real estate held
via the Hong Kong market, we have also taken advantage of weak stock prices to
add to other areas, such as non-bank financials. US interest rates have now started
to be cut, which should help to ease monetary conditions in Hong Kong and be
supportive for the economy and market, although the pace of such cuts is more
uncertain in the wake of the US election results.

India remains a bright spot in the region in terms of growth and optimism among
investors, but this has been increasingly reflected in share prices, with the market
now looking outright expensive on most metrics.

In the South-East Asian region, we are most exposed to Singapore, which is
benefitting from its increasing status as a regional wealth management hub, as well
as the growth of its ASEAN neighbours. We have also increased direct exposure to
some of the smaller ASEAN markets, such as Thailand and the Philippines.

From a sector perspective, we remain overweight IT, given our positive view on the
structural growth drivers behind global demand for technology, particularly
advanced semiconductors. Valuations have moved higher on cyclical improvements
as well as the surge in demand for Al-related hardware. However, we remain
comfortable with the valuations of what we hold in the portfolio, at present but are
mindful we do not want to overstay our welcome here.

We also remain overweight to financials - a diverse sector spanning not only banks,
but also insurers and exchange companies. The banks we own are generally well-
capitalised with strong deposit franchises. Many of our holdings are in the more
mature markets, such as Singapore, which in general trade at attractive valuations
and decent dividend yields, but we also have exposure to their faster growing
hinterland. Direct exposure to faster growing markets, where credit penetration is
relatively low, includes ASEAN markets and India. Should interest rates continue to
come down from recent levels, there may be some concern over the impact that this
could have on bank margins. Though any further cuts are expected to have an
impact on margins, this may also, in part, be offset by lower credit costs, potentially
higher loan growth and an increase in wealth management revenues.

Historically, a weaker US dollar has been positive for Asia, rather than interest rate
cuts per se, although the latter are clearly supportive of greater liquidity.

The other historically positive driver of Asian markets is the export cycle, as this
tends to be correlated with underlying earnings per share growth and here we
believe there has been an improvement. Inventory excesses from the post-Covid
period have been run down and many industries have become more disciplined
around production and supply additions. This has seen exports recover for many
Asian countries and we believe a soft landing in the US would be supportive of that
trend continuing, albeit at a slower rate. Here, we believe cuts in interest rates are
key to avoid a sharper slowdown in US demand. Potentially higher tariffs and other
barriers to trade under the incoming US administration could derail the export
recovery, however, with winners and losers hard to predict at this early stage.

We believe aggregate valuations for the region are no longer particularly cheap and
are now trading at slightly above long-term averages. However, this masks a large
variation across individual markets where Singapore, Hong Kong, Korea, Indonesia
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and the Philippines, look relatively cheap versus history, whilst India and Taiwan
look relatively expensive. Following its rally, China is no longer at the lower end of
its valuation range having moved into the middle of its historic range.

In the short-term at least, shifting views on the likely policies of the incoming Trump
administration and ongoing announcements around Chinese stimulus are likely to
lead to heightened volatility in regional markets. While the outlook for interest rates
is more uncertain following the US election, should they continue to fall, and the US
dollar weaken, that could be a potentially positive catalyst for Asian markets, if
history is any guide to go by. The outlook for exports has also been complicated by
the likely policy changes to come under the incoming US administration. Stimulative
policy leading to higher growth is likely to increase the demand for imported goods,
but tariffs (particularly on China) could offset this to an extent. It is unlikely, however,
that manufacturing of most goods currently being exported from China would shift
onshore to the US - rather, other Asian countries are likely to be the main
beneficiaries of any supply chain re-alignment.

Europe

Europe European smaller companies

Jon Ingram, Jack Featherby and Jules Bloch, JPMorgan European
Discovery Trust, 12 December 2024

When considering the outlook for European financial markets, one uncomfortable
reality is that political uncertainty is escalating, especially given the perceived binary
nature of many national elections occurring around the region and world. However,
we cannot second guess the impact of political events on financial markets. The
Company's investment strategy remains focused instead on identifying Europe's
'hidden gems' - great companies with strong fundamentals that have escaped the
attention of most investors.

Macroeconomic developments over the review period have been decisively
positive. Looking across the asset class, we expect the easing of monetary
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headwinds and improving economic growth indicators to be favourable for
economically geared smaller companies.

In addition, after a period of subdued deal flow, lower interest rates in concert with
attractive valuations, are likely to catalyse an uptick in M&A within the European
smaller companies space. We believe this should benefit both the asset class and
the Company. Private equity investors and other participants in M&A activity tend to
seek out the same kind of overlooked businesses that we seek, and we expect some
of our portfolio holdings to be targeted by these investors.

We continue to hold a strong conviction that many of the companies that will be
most successful in harnessing the Al revolution, pharmaceutical advancements,
and other emerging structural trends, are likely to originate from the smaller
companies space within Europe. Many of these future leaders are yet to be
identified (or even conceived), but we are always on the lookout.

We anticipate that the combination of attractive valuations, supportive
macroeconomic conditions, and long-term thematic drivers will serve as significant
catalysts for European smaller companies. This sector of the market has
outperformed most other major public asset classes globally over the past two
decades, and after a protracted period of underperformance, these stocks are
overdue for a resurgence. As we said in our last report, the outlook has rarely been
brighter.

Montanaro European Smaller Companies Trust, 12 December
2024

We have previously commented on the outperformance of large companies versus
their smaller counterparts in the last few years. This contrasts with the longer-term
historical trend - termed the "SmallCap Effect” by academics - whereby smaller
companies delivered higher returns than large ones (the excess return averaged
4.2% per annum in Continental Europe since December 2000). It is too early to say
whether the recent underperformance of smaller companies has ended, but the
headwind has certainly abated: in the six-month period to 30 September 2024,
smaller companies in Europe outperformed their larger counterparts by 2%.

Perhaps we should not be surprised. Confirmation that inflation is back to a "normal”
level has allowed the European Central Bank to start cutting interest rates once
again, which is typically positive for smaller companies. In addition, as we have
highlighted before, the valuation of smaller companies on the Continent looks cheap
compared to its own history: at 12.3x, the forward P/E ratio is more than one
standard deviation below its long-term average and at a record discount (13%) to
the forward P/E of the broad European market. The backdrop of disinflation coupled
with attractive valuations is in turn boosting M&A activity in the smaller companies
space.

Not everything is rosy, however. The economies within Europe remain shaky and it
is clear from speaking to companies that Germany in particular is grappling with a
significant cyclical downturn, partly fuelled by the challenges faced by China, one of
its key export markets.

17


https://quoteddata.com/company/e0gbr01q40/

QuotedData

BY MARTEN & CO

Monthly | January 2025

Economic and political roundup

Tom O’Hara and Jamie Ross, managers, Henderson European
Trust, 11 December 2024

A more selective consumer

As a rule, stocks tend to matter more than sectors in our investment process.
Nonetheless, at times events outside of our control can necessitate taking a top-
down view. Over the last year, the travails of the consumer have been one such
event.

The effects of inflation, following Covid and the Ukraine war, have continued to
impact both consumer and corporate behaviour.

The impact on pricing, though, has varied widely within the consumer space. This
variation has framed our perspective on consumer companies. We have chosen to
specifically focus on ‘cumulative pricing' since pre-Covid, as a metric through which
we can usefully analyse how aggressive companies have been with pricing and the
tolerance of consumers to accept these price hikes.

We have observed luxury goods companies pushing through significant price
increases, of up to 40-60% for core product lines. Yet, roughly-speaking, economy-
wide inflation - measured by CPI and wage growth - was closer to 15%. Consumers
have demonstrably been squeezed, and they know it.

China's economic challenges

Chinese companies and consumers have been a notable source of revenues for
European businesses over the last decade and a half. With that in mind, a series of
speedbumps in the road of Chinese growth has caused some concern for investors.
This has been most evident in the failure of 'cyclical’ stock prices to recover even as
interest rates began to fall (historically, cyclical stocks - those most sensitive to
economic growth - have seen their fortunes move in lockstep with rates).

At the same time, the Chinese government has made concerted efforts to establish
a presence in premium export markets - notably electric vehicles, solar panels and
wind turbines. These efforts have had the explicit goal of counteracting the
slowdown in growth driven by a faltering consumer market. The prospect of further
protectionism from Europe and the US therefore prompted a direct response from
the Chinese authorities in the form of late September's stimulus package.

How do we navigate such a critical theme for the global economy? We have
generally avoided European automakers as the structural challenges from an
efficient, competitive Chinese auto-complex look genuine. We reduced our luxury
goods exposure, where so much growth in recent years has depended on Chinese
wealth-creation.

As for China, we expect it to be a key determinant of market behaviour in 2025. We
lean towards an improvement in sentiment, which should benefit those cyclical
companies we own across industrials and materials, some of which have been the
biggest laggards in the 2024 financial year due to their direct or indirect exposure to
the country. We note some encouraging datapoints suggesting there may be
sizeable stimulus ammunition already in the pipeline. Watch this space.

A changeable interest rate cycle

The catalyst for the summer turmoil in markets, or the 'rotation' to use the market
vernacular, started with the US Federal Reserve more overtly indicating that interest
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rates could soon start coming down. Lower interest rates tend to be taken as good
news for markets, increasing risk appetite.

It is reckless to chase short-term momentum in the markets, especially when so
much of it is driven by short-term speculation, but we were certainly cognisant of the
potential for lower interest rates to fundamentally improve the outlook for certain
business models: those in which the cost of debt is a key determinant of profitability
and equity value.

