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A more supportive backdrop despite challenges

A monetary policy pivot could benefit European quality
growth companies
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In the face of economic uncertainty, European equities offer opportunities
for the selective quality growth investor. In 2024, we foresee inflation to be
stickier and longer lasting with slower economic growth, particularly in the
US and China. In Europe and the UK, we continue to forecast ongoing

stagflation. Despite the muted growth outlook, the expected pivot by the
European Central Bank (ECB), and other central banks, has the potential to . .
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European equities also offer more valuation support relative to history and

investors in structural growth segments such as high-end consumer goods,

energy transition and disruptive technology.

Inflation is likely to continue to ease in 2024, but there remains the risk of persistent inflationary pressures. The result of: (i) wage
inflation, (i) deglobalisation, (iii) technological and geopolitical fragmentation, and (iv) energy transition.

Wage inflation is the predominant contributor. Although easing in some geographies, it has the potential to persist as wages
need to catch up with the elevated Consumer Price Index (CPI) levels. This sticky inflationary backdrop is likely to put more
downward pressure on corporate margins. It is therefore, in our view, critical to focus on companies that have pricing power and
are able to protect their margins effectively.

Monetary policies have peaked or are close to peaking. We do not expect any cuts from the European Central Bank (or any
western central bank) until the second half of 2024, neither do we think they will hit their inflation targets until 2025. Central
banks have shifted towards being data dependent and reactionary in their policies. This can fuel further volatility, as the markets
speculate on central bank policies each time new inflation data is released. Given such environment it is important for investors
to look at the bigger picture. When the time comes and central banks do pivot towards rate cuts, we believe this will provide
more support for long-duration equities, particularly quality growth stocks.

rr We see opportunities for

long term investors in
structural growth segments
such as high-end consumer
goods, energy transition and
disruptive technology. “




European stagflation to remain in 2024, with lacklustre corporate earnings growth

In 2024, Europe’s leading indicators point to a backdrop of continuing stagflation. The region is more cyclically sensitive to both the
global and Chinese economic cycles. These show signs of losing momentum, due to the impact of last year’s rapid interest rate rises,
slowing US economic growth (with the potential risk of recession), and China’s post-lockdown reopening tailwind dwindling. The
Inflation Reduction Act in the US could potentially have negative implications for European competitiveness, which could lead to
further nationalistic tensions between blocs.
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Source: Martin Currie, FactSet and OECD. As at 31 October 2023.

Against this backdrop we believe investors need to focus on companies with strong structural growth opportunities. Companies
that can generate their own weather in an environment of low growth. In Europe, one such opportunity is high end consumption,
which is gained through luxury stocks.

The magnitude of rates rises will likely bite the consumer in our view, with the impact likely to be more marked in mass-market
consumption. It is therefore important to be selective on consumer stocks. Our preference is for well-established luxury names
and those mass-market brands with strong momentum, notably sports-apparel. These are more immune to some of the cyclical
headwinds that we foresee in 2024. Downtrading and private labelling, the purchase of cheaper brands, and retailers using their
labels on other manufacturers brands will be notable trends.

Although slowing Chinese growth is a headwind to European consumer stocks, any speculation of stimuli to the Chinese
economy will be supportive to these companies. Therefore, focusing on structural growth becomes even more important. We put
a probability of further stimuli in China at c.60-70% for 2024, given that the authorities will have to tackle structural headwinds,
and slowing economic momentum.

Against this backdrop we believe investors need to focus on companies with strong structural
growth opportunities. Companies that can generate their own weather in an environment of
low growth.
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Looking at wider structural growth opportunities, there is the ongoing focus on investing for a transitioning world towards net-zero
and the seismic shift brought on by Artificial Intelligence. The rate of innovation is likely to continue to increase, and with it,
disruption risk to traditional businesses is likely to continue to rise. We continue to focus on eight mid-term thematic opportunities,
which sit within our three mega-trends of Demographic Changes, Future of Technology, and Resource Scarcity.
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European stocks are attractively valued - but Forward P/E (FY1) of given equity markets

valuation discipline remains critical 0 -

European equity valuations continue to provide an 25 |
attractive opportunity, trading at discount to both their .
cyclically adjusted ten-year averages and to US equities.

