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‘The reopening of China could help avoid
a global economic recession’

This month we highlight several important aspects of our 2023 outlook,
released in December 2022. Specifically:

+ Monetary policy expectations in 2023 will continue to be an important
determinant of market direction and style leadership. While the key Zehrid Osmani
rate-setting meetings in December were hawkish in tone, there is an Head of Global Long-Term Unconstrained
ongoing possibility that central bank resolve to tackle inflation in 2023
could be superseded by a rapidly deteriorating macroeconomic backdrop. Although this is not the rhetoric from central
bankers at the moment, due to the importance of maintaining credibility, we could see a game of ‘chicken’ developing during

the course of 2023, should leading indicators continue to deteriorate.

«  We maintain our view that a sharp slowdown at the global macroeconomic level is the most likely scenario - with economic
momentum in part determined by China. On the macroeconomic front, global economic momentum will in part be
determined economic momentum in China, given it is the second-largest economy globally. After the sudden and rapid shift
in policy stance on Covid from the Chinese authorities, our central view is that China’s reopening could increase the
likelihood of the global economy avoiding a recession in 2023.

+ The reopening of the Chinese economy could prove very supportive for European companies. Europe, and companies
quoted on European stock exchanges, are exposed to China by some noticeable measure, and are dependent on its economic
cycle, particularly some of the Consumer and Industrial companies. More positive and sustained momentum in the Chinese
economy could therefore be supportive for Europe, in our view.

Below, we outline our thoughts on monetary and central bank policies, the macroeconomic outlook, and include an updated view
on China’s zero-Covid policy from our 2023 outlook. We have also provided our summary of key indices both over December
and 2022.

Monetary policies will dictate market volatility and market direction in 2023

+ Macro backdrop will continue to dominate markets
+ Monetary policy expectations to drive style leadership between Growth and Value

+ Any firm evidence of inflation peaking could lead to a downward adjustment in monetary policy expectations, supportive for
both equity markets and Quality Growth stocks

- Central bankers’ focus remains on inflation, but could shift towards growth in 2023 if recessionary concerns grow

Looking to 2023, we believe monetary policies will remain the key determinant of both equity market direction and style
leadership between growth and value. Shifting monetary policy expectations have been the dominant driver of share price
returns in 2022. We expect this to continue whilst we remain in an environment uncertain about inflation and around how much
central banks should raise interest rates to combat inflationary pressures. In 2022, central banks were clear about their focus on
inflation - effectively changing tack from propping up growth, to doing “whatever it takes” to reduce inflationary pressures.
During the course of 2023, should inflationary prints overshoot expectations, monetary policies will likely need to be adjusted
further upwards. This will weigh negatively on equity returns and, in turn, on the Quality Growth style, to the benefit of Value.
Inversely, as seen with December’s inflation prints, if inflation undershoots, monetary policy expectations will adjust downwards.
This will be more supportive for equity markets, and for the Quality Growth style.
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There is a likelihood that central banks start turning their attention towards growth, if recessionary concerns become significant,
as we detail below.
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Source: Martin Currie and FactSet, as 30 November 2022. CPl is shown to 31 October 2022.

The macro-economic outlook is pointing to a sharp slowdown globally in 2023, with Europe already likely entering into
stagflation

 Leading indicators are continuing to weaken across regions
A sharp slowdown in global economic growth remains our core scenario

+ China's economic cycle will dictate global cycle momentum in 2023, with the sudden covid policy shift and rapid reopening
likely to lead to a more supportive backdrop

- Stagflation is the more likely scenario in Europe, for now, although once again China will influence the momentum in that
region too

« The US should also see a sharp slowdown in economic growth, but could avoid a recession

With leading indicators continuing to deteriorate across key regions globally, both on the manufacturing and services side, we
believe 2023 will be a year of low global growth. The US could avoid a hard landing, but Europe is likely to be heading into
stagflation.