There is rampant speculation on the impact on the US interest rate cycle of the
recent re-election of Donald Trump as US president. We believe that his sparse
policy programme during campaigning provides limited evidence on which to base
assumptions. Instead, we will be watching, along with the world, to see what
emerges as his policy agenda in the early days of his presidency.

How today's market structure informs our thinking

Fundamental active investors now account for only 10-20% of daily traded volumes
in the European equity market. As such, we are minority participants in a market
which is dominated by passive funds and hedge funds with very short-term
strategies. Neither of these are equipped to take the long-term view, to take the
other side of the trade when panic sets in. The result is outsized reactions to
economic, market or company news that are not reflective of long-term prospects
or value. Conversely though, that means there is opportunity for those of us with the
ability - the luxury - to express a long-term view.

Outlook

We believe that we are seeing the conditions for a catchup in those underperforming
cyclical areas of the equity market thanks to: 1) China's recent efforts to stabilise its
economy, 2) lower interest rates filtering through the global economy, and 3)
encouraging datapoints suggesting ongoing vigour in the US economy. There is
much geopolitical uncertainty across the globe, but, sombre as it may sound, that
has been a constant in recent years and one that has, thus far, not constrained
strong equity market performance.

Finally, a word on our home continent, which is suffering an identity crisis of sorts
relating to its role in the world, its poor demographics, its high public debt levels and
its lagging economic growth. While you may have expected us to dwell in this
commentary on the state of the European political landscape at a time of great
uncertainty, the impact of this is relatively limited [for] global operators that happen
to be listed in Europe. The most pertinent factor is the geographies from which they
draw revenues.
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Japan

Japanese smaller companies

Nicholas Weindling and Miyako Urabe, managers, JPMorgan
Japanese, 13 December 2024

The transformation underway in Japan has, in our view, only just begun. The gains
to be realised from corporate governance reforms and other structural changes will
be much more significant than those we have seen to date. The most important
positive influence on the outlook for Japanese equities remains the ongoing reform
of the corporate sector. With the encouragement of the government, regulators and
shareholders, Japanese companies are adopting ever higher standards of
independence and transparency and implementing best practices in their capital
allocation decisions. Shareholder returns are increasing due to the resultant share
buybacks and higher dividends, and we expect dividend payout ratios to continue
to rise. These developments have the potential to lift the whole market to a higher
valuation.

But there are several other reasons to be positive about the outlook for Japanese
equities. For one, Japan is at a very early stage in the digitisation process compared
to the rest of the world, and this, combined with the trend towards industrial
automation, has the potential to help drive significant growth and/or productivity
gains over the medium term. Deglobalisation, the transition to renewable energy
and developments in medical technology are also contributing to rapid structural
change - an ideal environment for the dynamic, quality businesses we want to own.

Japan's labour market is also changing. Increasing wages is one indicator of the
extremely tight conditions in this market, and the supply of labour is set to contract
further as the country's aging workforce retires. However, this situation has one
major potential upside. Traditionally, Japan's labour market has been characterised
by a rigid mentality. But there are now signs that the high demand for labour is
making workers bolder in their employment choices, with many more inclined to
change jobs in pursuit of higher income. If this trend gains further traction, the
resulting improvement in labour market flexibility should have a favourable effect on
overall productivity and the long-term future of Japan's corporate sector.
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Increased demand from foreign investors also looks set to provide further support
for the market. Many global investors are underweight Japanese equities. However,
they are beginning to recognise the opportunities on offer in this market, especially
since valuations, while not cheap, are still relatively attractive. At the end of
September 2024, the market was priced at 14x earnings on a forward price to
earnings basis and at 1.5x book value (in trailing price to book terms). With inflation
now positive, and an enhanced Nippon Investment Savings Account (NISA)
providing a greater incentive to invest, there are also signs that domestic retail
investors are taking more interest in their home market.

Now that the BoJ has begun to raise rates, the yen has risen slightly from its mid-
year lows of around 160 yen to the US dollar, and 200 yen to the pound. While the
yen is still undoubtedly weak on an historical basis, and therefore potentially
attractive, the recent victory by Donald Trump in the US election may yet cause the
US dollar to strengthen further, as tariffs on imports may mean US inflation is higher
and interest rates remain relatively elevated.

So, even though the Japanese market has had a very strong run over the past 18
months, this combination of corporate governance reforms, structural
transformation and appealing valuations should help sustain and encourage
investors' appetite for Japan stocks. It will also generate many exciting investment
opportunities, regardless of the economic backdrop.

In summary, there are many good reasons for our optimism regarding the Japanese
market.

Global emerging markets

Global emerging markets

Martin Shenfield, chair, Ashoka Whiteoak Emerging Markets
Trust, 12 December 2024

The global economic backdrop, notably in the US, is a broadly constructive one for
EMs. Whilst the international geo-political environment remains challenging, the tilt
towards a more accommodative monetary policy and cutting interest rates by the
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Federal Reserve together with the recently announced new stimulus measures in
China are likely to support both underlying economic growth as well as improved
sentiments for EMs.

Any potential slowdown in US economic growth is always a risk, but currently US
economic resilience continues to surprise positively and, even if there is a temporary
deceleration, growth may well subsequently reaccelerate. Nevertheless, individual
EM economieswould be differently impacted by any changes in US growth or
policies, with for example Mexico remaining highly integrated with US supply chains
and India in contrast much less sensitive to US macroeconomic and market
developments. This in turn allows the Investment Manager to construct a fully
diversified portfolio to mitigate risk. Portfolio flows to the EM asset class could now
recover, driven by spillovers from improved sentiment towards Chinese capital
markets. However, the major uncertainty and risk revolves around the aftermath of
the US election, together with the threat of more punitive tariffs.

In the largest EM economy, China, policymakers have recently introduced
significant new policy measures to counteract the massive overhang of the property
market excesses and associated bad debts. These potentially signal a positive
change of direction which could support at least a tradeable equity rally if not a fully-
fledged bull market given that, in a departure from previous policy, specifically
targeted measures to support the equity market were promulgated. Although the
size of the stimulus package is still small relative to previous crisis responses in
2008/2009 and 2015, further fiscal measures are anticipated via a combination of
infrastructure spending, consumer demand initiatives and bank recapitalisations. It
is not yet clear if finally we are to see the long-awaited significant fiscal stimulus
from the government to restore animal spirits and re-engage the private sector’s
propensity to consume and invest, but investors may well give policymakers the
benefit of the doubt for now. A sustained pick-up in local government bond yields
will be one of the best indicators as to whether local equity market sentiment has
genuinely changed for the better. President Trump’s re-election may however raise
the risks of a significant ramping up of tariffs and an inadvertent trade war.

Barings Emerging EMEA Opportunities, 9 December 2024

Poland held elections that resulted in a clean break from eight years of populist rule
under the Law and Justice party (PiS), in favour of the Civic Platform party led by
Donald Tusk at the core of a new governing coalition. This pro-Europe shift has
thawed tensions between Poland and the European Union, which in turn has
permitted the release of substantial funding from the bloc’s post-pandemic recovery
fund. Market valuations of the country’s financial sector companies have been a
notable beneficiary of the resulting improvement in business confidence.

Elsewhere in Emerging Europe, Greece was at one time perceived to be
economically and fiscally dysfunctional, but the country’s debt bailout and
subsequent investment by the EU have born fruit in revived economic vibrancy. This
has resulted in international credit rating agencies returning Greek government
bonds to investment-grade status, rewarding the business-friendly and fiscally
responsible government led by Prime Minister Kyriakos Mitsotakis, which has won
a strong mandate from the Greek electorate.
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Another country in our region that saw a remarkable change in fortunes was South
Africa, which generated a return of more than 20% (in GBP terms) in the final six
months of the financial year. This positive development revolved around what has
been a significant election for South Africa, ending the near 30-year uninterrupted
sole rule of the African National Congress (ANC) party. By forcing the ANC to seek
coalition partners to govern, this election result has led to the formation of a
Government of National Unity (GNU), comprising the ANC and the centrist
Democratic Alliance party. This has sparked hopes of growth-friendly structural
reforms and prudent macroeconomic policies.

In Turkey and the Middle East, equity markets ended the year flat or marginally
weaker, with returns to international investors dented by weaker currencies —
stemming from the dollar pegs in Gulf countries (which are also exposed to
geopolitical tensions) and persistent high inflation in Turkey.

Templeton Emerging Markets, 9 December 2024

In the last Annual Report, we wrote that it is an interesting time to look at EMs. We
believed that despite the volatility experienced in the recent quarters, the investment
backdrop still remained conducive on the grounds of potential interest-rate cuts and
better earnings growth.

As we head into the final quarter of 2024, we retain that optimism. We have emerged
from a volatile period in which worries about economic recession dominated investor
sentiment. We have also seen a change in the investment environment, where,
although structural growth themes remain, we have had to make tweaks to the
portfolio to potentially capture what we deem to be the best opportunities in the
market. An example would be the Electric Vehicle ('EV') segment. While we remain
aligned with the longer-term growth outlook for EVs, we have lowered our exposure
to the EV supply chain as many consumers and governments have yet to fully
embrace the advantages of EV deployment.

