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Despite widespread predictions of a tumultuous year,
financial markets in 2023 proved to be more resilient
than many anticipated. The year was characterised by
aremarkable ability to adapt to unforeseen challenges
and avoid the direst forecasts.

Global economic growth, while slower than in previous
years, did not plummet as some had feared. The United
States and Japan, in particular, demonstrated
unexpected resilience in the face of global headwinds.
China's re-emergence from its lockdown, while not as
dramatic as some had hoped, was nonetheless smoother
than expected.

Inflation, which had been a major concernin 2022,
surprised many by falling sharply across the globe.

The feared credit defaults and collapse of private assets,
which were anticipated due to the excesses of the previous
low-interest-rate environment, did not materialise. While
the private capital raising environment has undoubtedly
become more challenging, there have been no significant
signs of a widespread private asset crisis.

Despite these positive developments, the performance
of “the Magnificent Seven” technology giants
overshadowed many global and US equity managers.
These tech titans, with their significant exposure to
artificial intelligence (Al) innovation, continued to
outperform the broader market.

Central banks, which had been criticised for their handling
ofthe pandemicinduced economic turmoil, successfully
navigated a complex monetary policy environment,
gradually raising interest rates to more normal levels
while maintaining their ability to stimulate the economy
if necessary.

While some of the concerns that dominated the headlines
in 2023 may still materialise, and underlying systemic
tensions remain, the year overallwas marked by its ability
to avoid the worst-case scenarios.

When the dust settles, two key developments will likely
stand out as defining characteristics of 2023.

"While some of the concemns that dominated

the headlines in 2023 may still materialise,
and underlying systemic tensions remain,
the year overall was marked by its ability to

avoid the worst-case scenarios."

Therise of Al

The pervasiveness and transformative power of Al took many by surprise,
challenging long-held beliefs and disrupting the status quo. Visual processing,
language capabilities, and creativity - once considered uniquely human domains
-were among the areas where Al made significant strides, unsettling some and
raising concerns about existential risks.

As we moved beyond the initial panic and euphoria, it became increasingly clear
that Al's technological advancements were rapidly translating into real-world
solutions and products. The entrepreneurial spirit of businesses embracing these
new technologies and tools was encouraging, signalling the beginning of a wave
of innovation that could last for years or even decades.

In financial markets, the immediate impact of Al was evident in the outperformance
of tech majors with significant exposure to Al advancements. The next wave of Al's
impact will be more nuanced and far-reaching, as Al tools and technologies penetrate
various sectors and reshape the competitive landscape of numerous industries.

Sustainability's mainstream acceptance

Somewhat controversially, 2023 will also be remembered as the year when
sustainability gained genuine acceptance among mainstream investors. While some
might point to the underperformance of ESG, sustainability, and impact-focused
strategies, there is a deeper story to be told.

Inrecentyears, the surge of capital into these strategies was often driven by a naive
belief that sustainable investing was a sure bet - good for the environment, good
for society and good for returns. This reallocation of capital required a test, and the
past few years have provided that test.

The most compelling evidence of sustainability's structural acceptance in the
investmentindustry is the fund flow dynamic. Despite market fluctuations, flows
into sustainable strategies remain robust, indicating that many client groups are
committed to aligning their portfolios with products and managers that integrate
and emphasise sustainability considerations.

Expectations for 2024 and beyond

Aswe look towards 2024, it is reasonable to anticipate a continuation of the global
geopolitical and macroeconomic concerns that have dominated in recent years.
Geopolitical tensions are likely to remain concentrated in three key areas: Gaza/
Israel, Russia / Ukraine and China / Taiwan. These conflicts have a proven ability to
disrupt market stability and pose unpredictable risks.