Over the next 12 months, we maintain our probability of sharp slowdown in global economic growth at 65-70%, and the
probability of stagflation at 30-35%. A key determinant of the global economic cycle will be the Chinese economy, being the
second-largest globally. It will be difficult to predict the momentum in the Chinese economy, given the sizeable increase in Covid
cases since China’s sudden and rapid U-turn on its zero-Covid tolerance. The policy shift , and a full re-opening of the Chinese
economy, is likely to lead to a rapid improvement in Chinese leading indicators, which should in turn lead to an improvement in
the global economic cycle.

For Europe, whilst we maintain our probability of stagflation at 70%, with the expectation of sharp slowdown at only around 30%,
it is worth highlighting that Europe’s economic momentum will be significantly influenced both by Chinese leading indicators,
(given its exposure to that economy), and the more cyclical exposure of European regional markets. A positive stance on China’s
economic cycle could lead to a more positive stance on Europe’s economic outlook as well.
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As we make our way through winter any renewed risk of energy rationing could apply further downward pressure in economic
activity during the second half of the year. As a result, energy supply risks in Europe may come back into focus during the
summer and beyond.
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Source: Martin Currie, FactSet and OECD as at 30 November 2022.

Central Banks will be playing a game of chicken in 2023

+ The anticipated pivot from central banks will be a focal point throughout 2023

- Weaker economic momentum could test the resolve of central banks to prioritise dampening inflation, particularly for those
central banks with dual mandates relating to inflation and economic growth

+ We could foresee a situation whereby central banks temporarily tolerate an inflation level in the 3-5% range, should economic
recession become a significant risk

+ The anticipation and timing of central bank pivots could mean high volatility in markets, and across Growth and Value styles

« We believe that the anticipation of central banks merely ending their hiking cycle, rather than announcing a policy shift to
cutting rates, could be enough to bring support to equity markets and to the Quality Growth style of market leadership

In 2023, we believe that central banks are faced with a game of ‘chicken’: their resolve to fight off elevated inflation could be
superseded by their concerns for economic growth, especially if sharp deterioration in economic momentum increases the
likelihood of recession. This is particularly the case for central banks with dual mandates relating to inflation and growth, such as
the US Federal Reserve (Fed), but could also be the case for other major central banks such as the European Central Bank (ECB).
We could, therefore, have a scenario where central banks tolerate a somewhat higher inflation level of c.3-5%, to prevent pushing
economies into recession. Could the Fed return to the average inflation targeting policy that it briefly took up before inflation
escalated to current levels? It will be an interesting aspect to observe.

One sure prediction for 2023 is that the word “pivot” will be used aplenty, and central bank pivots will be an extensive talking
point. The timing of monetary policy pivots, and anticipation of such events, will drive market volatility and generate a healthy
bull-bear debate in markets.

That said, markets may not need central banks to pivot from rate hikes to rate cuts to bring support for equity markets; all that
might be required is a stabilisation in interest rate expectations and anticipation of the end to the hiking cycle. This could be
supportive in our view, both for equity markets, and Quality Growth style leadership versus Value.
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Key markets, sectors and asset class indices moves over one, three and six months