Tailwinds within EMs remain; interest-rate cuts, strong demand for semiconductors
due to Al applications, and what we consider reasonable valuations in most EMs.
These may negate some key risks such as geopolitical tensions, a meaningful
economic slowdown in the United States and continued weakness in China's
demand.

Interest-rate cuts, in our view, are catalysts for growth, supporting both consumption
and corporate earnings. Brazil's central bank raised its key interest rate in
September, in contrast with the policy decisions of other countries' central banks;
however, we believe that it will eventually follow the global trajectory. While Mexico's
judicial reforms have affected investor sentiment recently, in our view corporate
earnings should remain intact.

Sustained demand growth from Al applications, in our assessment, should be
beneficial for South Korea and Taiwan, which are home to several large
semiconductor companies. While this is potentially beneficial for the earnings
growth of these corporations, we believe that this growth opportunity has not been
reflected in the valuations of some of the beneficiary companies. Conversely, while
India has continued to see good economic growth and remains a bright spot, equity
valuations remain a key concern for us. Although end demand in China could remain
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weak for a longer period, a low starting point could potentially prove helpful for
earnings growth in 2025. China's equity market rallied in the last few weeks of the
quarter, supported by stimulus measures announced by the government. However,
the weaker economic growth outlook in China has led to our selective approach; our
key holdings in China are in internet companies that have given us comfort with their
cash flows and improving shareholder returns.

Sam Vecht, Emily Fletcher, and Sudaif Niaz, managers, BlackRock
Frontiers, 4 December 2024

From the road

Over the past 12 months, our team has travelled extensively across emerging and
frontier markets. Travel helps us form differentiated insights, where we look to
understand the entire ecosystem around companies and countries. We speak to
customers, competitors, suppliers, trade unions, journalists, students, professors,
as well as diplomatic and political entities and individuals to form a comprehensive
view of the top-down and the bottom-up.

These travels often take us away from the well-trodden investment path to places
such as Guyana, Peru, Egypt, Kenya and Nigeria. We have also visited countries
such as Bangladesh, Malaysia, Indonesia, Philippines and Thailand in Asia as well
as Kazakhstan, Georgia and Saudia Arabia during the past 12 months.

Indonesia has seen a smooth transition to a new government under President
Prabowo who has retained some seasoned cabinet members from President
Jokowi’s administration, most notably Minister of Finance, Sri Mulyani. This has
allayed some market speculation regarding some of the larger expenditure plans of
the new administration and it also ensures continuity for in-progress reform within
the state-owned-enterprises. Meanwhile, the external accounts of the country
remain healthy with a small current account deficit that should be funded with foreign
direct investment. The consumer sector has suffered from some of the uncertainty
from the election process as well as higher interest rates. While concerns from the
former are now reduced, the latter is still impacted by movements in global interest
rates post the US presidential election. This has impacted liquidity conditions in the
banking sector in the country and we are monitoring this closely. In the background,
the Indonesian stock market remains relatively inexpensive given the country’s
prospect of sustainable high single digit nominal growth and we are cautiously
optimistic for the new year.

Saudi Arabia continues to undergo a significant social and labour force
transformation. Both of these should enable greater productivity and support
economic growth in the kingdom over the long-term. In the current energy pricing
regime, the balance of payments for the country looks manageable, however, the
fiscal account look stretched. For the recently announced 2025 budget, the break-
even oil price (at current run-rate of production and export) is estimated at
approximately US$90/bl, well above the current price of circa. US$70/bl. In addition,
the liquidity in the domestic banking system is constrained with elevated loan-
deposit ratios. Therefore, we expect the government to rationalize its expenditure
plans. In particular, we expect some of the large ticket megaprojects to be revisited
and reprioritized. The initial indications from the Ministry of Finance confirm the
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same. Therefore, we are cautious on the economic outlook for the kingdom for next
year and expect more muted markets as the local economy softens.

Guyana’s GDP has grown by approximately 300% over the last four years, driven
by its substantial oil reserves. There, we met with a range of stakeholders, including
US diplomats, to better understand the investment opportunities on the ground in
this fast-growing economy. Our goal is to be at the forefront and act as first movers
when significant opportunities arise, for which our travels serve as a key tool. Peru
is a country where we have been running an underweight position for most of this
year, due to political and economic uncertainty on the ground. Our visit there
reinforced our view of the challenging political landscape where both the congress
and the president have record low approval ratings. Despite this, the economy is
relatively stable, with inflation at 2.4% and the best trade balance in a decade. It is
also a country that is benefitting from increased geopolitical fragmentation,
exemplified by COSCO Shipping Lines’, the Chinese state-owned conglomerate,
US$3.5 billion investment in the Chancay port in Peru.

The team visited Malaysia in July 2024, and this is yet another example of a market
benefitting from increased geopolitical fragmentation, as well as the spill-over for
power demand from Singapore. We saw evidence of re-shoring across various
sectors, particularly in parts of the semi-conductor supply chain as both Chinese
and US companies take advantage of the existing ecosystem in Malaysia and the
availability of affordable land, power capacity and skilled labour.

We visited Thailand recently which was timely given the shift in the political
backdrop there. The election of Paetongtarn Shinawatra as Thailand's prime
minister represents a return of her family's political dynasty following the previous
ousting of her father (Thaksin Shinawatra) and aunt (Yingluck Shinawatra). Given
some political stability with the Move Forward party sidelined, there have been
announcements of stimulus (handouts) to offset weak tourism revenues, high
leverage at households, and persistent asset quality problems in the banking sector.
While such fiscal measures by the government may offer short-term respite, we
maintain our view that the country remains in a tough spot structurally.

Outlook

As higher global interest rates continue to feed through into the real economy, we
expect some moderation of demand in developed markets. The commencement of
the Fed's easing cycle should be a net positive for emerging market assets,
particularly amid reassurance that the September 50 basis points rate cut was to
preemptively manage slowing growth and labour dynamics in the US. We continue
to see improving activity levels in some frontier and smaller emerging markets. With
inflation falling across many countries within our universe, rate cuts have started to
materialise. This is a good set up for domestically oriented economies to see a
cyclical pick up.

We have initiated small positions in a number of countries where we have not been
invested for some time, including Bangladesh, Egypt, Kenya and Pakistan. With a
combination of COVID-19, inflation and high global interest rates, the past few years
have been difficult for smaller countries that are reliant on borrowing externally to
fund their growth. However, we believe that these countries, having been through a
recession already, unlike the West, are now likely at the point where they start to
see economic growth pick up.

25



QuotedData

BY MARTEN & C©

Monthly | January 2025

Economic and political roundup

Given this backdrop, we remain positive on the outlook for smaller emerging and
frontier markets relative to developed markets and believe that the commencement
of the Fed’s easing cycle will allow for central banks within our universe to continue
easing, which should be supportive of domestic activity levels. We find significant
value in currencies and equity markets across our investment opportunity set, and
we are particularly excited about the many opportunities we are seeing in some of
the smaller markets. Our investment universe, in absolute and relative terms, also
remains under-researched and we believe this should present compelling alpha
opportunities.

China

China / Greater China

Alexandra Macksey, chairman, JPMorgan China Growth and
Income, 9 December 2024

The Board has recently returned from a visit to China. In addition to spending time
with the locally-based Portfolio Managers and supporting analysts, the Board visited
a wide range of companies and met with industry experts and business leaders in
Hong Kong, Shenzhen and Shanghai. It was evident that, while many challenges
remain, the major government economic initiatives announced in September and
November have improved sentiment within China, with companies describing
themselves as 'cautiously optimistic' about future prospects. As our Portfolio
Managers highlighted in last year's Annual Report, many companies have
introduced regular dividend payouts and share buyback programmes designed to
benefit shareholders. Amidst continued consolidation in the industrial sector, world-
class companies are emerging, and many market-leading companies have
expanded production overseas, both as a means of expanding into new markets to
drive future growth, but also to give themselves a degree of protection from
potentially punitive US tariffs.

Since the Company's listing in 1993, the Portfolio Managers have often had to
navigate testing market conditions. They may have to draw on these skills again in
2025. While our Managers welcome the recent significant government economic
initiatives, concerns about economic growth, domestic consumption,
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unemployment, and the robustness of the Chinese property and financial markets
are likely to remain and may again impact market sentiment. That said, central and
local governments are widely expected to announce further initiatives to tackle the
structural impediments to economic growth, news that will be welcomed by domestic
investors. An escalation in anti-Chinese rhetoric following the election of US
President-Elect Trump cannot be ruled out, particularly given President-Elect
Trump's pre-election comments about tariffs on Chinese imports.

The Board shares the Portfolio Managers' optimism about the long-term prospects
for the Chinese stock markets and the opportunities that will benefit the patient
investor.

Dale Nicholls, Fidelity China Special Situations, 6 December 2024

Despite the rally in Chinese equities following the stimulus measures announced in
late September, sentiment towards the market remains quite mixed. This has been
evident in the early days of the second half of our financial year, with something of
a retrenchment as investors await further details of the scale and deployment of
some of the stimulus programmes. That said, there are signs of confidence growing
among domestic investors who recognise the fundamental change in the level of
commitment by the government to tackling economic challenges.

