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We are entering a new post-Covid regime. Inflation 
and rates are higher than in recent years and both 
are set to moderate the significance of market 
returns as central banks pivot to fight fires 
regionally rather than bolster the wider, global 
economy.

Stock selection is increasingly important to an overall return 
profile, and the opportunities for skilled, high conviction 
managers to add active returns will significantly outweigh the 
opportunity for market returns.

Turbulent times

A quick look in the rear-view mirror and the detritus of recent times isn’t far behind us. As a nation we’ve experienced significant 
turbulence; a divisive split from the European Union, rocked capital markets with the short-lived “Trussonomics” administration,  
a cost-of-living crisis, industrial unrest at multi-decade highs, and a well-publicised and controversial North/South High Speed 2 
(HS2) railway network that still appears just out of reach. 

The abandonment of HS2 is estimated to save the government £36bn, and with tax revenues forecast to rise to just shy of 38% of 
GDP by 20281, could a dose of fiscal stimulus be on the cards to ignite the UK’s growth engine? Probably not. Pro-growth 
measures during a period of high inflation will undoubtedly pique the interest of the Bank of England’s Monetary Policy 
Committee (MPC), and a push/pull between fiscal and monetary policy will not help the credibility of an increasingly ill-favoured 
conservative government. 

With a general election looming and a shift in power looking ever-more likely, Labour party leader, Sir Keir Starmer, has already 
committed to not raising income taxes or VAT. But, with the general public encouraging investment in public services, and 
parliament still haunted by the ramifications of unfunded spending some 12 months ago, something has to give. As the UK 
Consumer Price Index (CPI) falls and base rates looked to have peaked in this cycle, there may be some comfort for UK-based 
corporates and consumers alike, that the nadir of the squeeze is behind us. 

No plain sailing 

There is no denying that challenges lie ahead. Interest rates are higher than they have been in decades. The full effect on the 
consumer is likely to drip through in the coming years as fixed rate mortgages refinance. And economic signals are frequently 
diverging both domestically and overseas too; this is particularly relevant to the swathes of the UK market generating 
international earnings. 

Geopolitically, we keep a close eye on the tragedies unfolding in the Middle East. Humanitarian welfare remains a priority. 
Although trivial in comparison, knock on impacts will undoubtedly occur. An escalation of the Israel/Hamas conflict into Iran, 
Lebanon, or involving the US could result in a supply-driven oil price rally to around US$150/bbl. This could lead to a period of 
supernormal profits for UK-listed oil majors, but the impact on consumer budgets and corporate expenses will be profound.

1Source: Office of Budget Responsibility, November 2023.
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Until now, the impact of government debt on interest payments has been moderated by the decline in market interest rates. This 
looks set to change. Chancellor, Jeremy Hunt, recently warned that the government needs to locate an extra £23bn to service its 
debt compared with March 2023, due to the recent gilt sell-off. Forecasts predict that this could mean the UK will allocate 3% of 
Gross Domestic Product (GDP) solely to paying its outstanding debt obligations over the coming years, versus 1% two years ago.

UK valuations are already well below their long-term average, and this is compounded as one descends the capitalisation 
spectrum. To illustrate, the FTSE Small Cap (ex losses) now yields a premium to the FTSE 250 (ex losses), which itself delivers a 
premium versus the FTSE 1002. Many of these businesses are in sound financial positions, so when stable dividends meet 
irrational selling pressure, mathematical oddities can occur leaving investors feeling all at sea. 

Is the tide turning?

Considering our base case environment where rates are higher for longer, supportive statistics do exist – corporate debt and 
deposits as a percentage of GDP remain historically attractive, and as quality focussed managers this only broadens the universe 
that we are able to search in. By navigating portfolio construction in a core, style agnostic manner we mitigate extreme style risk 
– high growth portfolios are set to encounter challenges in an extended period of elevated interest rates. 

The opportunity that lower valuations present is extreme, enabling both income and growth to thrive. Dividends are such an 
important and integral component of UK total returns. And we remain of the view that companies in quality financial positions 
are set to outperform given the propensity to weather choppy market environments whilst continuing to return capital to 
shareholders. We think that areas such as tobacco, oil and gas, pharmaceuticals, and miners are all set to benefit from this trend, 
particularly in a risk-off environment, which bodes well for the UK Blue-chip index.

Reasons to be cheerful

We view stable-dovish policy as a key catalyst that could spark a rebound in the recently observed small and mid-cap 
underperformance, particularly as these businesses have gone on to materially outperform in the immediate periods following a 
peak in interest rates. With UK small and mid-cap earnings forecast to grow by over 22% in 20242, the prospects of upgrades and 
re-ratings are increasingly considered. Areas such as the housebuilders have fared very well in 2023 despite the hawkish rhetoric 
– now with a dovish tailwind. The outlook is bright, and we believe there is scope for continued outperformance through 2024.

2Source: Bloomberg as of 31 October 2023.
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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.

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. 
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