World Equity Indices Performance (%) local currency

MSCI World Sector Performance (%) local currency

MSCI AC World / Utilities -1G I —
o -
Brazil Bovespa Index J—
S&P/BMV IPC MSCI AC World / Real Estate -1G S
MSCI EM Latin America e ———————— orld/ Real Estate —
India S&P BSE 100 —
SSE 180 Index — MSCI AC World / Energy -SEC —
Hang Seng Index
Japan Nikkei 225 —_— MSCI AC World / Materials -SEC _—
MSCIAC Asia ex JP ——— erie/ Materias —
e e ~ —— ! [
OMX Copenhagen 20 ‘ MSCI AC World / Industrials -SEC
OMX Stockholm 30 e —
France CAC 40 MSCI AC World / Communication Services -SEC ——
1BEX 35 o —— —
o ey p— MSCI AC World / Information Technology -SEC —— —
FTSE 250 o ——
FTSE 100 e —— MSCI AC World / Financials -SEC P —
MSCI Euro —
MSCIEU  e—
MSCI Europe ex UK —— MSCI AC World / Consumer Staples -SEC S —
MSCI Europe T —
Dow Jones —_— MSCI AC World / Consumer Discretionary -SEC —
Nasdaq ————
S&P 500 —_— E I
MSCI AC World o g — MSCI AC World / Health Care -SEC —
MSCI AC World ——
(15%) (10%) (5%) o 5% 10% 15% 20%
(15%) (10%) (5%) o 5% 10% 15% 20% 25%
m6mth W3mth mimth mémth m3mth mimth
MSCI Europe Sector Performance (%) local currency S&P 500 Sector Performance (%) local currency
MSCI Europe / Utilities -IG R — S&P 500 / Utilities -SEC |
MSCI Europe / Real Estate -IG p— S&P 500 / Real Estate - SEC —
MSCI Europe / Energy -SEC i S&P 500 / Energy -SEC ™
MSCI Europe / Materials -SEC _— S&P 500 / Materials -SEC e ——
MSCI Europe / Industrials -SEC - S&P 500 / Industrials -SEC —————
MSCI Europe / Communication Services -SEC e — S&P 500 / Communication Services -SEC I— |
MSCI Europe / Information Technology -SEC ———————— S&P 500 / Information Technology -SEC oy —
MSCI Europe / Financials -SEC |__ S&P 500 / Financials -SEC —_—
MSCI Europe / Consumer Staples -SEC e B S&P 500 / Consumer Staples -SEC e
MSCI Europe / Consumer Discretionary -SEC — S&P 500 / Consumer Discretionary -SEC i
MSCI Europe / Health Care -SEC . — S&P 500 / Health Care -SEC -
(15%) (10%) (5%) ) 5% 10% 15% 20% (20%) (15%) (10%) (5%) © 5% 10% 5%  20%  25%  30%
m6mth m3mth Wimth m6mth m3mth mWimth
Bond Markets Currencies Performance (%)
Spain 10Y Yield (TP) China Renminbi per U.S. Dollar -
Spain 2Y Yield (TPI) Eees——
Italy 10Y Yield (TPI) I ——————_ Mexican Peso per U.S. Dollar -i
Italy 2Y Yield (TPI) - —-
i I ]
France 10Y Yield (TPI) e Brazilian Real per U.S. Dollar -
France 2Y Yield (TPI) eEsssss————
Germany10Y Yield (TPI) —_——— Russian Rouble per U.S. Dollar T e
Germany 2Y Yield (TPI) ——
United Kingdom 10Y Yield (TPI) - ———aaa Indian Rupee per U.S. Dollar r
United Kingdom 2Y Yield (TPI) e
Japan10Y Yield (TPI) [ . Australian Dollar per U.S. Doll —
per U.S. Dollar
Japan 2Y Yield (TPI) X r
Ted Spread — Japanese Yen per U.S. Dollar —
US10Y - 2Y Yield Spread ——
US 30Y T-Bond Yield (TPI) f——————— British Pounds per U.S. Dollar —f
US10Y T-Note Yield (TPI) .
US 5Y T-Note Yield (TPI) — Euro per U.S. Dollar d‘
US 2Y T-Note Yield (TPI) "
(1%) o 1% 2% 3% 4% 5% (5%) (10%) (5%) o 5% 10% 15% 20% 25% 30%  35%  40%
W6mth ®W3mth ®imth B Today m6omth m3mth Wimth
Hard Commodities & Energy Performance (%) local currency Soft Commodities Performance (%) local currency
Nickel (IMC INR/kg) Continuous y— Sugar #1 (IFUS $/Ibs) Continuous S
Aluminium (IMC INR/t) Continuous e — Orange Juice (IFUS $/Ibs) Continuous —
High Grade Copper (NYM $/lbs) Continuous " — Lumber (CME $/bft) Continuous ——
Iron Ore 62% Fe, CFR China (TSI) (NYM $/mt) Continuous _“ Cotton #2 (IFUS $/Ibs) Continuous _‘
Silver (NYM $/0zt) Continuous _ Coffee (IFUS $/lbs) Continuous e
Gold (NYM $/0zt) Continuous — Cocoa (IFUS $/mt) Continuous —
Natural Gas (NYM $/mmbtu) Continuous T Wheat (Chicago) - Continuous Contract ———
Brent Crude (IFEU $/bbl) Continuous — Soybeans (CBT $/bu) Continuous e
Crude Oil WTI (NYM $/bbl) Continuous _— Rough Rice (CBT $/cwt) Continuous —
GS Commodity (CME) Continuous — Oats (CBT $/bu) Continuous —
Bloomberg C dity (CBT) Conti = Corn (CBT $/bu) Continuous a—
(50%) (40%) (30%) (20%) (10%) o 10% 20% 30% 40% (50%)  (40%)  (30%) (20%) (10%) o 10% 20% 30%

m6mth m3mth mimth m6mth m3mth mimth

Past performance is not a guide to future returns.