The widely anticipated China National People's Congress (NPC) Standing
Committee meeting on 8 November approved another series of stimulus measures,
though their scale and detail may have fallen short of lofty market expectations. Key
policies included raising the ceiling for local government special bonds and targets
to reduce local government implicit debt by 2029. But the forward-looking signals
from the Finance Minister were encouraging, particularly the emphasis on more
proactive fiscal policy planning for 2025, suggesting a path of further easing. |
anticipate more concrete actions in upcoming policy meetings, which will be
important in addressing China’s domestic demand challenges. While the earnings
outlook for China in aggregate is not weak in a global context, and we see
improvement in areas like technology, until very recently the general trend of
earnings revisions has been downward. The hope is that supportive policies can
help drive a turn in economic fundamentals, leading to an improved earnings
outlook. Such a virtuous circle would almost certainly drive a sustained improvement
in market sentiment and further re-rating. Meanwhile, the announcements in late
September have only moved the valuation needle in Chinese equities from
‘historically cheap’ to ‘still pretty cheap’ versus other global markets, and | believe
there is still ample room for valuation multiples to expand further.

Of course, geopolitical worries persist, especially around US tariffs on Chinese
goods, which are likely to increase following the US Presidential election. However,
investors and companies are well aware of this prospect.

Chinese companies have been dealing with tariffs and import barriers for some time
now. In fact, some of the export-focused companies we see on the ground have
remained extremely competitive and have been taking pre-emptive actions for
years, with many of them moving production offshore. The Company is already
focused on companies that generate the vast majority of their revenues
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domestically, but | continue to pay close attention to the different scenarios and
assess how these risks are reflected in valuations.

With so much focus on the macro considerations, it can be easy for investors to
forget that what really drives superior returns are great companies executing well in
growing industries where they have strong competitive advantages. While the
headwinds — and indeed the tailwinds, given the impact of the recent stimulus
measures on the stock market — are well recognised, your Company remains
focused on finding opportunities amidst the volatility where fundamental value and
value-creation should be recognised by the market over the medium-term.

India/Indian subcontinent

India/Indian subcontinent

Amit Mehta, Sandip Potodia, managers, JPMorgan Indian, 12
December 2024

Can Indian markets continue to deliver?

Given the phenomenal run the Indian equity market has seen over the last decade,
and more significantly, in the last couple of years, it is unsurprising to see
commentary questioning the sustainability of the on-going rally, and the underlying
factors that may support it going forward.

We think these are important questions, and we suspect many of our readers share
this view. However, we remain confident that the long-term pillars that have allowed
Indian companies to deliver superior operating performance and therefore attractive
investment returns to equity investors remain firmly in place. Having said that, due
to a variety of cyclical reasons (more on this later), there could be some challenges
in the near-term. Any potential correction in the near-term we believe is an
opportunity for longer-term investors to get/increase exposure to the structurally
attractive Indian market.

Short-term cyclical challenges

The near-term challenges that India faces can be broken down into the 3 Es:
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1. Economic - We do not see a material risk to the Indian economy being able to
grow around 6%-+. It has been growing above trend post-Covid, and growth may
slow towards trend, but that would still put India well ahead of any other large
economy globally. However, some of the challenges the economy faces stem
from a higher rate of inflation, which has kept the central bank from reducing
interest rates. We maintain our long-held view that the central bank remains
prudent and is in no hurry to start a rate-cutting cycle, especially as the Indian
economy does not require stimulus. Inflation is not a new phenomenon, but it is
something to keep an eye on, particularly if there are further knock-on effects
from geopolitical events. In addition, there has been a notable slowdown in
government capital expenditure (capex), which we believe is just a hangover
from the general elections, but if this slowdown persists, it will represent a
further challenge to near term growth.

2. Elections - While this year's national elections are behind us, important state
elections lie ahead, and these can spark some market volatility. The state
elections, particularly in the state of Maharashtra, will be a signal of whether the
current ruling party BJP has lost sheen amongst voters and whether it will shift
towards populist measures to shore up support in the future.

3. Earnings - As we write, the earning season has disappointed market
expectations which were elevated. We raise this issue in this section on short-
term challenges, as we believe that earnings disappointments are just that -
short-term. Once the post-election lull abates, we expect to see a resumption of
strong earnings growth, although we will continue to monitor the situation.

Connected to this is the topic of valuations on which we engage significantly with
internal colleagues and external observers and commentators. As with any
purchase, price has to be considered alongside the quality you get in return. Equity
markets are the same. That said, we do think there are certain pockets of the market
where market valuations have become disconnected from the fundamentals of the
business. In these areas, we would certainly advise caution, particularly in the small
and mid-cap areas of the market.

Longer term opportunity remains intact

From a top-down perspective, India's macroeconomic investment case remains
strong. The country remains one of the world's fastest growing economies. Based
on International Monetary Fund (IMF) data, the nation should clock an annual
growth rate of 6.1% over the next five years, making it likely to be the world's third-
largest economy by 2027 after the U.S. and China. It is expected to double its
current annual GDP of $3.5 trillion, to $7 trillion, by 2030.

India's working age population continues to rise and workforce growth will persist
unabated for the next couple of decades. While we note the inflation risk above,
inflation has trended down significantly over the last decade, driven by government
policies and a more hawkish central bank. The balance of payments is also much
stronger than before, making the market much more resilient to external shocks.
The current account remains under control with a deficit of 1.2% GDP. Indian real
rates remain firmly in positive territory, giving the central bank plenty of scope to cut
rates if needed.

The number of Indian stocks included in the MSCI Emerging Markets Index has
more than doubled in the last ten years and the country's weighting in the MSCI
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Emerging Markets index is constantly increasing, as its investable market expands.
It rose to 20.3% during the year, close to China's weighting of 24.3%.

Fixed Asset Creation

The growth uptick in India over the last three years has been led by a capex cycle,
which has further scope to expand over the long-term. Investment spending is split
about 35:40:25 between corporates, housing, and government respectively. The
housing cycle is in the middle of a large growth phase with volumes expected to
grow at a compound annual rate of 10% over the next 3-5 years. While government
capex has tripled over the past five years and has thus likely peaked, the mantle is
now being passed to the corporate sector. Strong corporate balance sheets and
government support via direct investment incentives should start showing actual
results in terms of corporate capex spending on the ground with a lag.

The decline in India's investment-to-GDP ratio from 34% in 2012 to 27% in 2021
was primarily driven by reduced household spending on real estate and lower
corporate capex on machinery for utilities and manufacturing. The ratio is projected
to rebound to 34% by FY2030, driven by house construction, power generation, and
new investment areas like green hydrogen, defence, solar modules, robotics, data
centres, and energy storage. This growth is expected to be supported by structural
demand drivers and a cyclical recovery in real estate and power sectors. This capex
cycle appears to be gaining momentum. There is clear buoyancy in capex
'intentions' across sectors such as power, airports, renewable energy and building
materials. Given corporate balance sheets remain in good shape, a significant
portion of incremental capex is being funded through internal accruals, with banks
stepping in later in the project funding phase (post initial construction). This
suggests that a more palpable rise in capex activity is likely to be visible in FY2026
and beyond.

India's Power Minister announced plans to invest ~$110 billion between FY24-32 in
power transmission, more than doubling the current annual rate. This increase aims
to address delays in grid connectivity for new renewable projects and prevent
transmission problems from interrupting electricity supply.

India's real estate up-cycle is in the middle of its growth phase and is likely to be
sustained for at least a further 3-5 years.

Domestic investor flows have further to run

Indian equity markets have enjoyed strong performance primarily as the domestic
flows have surged to all-time highs. At more than ~US$7 billion per month, the
domestic participation in equities (via both mutual fund investments and individual
stock purchases) is high and already accounts for ¢.25% of financial savings. This
could be an unsustainable pace near term, although longer term the financialisation
of Indian savings and the still low level of equity investment make domestic flows a
structural story.

We believe the financialisation of savings is a structural story because households
in India hold just 5.8% of their total assets in equities, compared to 13.3% in bank
deposits. Further, household savings are growing. Indian households save $650
billion annually, which is expected to reach $1.6 trillion by 2035. And investors'
preferences are shifting away from more risk-averse holdings like fixed deposits,
property, and gold, towards return-focused products like mutual funds. Systematic
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Investment Plans (SIPs) are now a significant driver of flows, accounting for ~80%
of annual net flows from households to the mutual fund industry, with AUM through
SIPs now at $150 billion. All these factors suggest that households are likely to
continue increasing allocations to equities for many years to come.

This shift towards investments in higher yielding assets has wider ramifications. For
example, it has resulted in a wealth effect, boosting discretionary consumption and
luxury spending. We are seeing, for example, demand for leisure travel and
premium SUV cars sustain. Further, encouragingly strong domestic flows are to
some extent negating the impact of foreign outflows.

Manufacturing

Manufacturing in India still accounts for less than 20% of the economy - a figure that
has remained relatively flat in the last decade, compared with the growth seen in
other sectors. However, the government has laid out ambitious plans for goods
exports to hit US$1 trillion annually by 2030, as the country hopes to become a top
alternative for companies looking to diversify their supply chains away from China.
As part of these plans, the government is providing Production Linked Incentives
(PLI) across 14 sectors worth Rs2.0Trn and an additional Rs0.7Trn to boost the
semiconductor and display manufacturing ecosystem.

India is already benefiting from supply chain diversification in some areas. For
example, iPhone production in India has gone up from less than 1% of global
shipments in 2017, to 10% in 2023, and Apple has plans to scale production up
further, to 25% of global shipments by 2025, thanks in part to the PLI scheme.