This can partly be explained by the outsize influence of the =15
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stagflation, consensus estimates of +6% growth seem too

high to us (we estimate +3%). This brings the risk of
Source: FactSet as at 30 November 2023.

earnings downgrades, meaning it is important to focus on
companies with resilient earnings. Companies that can
resist downward revisions, or that can actually surprise
positively, notably if helped by exposure to structural
growth drivers.

Source: FactSet. Forward PE as at 30 November 2023.

Risks remain in 2024

Even if we are entering a year where monetary policies will become more supportive for financial markets, risk remain. The most
pertinent for European equities are:

@A the geopolitical risks related to China, given the sensitivity of Europe to the China and Global cycle
XC&Z the European parliamentary elections, where the risk could be a shift towards the right, impeding EU policy initiatives

(@ energy independence, and the ongoing risk related to securing alternative energy sources.

Even adjusting for the prominence of technology stocks in the US index, European equities still
have supportive valuations versus the US. It is in any case important to remain disciplined in
terms of valuation approach, which we always assess on a stock specific basis. “
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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.

Please note the information within this report has been produced
internally using unaudited data and has not been independently
verified. Whilst every effort has been made to ensure its accuracy,
no guarantee can be given.

Some of the information provided in this document has been
compiled using data from a representative account. This account
has been chosen on the basis it is an existing account managed
by Martin Currie, within the strategy referred to in this document.
Representative accounts for each strategy have been chosen

on the basis that they are the longest running account for the
strategy. This data has been provided as an illustration only,

the figures should not be relied upon as an indication of future
performance. The data provided for this account may be different
to other accounts following the same strategy. The information
should not be considered as comprehensive and additional
information and disclosure should be sought.

The information provided should not be considered a
recommendation to purchase or sell any particular strategy
/ fund / security. It should not be assumed that any of the
securities discussed here were or will prove to be profitable.

It is not known whether the stocks mentioned will feature in any
future portfolios managed by Martin Currie. Any stock examples
will represent a small part of a portfolio and are used purely to
demonstrate our investment style.

The analysis of Environmental, Social and Governance (ESG)
factors forms an important part of the investment process and
helps inform investment decisions. The strategy/ies do not
necessarily target particular sustainability outcomes.

Risk warnings - Investors should also be aware of the following
risk factors which may be applicable to the strategy shown in this
document.

« Investing in foreign markets introduces a risk where adverse
movements in currency exchange rates could result in a
decrease in the value of your investment.

« This strategy may hold a limited number of investments. If
one of these investments falls in value this can have a greater
impact on the strategy’s value than if it held a larger number of
investments.

+ Smaller companies may be riskier and their shares may be less
liquid than larger companies, meaning that their share price
may be more volatile.

« Emerging markets or less developed countries may face more
political, economic or structural challenges than developed
countries. Accordingly, investment in emerging markets is
generally characterised by higher levels of risk than investment
in fully developed markets.

« The strategy may invest in derivatives Index futures and FX
forwards to obtain, increase or reduce exposure to underlying
assets. The use of derivatives may result in greater fluctuations
of returns due to the value of the derivative not moving in line
with the underlying asset. Certain types of derivatives can be
difficult to purchase or sell in certain market conditions.

For wholesale investors in Australia:

This material is provided on the basis that you are a wholesale
client. MCIM has entered an Intermediary arrangement with
Franklin Templeton Australia Limited (ABN 76 004 835 849) (AFSL
No. 240827) (FTAL) to facilitate the provision of financial services
by MCIM to wholesale investors in Australia. Franklin Templeton
Australia Limited is part of Franklin Resources, Inc., and holds an
Australian Financial Services Licence (AFSL No. AFSL240827)
issued pursuant to the Corporations Act 2001.

Martin Currie Investment Management Limited, registered in Scotland (no SC066107)

MARTIN CURRIE

A Franklin Templeton Company

Martin Currie Inc, incorporated in New York and having a UK branch registered in Scotland (no SFo00300),
2nd Floor, 5 Morrison Street, Edinburgh EH3 8BH

Tel: (44) 131229 5252 Fax: (44) 131 222 2532 www.martincurrie.com

Both companies are authorised and regulated by the Financial Conduct Authority. Martin Currie Inc, 280 Park
Avenue New York, NY 10017 is also registered with the Securities Exchange Commission. Please note that calls
to the above number and any other communications may be recorded.
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