Source: Martin Currie and Factset as at 31 December 2022.
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Key markets, sectors and asset class indices moves over 12 months
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Past performance is not a guide to future returns.

Source: Martin Currie and Factset as at 31 December 2022.
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Important information

This information is issued and approved by Martin Currie
Investment Management Limited (‘MCIM’), authorised
and regulated by the Financial Conduct Authority. It does
not constitute investment advice. Market and currency
movements may cause the capital value of shares, and the
income from them, to fall as well as rise and you may get
back less than you invested.

The information contained in this document has been
compiled with considerable care to ensure its accuracy.
However, no representation or warranty, express or implied,
is made to its accuracy or completeness. Martin Currie has
procured any research or analysis contained in this document
for its own use. It is provided to you only incidentally and any
opinions expressed are subject to change without notice.

This document may not be distributed to third parties. It

is confidential and intended only for the recipient. The
recipient may not photocopy, transmit or otherwise share this
document, or any part of it, with any other person without
the express written permission of Martin Currie Investment
Management Limited.

This document is intended only for a wholesale, institutional
or otherwise professional audience. Martin Currie Investment
Management Limited does not intend for this document to
be issued to any other audience and it should not be made
available to any person who does not meet this criteria.
Martin Currie accepts no responsibility for dissemination of
this document to a person who does not fit this criteria.

The document does not form the basis of, nor should it be
relied upon in connection with, any subsequent contract

or agreement. It does not constitute, and may not be used
for the purpose of, an offer or invitation to subscribe for or
otherwise acquire shares in any of the products mentioned.

Past performance is not a guide to future returns.

The distribution of specific products is restricted in certain
jurisdictions, investors should be aware of these restrictions
before requesting further specific information.

The views expressed are opinions of the portfolio managers
as of the date of this document and are subject to change
based on market and other conditions and may differ from
other portfolio managers or of the firm as a whole. These
opinions are not intended to be a forecast of future events,
research, a guarantee of future results or investment advice.

For wholesale investors in Australia:

Any distribution of this material in Australia is by Martin
Currie Australia (MCA). Martin Currie Australia is a division
of Franklin Templeton Australia Limited (FTAL), (ABN 76 004
835 849). Franklin Templeton Australia Limited is a wholly
owned subsidiary of Franklin Resources, Inc., and holds an
Australian Financial Services Licence (AFSL No. 240827)
issued pursuant to the Corporations Act 2001.

For institutional investors in the USA:

The information contained within this presentation is for
Institutional Investors only who meet the definition of
Accredited Investor as defined in Rule 501 of the United
States Securities Act of 1933, as amended (‘The 1933 Act’) and
the definition of Qualified Purchasers as defined in section 2
(a) (51) (A) of the United States Investment Company Act of
1940, as amended (‘the 1940 Act’). It is not for intended for
use by members of the general public.

Martin Currie Investment Management Limited, registered in Scotland (ho SC066107)
Martin Currie Inc, incorporated in New York and having a UK branch registered in Scotland (ho SFoo0300),

Both companies are authorised and regulated by the Financial Conduct Authority. Martin Currie Inc, 280 Park Avenue New

2nd Floor, 5 Morrison Street, Edinburgh EH3 8BH
Tel: (44) 131 229 5252 Fax: (44) 131 222 2532 www.martincurrie.com

York, NY 10017 is also registered with the Securities Exchange Commission. Please note that calls to the above number and

MARTIN CURRIE

A Franklin Templeton Company

any other communications may be recorded.

© 2023 Martin Currie Investment Management Limited.