Outlook

So, while we expect some near-term volatility, we believe the medium to long term
outlook remains robust. The investment universe has materially changed,
expanded, and deepened, and this provides an attractive backdrop for stock
selection for those with the capabilities to investigate the market deeply. Headline
valuations remain elevated with pockets of exuberance but also with opportunities.
We believe other than the US, there is no other large market globally that has the
same potential for growth and sustained economic returns. Given the structural
changes underway, and the market's lower risk relative to its long history, in our
view, the opportunities are extremely attractive for investors such as us, who have
a long-term investment horizon.
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Biotechnology & healthcare

Biotechnology & healthcare

James Douglas and Gareth Powell, managers, Polar Capital
Global Healthcare —12 December 2024

Healthcare: Fundamentals remain strong.

The 2023 Annual Report focused on three key themes we believed were
accelerating:

Innovation: Recent history has witnessed a number of highly significant medical
breakthroughs in a broad range of therapeutic categories.

Al and ML: Advancements in ML algorithms, greater access to data and the
availability of more powerful mobile networks could materially accelerate the pace
of change in the healthcare industry.

Emerging markets: After a challenging period, especially in China, emerging
markets should be a source of growth driven by an ever-increasing demand for
healthcare products and services.

We continue to believe the above themes will be important for some time, especially
for the lifeblood of the industry which is innovation, though access and affordability
are also essential for commercial success and societal wellbeing. With that in mind,
and thinking about the year ahead, we believe the following investment themes will
be the most important:

Access and affordability: Low-cost, high-quality medicines allow expanded
access, with a new wave of biosimilars3 set to deliver much needed savings.

Reimbursement of Al/ML-enabled technologies: Investment and innovation is
accelerating; the next steps are broader reimbursement and wider utilisation.

China: After a challenging period, China should now be a recovery story driven
by significant government stimuli.

Access and affordability: Critical for medical and financial health

Generic drugs and biosimilars account for c90% of all US prescriptions but
represent only 13% of spending, offering clear evidence of the value that low-cost,
high- quality medicines bring to patients, healthcare systems and government
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budgets alike. As such, it is imperative that regulators and manufacturers continue
to work together to ensure long-term sustainability for the generics and biosimilars
industry.

Small molecule generics have been an important driver of cost savings in the world
of off-patent pharmaceuticals for decades, but it is the adoption of biosimilars that
is really starting to accelerate and could lead to the next wave of savings. To be
clear, the concept of biosimilars is far from new given there have been 61 approvals
and 42 launches in the US as at September 2024 and there have been 106
biosimilars approved in Europe. Focusing first on the US market, since 2015
biosimilars have generated $36bn in savings but there appears to be a shift in the
healthcare system that is really starting to accelerate the penetration of biosimilars,
a change that could take the biosimilar market north of $100bn towards the end of
the decade.

Back in January 2024, CVS Caremark, which is the Pharmacy Benefit Manager
(PBM) within health solutions company CVS Health, announced it will remove
branded Humira (a biologic for the treatment of a number of autoimmune disorders
that generated sales in excess of $20bn at their peak) from its major national
commercial formularies and will only cover biosimilar Humira instead. This decision
should help accelerate the adoption of biosimilar Humira given the significantly
lower list price it offers its members. As a reminder, commercial formularies are the
drug lists used by employers, unions and health plans for prescription drug
coverage. As others follow suit, US consumers will start to benefit from materially
lower prices without compromising their quality of care.

Switching gears to Europe, there is a school of thought that would argue the
biosimilar market is slightly more advanced given earlier adoption and greater levels
of cumulative savings of €50bn since 2012. More importantly, with more than 100
biologic medicines anticipated to lose patent protection by the end of 2032, the
opportunity to generate further, much needed savings is hugely significant. In terms
of investment opportunities, the primary beneficiaries are the companies involved in
the manufacture and distribution of biosimilars, with the second derivative
beneficiaries being the life sciences tools and services companies that provide the
equipment and reagents used during the quality control and manufacturing
processes.

Reimbursement of Al/ML-enabled technologies: Critical to broader utilisation.

In last year's annual report, we touched on the idea that Al and ML can be used to
make healthcare more productive. On the services side, key areas highlighted
included the ability to automate coding and billing in hospitals, improving the
efficiency revenue cycle management and helping prevent fraud. Diagnostics is also
an area where Al and ML are starting to make a difference, especially in
colonoscopy and ultrasound.

Can an Al overly improve accuracy and, potentially, improve patient outcomes?
There is plenty of evidence to show the early detection of diseases, especially
cancer, can drive better outcomes for patients. Take breast cancer, for example,
where if the cancer is detected in stage one, i.e. it is localised, the five-year survival
rate is 99%. The Enhanced Breast Cancer Detection (EBCD) program in the US is
a breakthrough in early detection. It uses Al to help radiologists detect even subtle
lesions and combined with high-quality mammography systems, EBCD's Al overlay
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optimises breast cancer screening, giving women greater confidence in their results.
Unfortunately, despite what appears to be a significant medical advance, US
insurance is yet to cover the costs, with EBCD carrying a $40 patient out-of-pocket
co-pay.

The technology and ability to innovate is clearly there, as evidenced by the fact that
the US Food and Drug Administration has approved 950 Al/ML-enabled medical
devices to date. The next challenge for the industry is to deliver consistent results
across a wide range of clinical environments and patient populations, to
demonstrate a deeper understanding of the clinical benefits versus conventional
screening methods and to obtain broad-based reimbursement, which will ultimately
lead to wider adoption and commercial success.

China: Are things starting to turn?

The lifting of the Covid lockdowns was the catalyst for a strong rebound in economic
activity in China in early 2023. However, growth stalled, with falling consumer
spending, a real estate crisis and slumping exports all contributing factors. This
macro slowdown adversely affected a number of

industries, including the life sciences tools and services sector. There were also
healthcare-specific challenges that have been weighing on the sector in recent
months, primarily an anti-corruption campaign that led to a decrease in activity
within the healthcare ecosystem.

With the anti-corruption campaign starting to move into the rearview mirror, attention
can now turn to the potential implications of economic stimulus plans. Starting in
March 2024, the Chinese authorities announced a series of initiatives that could
have positive, long-term implications for the healthcare industry. While not
exhaustive, and covering a broad range of industries besides healthcare, the
updates include plans to upgrade and renew equipment plus a 500bn yuan
relending programme which will go towards China's science and technology
industries. Further, late in September, Beijing held a politburo meeting with many
taking the view that there is now a greater sense of urgency to deal with the country's
economic challenges. With an explicit target of stopping the property market decline,
there is also a commitment to cutting interest rates and addressing fiscal policy. All
these offer encouragement that there is a greater sense of urgency to address
China's deflationary environment.

Several healthcare subsectors could benefit from a recovery in China's economic
fortunes, including medical equipment and supplies, pharmaceuticals and the life
sciences tools and services industry. After a prolonged period of softness, driven by
cautious spending and industry-wide destocking, it is perhaps the life sciences tools
and services subsector that appears the most likely to enjoy a positive inflection.
More specifically, the bioprocessing industry has been under pressure due to
conservative spending and industry-side destocking. Public commentary by industry
CEOs, however, appears to be turning more positive with specific references to
increased annual budgets for science and technology and long-term investments in
instrumentation equipment, technological advances and advanced research.
Predicting the precise timing of a potential inflection is challenging, though there is
high conviction that the region will continue to be an important source of long-term
growth for the healthcare industry.

US politics: What does a Republican trifecta mean for healthcare?
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In early November it was confirmed that Donald Trump will be the next US
President. With the Republicans retaining control of the House of Representatives
and also flipping the Senate from being Democratic, the trifecta is complete.
Heading into the election, there was a school of thought that healthcare was not a
key priority for the Republicans, with the focus more likely to be on the economy,
taxes, immigration and the climate. This may yet turn out to be the case, but when
Trump announced that Robert F Kennedy, Jr ("RFK Jr.") is his nominee to run the
Department of Health and Human Services (HHS), he introduced a greater level of
uncertainty for healthcare investors given some of RFK Jr's public comments on
vaccines, especially COVID-19 vaccines fluoride in water and the association
between HIV and AIDS. Ahead of RFK Jr's potential confirmation, far from
guaranteed given the controversy surrounding the nomination, it is maybe worth
discussing the key topics of access to care and drug pricing.

On the subject of access to care and insurance, Trump's views on the Affordable
Care Act (ACA) have been somewhat ambiguous, with comments ranging from the
ACA being a "disaster" that needs repealing and replacing only to then backtrack
by saying that he is "not running to terminate" the ACA but wanted to make it "better"
and "less expensive". Regardless, there is a potential risk that the new
administration allows the Federal subsidies that provide financial assistance to
millions of Americans to sunset at the end of 2025, a scenario that would create a
headwind for the healthcare insurance companies exposed to Medicaid and the
exchanges. A second derivative of that scenario would be less patient volumes
running through the healthcare system, potentially putting modest pressure on
healthcare facilities and providers. On the subject of drug pricing, things become
even more opague given the Republicans' lack of public commentary. Maybe they
will look to stall the 2022 Inflation reduction Act (IRA), which introduced measures
aimed at reducing the cost of prescription drugs for US seniors, or perhaps the
Trump Administration will look to negotiate even bigger price discounts? Regardless
of the eventual outcome, a Republican trifecta and Trump's surprising nominee to
run the HHS, has introduced a greater level of near-term uncertainty, near- term
uncertainty that could yield interesting medium-term investment opportunities.

Outlook for healthcare: Finding solutions to complex problems

On an absolute basis, this financial year has been a rewarding one for healthcare
investors, albeit that the sector has underperformed the broader market which has
favoured more consumer-driven sectors such as information technology and
communication services. With sentiment towards healthcare weak, as illustrated by
extreme exchange- traded fund (ETF) outflows from the sector, the outlook from a
contrarian perspective feels really compelling. After all, the sector continues to
design and develop innovative medicines and technologies that are yielding
attractive commercial rewards, the demand for products and services continues
unabated and the industry's global reach offers multiple sources of long-term,
durable growth.

The healthcare industry is incredibly dynamic and investing heavily in developing
innovative solutions to solve complex problems. However, innovation without
access is not sufficient, so addressing the challenge of access and affordability is
of equal importance, not just for the commercial success of the companies but also
for societal good. Thankfully, we are seeing evidence that payers, especially on the
private side, are making concerted efforts to address the challenge and, as we think
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about the financial year ahead, this theme will become more and more important, in
both developed and emerging markets.

The manufacture, approval and launch of safe and effective biosimilars will not only
generate material savings and expand access to care, but also offer durable growth
prospects for the leading protagonists. The challenge for the payers, especially on
the commercial side in the US, is to ensure that the right mechanisms are put in
place to drive access and volumes. Similarly with Al/ML-enabled technologies,
where the pace of innovation is very dynamic, healthcare systems must first get
comfortable with the quality of the data outputs, and secondly introduce the
appropriate levels of reimbursement to reflect the value of the technologies and
ensure broad utility. Emerging markets, especially China which could benefit from
economic stimulus, are another area of interest which could see a renaissance in
the coming months and years as the healthcare system finds the right balance
between cost control, compliance and attracting innovative, best-in-class therapies,
devices and capital equipment.

In conclusion, whilst the healthcare sector currently appears to be out of favour
relative to the broader market, it is delivering high levels of innovation and has
consistently shown the ability to generate strong revenue and earnings growth,
regardless of the economic, political and regulatory environment. Add in a greater
focus on access and affordability and we believe the prospects to be very bright
indeed.

Technology & Technology Innovation

Technology & technology innovation

Polar Capital Technology, 10 December 2024

The US equity market and the dollar responded positively to Donald Trump's
decisive presidential election victory and the likely Republican control of both the
Senate and House of Representatives, as markets welcomed a pro-business, anti-
regulatory agenda expected to support corporate investment and capital
deployment. However, concerns remain around tariffs, higher fiscal deficits and
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reduced immigration tightening the labour supply. At a time of above-average
valuations and significant geopolitical uncertainty, these factors could drive higher
inflation, pushing up yields and tightening financial conditions, potentially slowing
the economy.

A new round of tariffs on China would likely be inflationary. If the full 60% tariff on
Chinese imports went into effect, this would likely boost US core PCE by 0.3-0.4%,
while a 10% 'across the board' tariff might add around +1% to inflation, according to
Goldman Sachs. Indeed, the uncertainty around the scope and size of tariffs may
well tighten financial conditions anyway, just as it did in 2018-19, which could weigh
on capital investment and valuation multiples.

Growing deficits and debt burdens are another concern. Extending the 2017 tax
cuts would leave the total and primary deficit at 6.4% and 3.1% of GDP in FY24, at
uncomfortably high levels given that US debt-to-GDP is roughly 100% and could
reach 130% within a decade. While this may support higher nominal growth near
term, the risk of a rebound in inflation as well as the lurking threat of debt markets
being unwilling to finance such fiscal largesse at prevailing rates could jeopardise
the path of future interest rate cuts.

Trump is the most prominent example of voters voting against incumbent regimes,
with every governing party facing an election in a developed country this year losing
vote share, including Harris, Sunak, Macron and Modi. However, there is no
apparent public appetite for fiscal conservatism and public debt is set to rise above
$100trn in 2024, or about 93% of global GDP, and is projected to reach 100% of
global GDP by 2030, 10 points higher than in 2019. There are significant structural
drivers of the growing public debt burden, including the costs of an aging population,
increasing healthcare and climate adaptation costs, and a step up in defence and
energy security spending due to growing geopolitical tensions. While not
necessarily a problem for the market or the economy in the near term, rising debt-
to-GDP should lead to higher interest rates which could crowd out private
investment and constrain central banks' freedom of manoeuvre.

Another potential challenge comes in the form of above average valuations, with the
S&P 500 forward P/E ratio at 22.2x, ahead of the five-year (19.6x) and 10-year
(19.1x) averages, a decade during which US 10-year Treasuries typically yielded
less than 3%. Earnings forecasts may also prove optimistic, with consensus
earnings growth calling for 9.4% and 14.8% earnings per share growth in 2024 and
2025 respectively. However, valuation needs to be seen in the context of
fundamentals with a historically low interest rate environment, high levels of
profitability and high returns on equity.

Likewise, US market concentration - close to its highest level in a century - poses a
potential risk to future returns. Today, the 10 largest companies make up 36% of
the S&P 500 and trade at a forward P/E ratio of 31x, well above the remaining 490
stocks at 19x. While history suggests it is very difficult to maintain high levels of
sales growth at high profit margins for extended periods of time, we have
consistently argued this concentration (and associated returns and premium
valuations) reflects the economic reality of the digital era where 'winners take most'.
These winners - mostly technology companies - have enjoyed remarkable network
effects, near-zero marginal cost of distribution and customer (or user) bases in the
billions. The advent of Al could serve as a catalyst for non-technology sectors to
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take on more technology-like characteristics and support ‘'supernormal’ future profit
growth more broadly.

We also believe Al has the potential to significantly improve labour productivity,
which would boost economic growth and corporate earnings while constraining
inflation, making valuation concerns something of a moot point. This might already
be happening, with US productivity above 2% on a quarter-on-quarter annualised
basis and running 3.5% above its pre-Covid (2015-19) trendline, according to Piper
Sandler. Al is being adopted significantly faster than prior general purpose
technologies with 40% of Americans having used Al within two years of ChatGPT's
launch versus only 20% of Americans having used the internet within two years of
launch. We are optimistic on the potential for Al to accelerate economic growth.

We are also mindful of the fact that strong equity market returns, particularly when
they coincide with low realised volatility, often beget further strength. While
instinctively it may feel that this is 'as good as it gets', history suggests that similar
periods of strong returns and low volatility (1995, 1997) were followed by further
strength (1996-98). While past performance is not necessarily a guide to future
returns, a low volatility rally does not necessarily presage future market volatility or
poor returns, nor does the duration or magnitude of the current bull market.
According to Canaccord, the median bull market gain since 1957 (defined as a
20%-+ gain off a low) has been nearly 80% and lasted 661 days, versus a c63% gain
over 517 days for the current run through the end of October 2024. Finally, we are
encouraged by the fact that cyclical S&P 500 sectors (consumer discretionary,
financials, industrials and IT) all closed at record highs following the US election
result; similar cyclical breakouts have heralded positive returns for the S&P 500 over
the next 12 months 86% of the time.

Our view is that while a new US regime necessarily involves policy uncertainty, we
remain hopeful that these are unlikely to derail the economy or challenge the
favourable Al investment backdrop. For now, the US economy remains robust with
annualised real (gross domestic product (GDP) growth at c2.5-3% and core PCE at
¢2.5%, which should be a supportive backdrop for risk assets. The stubborn 'last
mile' to reach the 2% inflation target appears to be due to lagged catch-up inflation
in areas such as housing, healthcare and car insurance, which have taken longer
to respond to the increase in market rates or input costs but should continue to
normalise or be ameliorated via productivity improvements. Measures of wage
inflation also appear benign, including the US Employment Cost Index (ECI) which
rose +0.8% in Q3, the lowest increase since 2Q21. Trump's policy priorities around
tariffs and tax cuts will likely be somewhat inflationary, but we assume his sensitivity
to market performance remains a curb on the most extreme outcomes.

We also expect the Fed to adjust policy should the labour market weaken
significantly ("We do not seek or welcome further cooling in labour market
conditions"), but may pause ahead of potentially more stimulative US policy and the
prospect of (inflationary) import tariffs. Indeed, the terminal rate (the anticipated
bottom of the current Fed cutting cycle) has increased from c275bps following the
50bps first cut to c350bps prior to the election, and may increase further with a new
US policy agenda. Treasury yields and real interest rates have already bounced
significantly from mid-September lows (ironically when the Fed began their current
cutting cycle) and equity markets have digested the sharp move higher with
apparent ease: the S&P 500 returned +3% on an c80bps move up in 10-year bond
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yields, the magnitude and speed of which would normally cause a decline in equity
prices.

The market has taken Trump's election and the Republican clean sweep in its stride,
with the expectation of lower taxes and a deregulatory agenda provoking hitherto
elusive 'animal spirits'. We may be moving into a new phase for the economy (and
for markets), with higher nominal economic growth, higher real rates, higher fiscal
deficits, the rebuilding of term premia and somewhat higher inflation. Against this
backdrop, equities can still deliver strong positive returns, but the conditions also
look more conducive to a potential regime change in terms of market leadership.
We have written before about the obstacles for market leadership changes without
significant changes in the structure of the economy or the market, but with new
governments across the world spending aggressively and the rapid proliferation of
the next general purpose technology in the form of Al, the probability of a regime
shift appears to be increasing.

Infrastructure

Infrastructure

Ecofin Global Utilities and Infrastructure, 16 December 2024

The valuation of some parts of the stock market may be high but listed infrastructure
is still undervalued by historical standards, relative to broad market averages and
compared with valuations of private infrastructure assets. We have seen a
revaluation for US utilities this year, leading us to take some profits since the
financial year-end, but this uplift mostly reflects strong earnings rather than a
reassessment, which we think is merited, of the growth opportunities for the sector.

EGL's investment universe comprises businesses providing infrastructure and
services essential for economic activity and progress. Serious weather events make
modern, durable infrastructure all the more important, and climate risk mitigation is
fundamentally reliant on infrastructure companies investing to facilitate the transition
to a cleaner world. The world now invests almost twice as much annually in clean
energy as it does in fossil fuels. This growth is underpinned by strong demand,
continued cost reductions, emissions reduction goals and considerations of energy
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security. In addition, power prices are rising in the US and are attractive versus
historical levels in most European markets. Companies developing, owning and
operating the infrastructure behind the energy transition will, we expect, continue to
be areas of profitable opportunity.

The shares of transportation infrastructure and environmental services (water and
waste management) have generally underperformed utilities this year and we are
adding exposure. We believe these businesses have limited competition and good
pricing power, operational performance is strong, and they contribute to portfolio
diversification. Stock valuations in these infrastructure segments are still low.

GCP Infrastructure, 11 December 2024

The Investment Adviser has witnessed significant early developments in new policy
initiatives from the new Government since their victory in the general election in July
2024:

planning reform was a key agenda item in the new Government manifesto, with
swift changes to the National Planning Policy Framework highlighting ambitions in
increased housebuilding and the development of new onshore renewable energy
generation;

the National Wealth Fund and Great British Energy have been formed with
public funding to accelerate efforts to decarbonise the UK's electricity system and
encourage private funding in UK infrastructure;

mission control has been launched with Chris Stark, former Chief Executive of
the Climate Change committee, in charge of tracking progress towards delivering a
net zero electricity system by 2030 and co-ordinating between Government entities;
and

the merger of the National Infrastructure Commission (“NIC") and the
Infrastructure Projects Authority ("IPA") into a new body, the National Infrastructure
and Service Transformation Authority ("NISTA"), to better support the delivery of
major capital projects.

These new policies support UK infrastructure investment, while new subsidy
regimes for emerging technologies (Net Zero Hydrogen Scheme, Carbon Capture
Business Model) and the expansion of existing regimes (such as the CfD scheme)
offer an attractive opportunity for the UK to drastically scale up the deployment of
new infrastructure.

In the Autumn Budget, announced post year end, the new Government outlined its
plan to address the large deficit and the need for increased investment in the UK's
distressed finances and assets. While taxes and NHS funding grabbed the initial
headlines (including £1.5 billion for new hospital beds and diagnostic centres), the
new Government's commitment to making the UK a clean energy superpower was
a positive reinforcement. The Board believes this presents a material opportunity
for investment and growth in the UK and is needed for the UK to stay on track with
its decarbonisation commitments. The Board is also looking forward to the
announcement of the Government's ten year infrastructure strategy to be published
in spring 2025, along with the newly formed National Infrastructure and Service
Transformation Authority which will be set up to oversee it.
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Where does the Investment Adviser see attractive opportunities in the UK
infrastructure market?

The UK infrastructure market finds itself in a far better position than it was at this
time last year, with aggressive ambitions for deployment of renewables: 60GW
offshore wind, 50GW solar photovoltaic, 30GW onshore wind and 10GW of low
carbon hydrogen capacity, and decarbonisation of the electricity grid by 2030. This
comes alongside policy support in a number of new sectors, including a cap and
floor scheme for long-duration energy storage, and ambitions for four industrial
carbon capture and storage clusters sequestering 20 to 30 million tonnes of carbon
dioxide per year by 2030.

Significant policy developments will be required in the next decade to support
widespread decarbonisation across existing sectors (wind and solar), but also
across a broad spectrum of industries including heat, transport, industry and
agriculture. There are attractive opportunities to benefit from enhanced returns in
new technologies before yields compress, which is an approach the Company has
a legacy of executing. Fundamentally, the ambitions stated will require levels of
investment that have not previously been seen, and this will stretch liquidity in the
market, providing further investment opportunities.

Renewable energy infrastructure

Renewable energy infrastructure

Alex O'Cinneide, CEO, Gore Street Energy Storage Fund, 12
December 2024

Governments across each of the markets the Company is active in continue to
prioritise renewable energy and grid resilience.

In the UK, the newly formed Labour government has set ambitious targets to
increase renewable energy deployment, aiming for 35 GW of onshore wind, 55 GW
of offshore wind, and 50 GW of solar energy by 2030. Although the Investment
Manager believes that the ratio of BESS to renewables will take some time to
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recover from the current suppressed pricing in this market, the rapid deployment of
intermittent generation assets is a clear tailwind for the sector.

The Irish government's Climate Action Plan 2024 targets the share of renewable
electricity to be 80% by 2030, which creates a further system need for flexible assets
such as BESS. Slow grid connections for BESS create a significant barrier to entry,
further supporting the Company's established position within the market. While
market changes are expected, with reductions in scalars seen post-period end from
October 2024, the Investment Manager has developed experience operating within
multiple market constructs. It is, therefore, confident in its ability to successfully
navigate the evolving market dynamics and capitalise on new opportunities as they
arrive.

Germany's policy also supports the investment case for energy storage, backed by
incentives aimed at integrating renewable sources and enhancing grid stability. The
proposed capacity market mechanism would provide an additional long-term
revenue stream for the Company. Germany has set a national renewable energy
target of 80% by 2030 and is also actively participating in European Multi-Regional
Coupling, facilitating energy trading within its markets and across other European
markets, adding further depth and liquidity to the wholesale market opportunity.

In the United States, state-level policies increasingly acknowledge the crucial role
of energy storage in achieving renewable energy goals and modernising the grid.
States like Texas and California, where the Company holds assets, are leading the
way with regulatory frameworks and incentives that support the deployment of
energy storage. In Texas, ERCOT has emerged as the fastest-growing renewable
market in North America, with solar generation forecasted to overtake coal by the
end of the year. As of April 2024, renewable generation reached ¢.38 GW, with a
peak penetration rate of over 69%. California’'s grid operator (CAISO) is forecast to
connect over 38 GW of new solar capacity and significant wind and geothermal
projects to fulfil the state's Renewable Portfolio Standard objectives.

We remain confident that the ITCs will be secured following the US election results
for several reasons. For example, most investment from the IRA has flowed into
Republican states. Furthermore, the US legislative process has historically shown
it is difficult and unlikely for an incoming president to repeal an Act retrospectively,
and there is a relatively short timeline until ITCs are expected to be received given
the progressed status of the two US assets construction schedules.
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Property

Property — UK Commercial Property - Europe Property — Rest of World

Property Securities Property — UK Healthcare Property — UK Logistics
Property — UK Residential

David MacLellan, chairman of Custodian Property Income REIT

While the economic and political picture is still uncertain, the outlook for 2025 is
very much brighter for real estate than at the same time in both of the last two
years. The indicators of an imminent but gradual recovery in capital values
strongly outweigh the risks of continued malaise. Valuations have been flat, and
slightly up since December 2023, while vacancy rates have continued to fall, and
both passing rent as well as estimate rental values have improved, with private
equity becoming increasingly active in the sector. Furthermore, The Bank of
England has cut interest rates twice and the listed real estate sector has seen
ratings improve as share prices narrow the discount to NAV.

Sir Julian Berney, chairman of Schroder European REIT

European occupational markets remain resilient, with most of our sub-markets
benefitting from supply constraints and modest vacancy levels. We are witnessing
a bifurcation in office demand; there is a growing investor and occupier appetite for
centrally located offices that meet building sustainability certifications, while poorer
quality offices are struggling to maintain occupancy, income levels and investor
demand. More broadly, office occupancy rates across Europe continue to tick up,
passing 60% for the first time since the pandemic in October, which is boosting take
up, which increased 6% year-on-year in the first half of 2024.
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E-commerce and evolving supply chain management practices are driving robust
demand for logistics, particularly in urban locations, where stronger rental growth is
anticipated. Retail demand continues to favour open air retail parks, urban 'big box'
units and convenience grocery offerings. Despite a resurgence in physical retail,
shopping centres are facing ongoing challenges, as consumers increasingly prefer
dominant shopping centres that offer a diverse mix of fashion and leisure options.

Looking ahead, we expect to continue reaping benefits from a high-quality portfolio
with strong occupancy rates located in key European cities. As inflation eases and
interest rates fall, we expect sentiment to continue to improve and larger economies
and cities are poised for enhanced growth.

Allan Lockhart, chief executive of NewRiver REIT

We have always held the view that income and income growth over the long term
are key to delivering attractive total returns and so a portfolio which is positioned to
benefit from evolving consumer behaviour is important to ensure that rental
cashflows are sustainable.

The data that we are now accessing and analysing from Lloyds Bank on the majority
of our portfolio by value shows that our portfolio is outperforming the national
position. Absolute in-store spend and online spend connected to the store was up
+5.8% year-on-year through to 30 September 2024, which was an outperformance
relative to the Lloyds Bank Retail and Supermarket benchmark of +2.1%. We
experienced slightly stronger growth in our retail parks of +7.6% relative to our
shopping centres at +4.3%

Interestingly, online spend connected to stores in our portfolio has grown at a much
faster rate than online spend that is not connected to our stores which demonstrates
that stores are playing an increasingly important role in driving retailers' overall
omnichannel performance.

Given the increase in consumer spending in our assets for the 12 months to 30
September 2024, our total occupational cost ratio (OCR) at the half year was 8.6%
versus 8.8% at FY24. We are confident that our rental cashflows are affordable and
therefore sustainable notwithstanding that retail, hospitality and leisure businesses
are facing cost increases as a result of recent UK Budget decisions.

Marcus Phayre-Mudge, manager, TR Property , 29 November 2024
Offices

The bifurcation between the best and the rest continues at pace. The structural shift
in how and where businesses want to use office space is compounded by the
overarching need to improve the energy efficiency of all buildings. Its lack of
popularity is selectively generating opportunities. Here in London, the latest wave
of West End pre-lets is at record-breaking rents of £120 -130 per ft and these levels
are no longer the preserve of small suites deals for price insensitive tenants.
Meanwhile in Docklands, you can have as much space as you want at record low
rents. New developments in the City of London have given occupiers options which
did not exist 15 years ago. Why be in Docklands when you can be close to a major
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rail terminus such as Liverpool or Cannon Street stations. Multi-nodal transport has
driven the growth of new offices in Paddington (British Land) and Victoria (Landsec).

We see the same across Europe with Paris CBD assets massively outstripping La
Defence or other peripheral markets in terms of tenant demand and rental growth.
Paris continues to have the lowest vacancy of the 24 European markets covered by
Savills European Cities Report.

Building quality is also paramount and this is neatly exhibited by data provided by
Derwent London the largest listed specialist London office owner/developer. In the
first half of 2024, their assets valued at over £1,500 per ft fell in value on average
by 0.8%. For those assets valued at less than £1,000 per ft, the fall was 3.5%. These
may seem small numbers but they are just for the last six months and continue a
trend already evident in previous data series.

The good news is that demand for the best space continues to grow. Savills report
that office take up across Europe reached 1.6m sq metres in Q2 2024, a 9%
increase on the same period last year. The first half of 2024 saw a 5% improvement
ahead of the same period in 2023. These figures are lower than the 5 year average,
reflecting the structural shifts but nonetheless encouraging for owners of the best
space.

Retail

The situation across retail markets remains encouraging, particularly in Continental
Europe where consumer spend has been resilient and shopping centre occupancy
is higher than in the UK. Cushman & Wakefield (‘'C&W") track 107 shopping centre
sub-markets and just 2% of locations reported falls in rental values. This is in stark
contrast to the same period a year ago when the figure was 18%. In the 214 high
street markets they cover, 42% reported increased rental growth and 53% reported
steady. Back in 2022, the combined figure was just 22%. The conclusion, and we
see it in the reported data from our listed companies, is that rents have reached
their low points and in many markets are climbing again.

In the UK, the strongest sector remains retail warehousing and tourist focused towns
and cities. MSCI reported a +8.8% total return for the first nine months of 2024 from
this sector. We have been strong advocates for this sub-sector for several years.

We continue to see a dispersion in performance between the UK and Continental
European retail markets. The data from C&W highlights this. The malaise in UK
shopping centres has been documented in this report over many years. However,
there is some renewed optimism towards this sector driven by the broadening
consensus that major retailers have right-sized their occupational requirements. In
some instances they are seeking larger stores in the dominant centres to provide
an even fuller offer to consumers.

Industrial and Logistics

For the first time in several years, the message from this sector is not one of
universal unbridled optimism. There are hints of caution in various markets. In the
UK, rents have grown rapidly and whilst they continue to grow, the rate of growth is
slowing. JLL reported an increase of 1.7% in headline rents in the second quarter
of 2024 across the 32 UK logistics markets that they track. The figure for the last 12
months was a very healthy 5.0% but that was a slowdown from 9.5% in the previous
12 months. Take up mirrors this slowing data with 2023 only matching the 10 year
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average and 2024 looking likely to undershoot given that the first half was only 79%
of the decade average.

However, any pessimism must be tempered by the fact that supply of 39.4m sq ft
represents just 18 months' take up. Nationwide availability for grade A logistics is
back to 9%, a figure last seen pre-pandemic. We expect the 5% rental growth (12
months to June) will slow further in the second half and the figure for 2024 will
definitely fall below the 10 year average (2014-2023) of 6.6% per annum. It is
interesting to note that investors continue to buy the sector (in preference to any
others) with volumes of £2.7bn in the first half of 2024 close to matching the £2.8bn
seen in the same half in 2023.

The situation in Continental Europe is similar but slightly more attractive for several
reasons. Structural growth across the region continues with more onshoring/
nearshoring, particularly in the cheaper eastern markets. The Czech Republic
continues to have the lowest vacancy (3.1%). Bifurcation is evident, with logistics
platforms constantly seeking to optimise locations and building efficiencies. Urban
markets continue to see the most rapid rental growth due to lack of availability.
Vacancy levels remain at record lows in Dublin (1.7%) but Barcelona has risen from
2.3% to 4.6% in a year and in Madrid the figures are much poorer with vacancy now
at 12.2%. Average vacancy is now 6% across the whole region and rental growth,
whilst positive (2.2% annualised), has slowed from 5.8% a year earlier. For our
portfolio, the attraction in the Continental European markets remains the exposure
to development opportunities where we still see excellent returns and good demand
for new build.

Residential

The structural undersupply persists across virtually all markets. Regulated (or
partially controlled) rents across Germany, Sweden, Ireland, France and Scotland
stifle development and ensure only modest rental growth. Exposure to Germany
dominates the listed space and we have maintained a broadly neutral position.
Building permits have been in steady decline, leading to historically low completion
numbers.

Berlin remains a market where the gap between regulated and open market rent
remains widest. It continues to rank as one of the cheapest cities to rent in, as a %
of post-tax disposable income (that is, if you can find an apartment). New
apartments can be let at open market value, at least initially and that figure is,
according to JLL, 17.6% ahead of a year earlier. A quite staggering impact of
undersupply.

Open market regimes such as the UK have continued to see strong rental growth,
given wage growth and employment levels. Finland, where Helsinki dominates, has
been the one urban market where rents have fallen due to oversupply.

Alternatives

As a loose collective of all sectors which are not office, retail, residential or
industrial/logistic, this group continues to grow in importance. Purpose-built student
accommodation ('PBSA') remains an important part of our investment universe. We
would very much like to have more exposure to Continental European PBSA where
we see consistent demand, affordability and, crucially, better university funding
models than the UK. Research by JLL notes that no UK city is in the 10 most
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undersupplied cities, yet the UK boasts 6 out of the 10 cities with the strongest
demand. The conclusion is that the UK is a much more mature market but
nonetheless capable of sustained rental growth. Many European cities are
experiencing strong demand but it is patchy, with the most affordable and those with
the strongest international draw seeing the most growth.

Self storage continues to be of interest as share prices of all three listed operators
have recovered from concerns around slowing growth as markets normalised in a
post pandemic environment. Data from the Self Storage Association does show
falling occupancy nationwide (from 79.5% to 77.5% for mature stores) but, as we
have maintained for many years, the larger listed names have much more market
presence and digital reach than the vast array of small operators.

Operators of healthcare and senior living businesses have seen pressure on
margins from wage inflation, whilst top line growth remains subdued. In the UK,
primary healthcare providers are stuck with the state regulator (the Valuation Office)
restricting rent increases which prevents the funding of new facilities. Frustrating for
all involved.

Debt and Equity Markets

Capital raised in the first nine months of 2024 has reached €20.4bn, almost double
the amount raised in 2023 (€10.4bn) and back to the 2020 figure (€20.5bn). EPRA
reports that the weighted average coupon rate which peaked in 2023 at 5.1% has
dropped to 4.2% so far this year and will fall further in the final quarter of 2024. It is
also encouraging to note that only 8.8% (down from 10% six months ago) of all
listed debt is due to mature in the next 12 months.

It should be noted that these figures relate to new issuance. Some of which will be
required to replace existing/expiring lines of credit. There continues to be a large
amount of restructuring, extending and renegotiation given the ongoing maturity of
low interest vintage loans across our universe. However, these published statistics
are a useful indicator of the improving capital environment for debt markets.

Equity issuance has been stronger than in the same period last year.
Outlook

In the Annual Report, | reviewed how the expectation of a peak in the interest rate
cycle and the correction in the cost of debt had resulted in us turning our focus from
the liability side of balance sheets back towards the asset side. After two years of
focusing on the debilitating impact of ballooning debt, we returned to identifying
which companies have returned to organic growth and who has the strongest
financial position to take advantage of market opportunities. This shift from
defensive to offensive thinking by the investment community has resulted in more
M&A and more capital being raised. We expect more of this as the current cycle
continues.

Investors want larger, stronger listed real estate companies. They want to capture
economies of scale and they want accretive acquisitions. We have already
witnessed (and benefited from) a considerable amount of corporate activity but there
is more to go.

As the cost of capital falls, the number of privatisations (as opposed to
consolidation) also continues. Boards of all small listed property companies need to
be proactive. Do not allow the sins of the past, such as non-alignment of
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management contracts leading to a lack of focus on shareholder returns, to
dominate future behaviour.

Whilst this heightened level of corporate activity is a useful valuation underpin, the
focus remains on identifying growth opportunities for well financed property
companies with high quality portfolios. We are in a bifurcated universe with the best
buildings in the superior locations attracting good tenant demand, whilst the
remainder struggle.
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