On the macroeconomic front, the primary focus will undoubtedly remain on the
extent of the economic slowdown in the United States and the severity of the
recession in Europe. These concerns extend beyond the realm of pure economics.
When combined with rising interest rates and a receding liquidity tide, challenging
economic conditions could trigger significant bad loan and leverage issues,
potentially impacting a wide range of asset classes.
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Adopting a broader perspective, however, the outlook
appears less ominous. Long-term investors should find
comfort, if not excitement, in the positive impact of

advancementsin Al and the efficiencies gained in the
post-COVID world. These factors, including improved
technology, reduced travel, enhanced home-based work
capabilities and service arbitrage, are likely to bolster
productivity and economic growth in the coming years.

"Long-term investors should find comfort,
if not excitement, in the positive impact of
advancements in Al and the efficiencies
gained in the post-COVID world."

Selective opportunity

While certain segments of the equity market exhibit
optimistic valuations, there remain numerous areas
and sectors globally that offer attractive investment
opportunities for long-term investors and their
active managers.

Value stocks in developed markets, as well as broader
emerging and frontier markets, present compelling
prospects. Additionally, the focus on sustainability-
related themes offers an interesting opportunity to
further enhance investor returns.

The maturing interest rate cycle is expected to bring
positive developments. It will provide investors with both

the opportunity to earn decent returns on lower-risk
assets and, importantly, introduce a degree of balance
to their investment portfolios.
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Closing thoughts on 2023

At the beginning of 2023, the narrative that dominated
global markets was clear. Many investors believed that
the US would head into a recession while China would
see areopening boom driven by revenge spending.

Neither happened and the consensus changed its mind.

Many investors now believe that China is the new Japan
and is destined for structural stagflation. On the other
hand, the USis an economic phenomenon that s
expected to remain resilient throughout the hiking cycle.
As aresult, the perception was that weak growth in
China will spill over to other emerging markets and the
commodity complex, while a strong dollar would put
additional pressure on Emerging Markets and so on.

However, we believe the fundamental case for Emerging
Markets is still intact and consensus will change its mind
once again.

"As we enter 2024,
the conditions for
an Emerging Market
recovery continue
to surface."

Looking ahead to 2024

As we enter 2024, the conditions for an Emerging Market recovery continue to
surface. In China, the initial signs of an upturn are evident, though the market is
waiting for additional policy support.

Ratesin the US appear to have peaked, with the US Federal Reserve now signalling
rate cuts this year. We expect this to lead to a reversal in the US dollar's strength,
which bodes well for Emerging Market performance. Meanwhile, areducing supply
surplus in semiconductors may benefit key technology-exporting markets such as
Taiwan and South Korea.
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Past performanceis not a guide to the future. The price of investments and the income
from them may fall as well as rise and investors may not get back the full amount
invested. The information shown above is forillustrative purposes only and is not
intended to be, and should not be interpreted as, recommendations or advice. The
forecasts and estimates are based upon su bJectNe assumptions about circumstances
and events that may not yet have taken place and may never do so.

The real GDP growth differential between Emerging and Developed Markets
continues to accelerate throughout 2023. Commodity demand, which is beneficial
to many Emerging Market countries, should be driven by numerous factors such as
reshoring, defence spending and the energy transition. We believe capex growth is
likely to trend higher as investor priorities shift towards spending on defence and
reshoring, which will drive demand for materials.

Net-zero targets and sustainable energy product growth around the world are
drivers of the energy transition. This should drive demand for green metals that are
powering the energy transition such as copper.

Emerging Market central banks raised rates well before their developed markets
counterparts, remaining ahead of the curve. Going into next year, this leaves room
forincreased rate cuts.

Valuations in India, which has been a key performer for Emerging Markets, are now
stretched and we may see a correction in 2024.
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So, in summary, we have a couple of reform stories -
Turkey and Argentina. We have a couple of your classic
reshoring stories - Mexico, Vietnam. And, of course, on
the commodity side, we have Indonesia, Chile, Peru and
parts of the Middle East looking very strong.

What portfolio builders should be thinking about
Akey part of the attractiveness of the next generation
investment universe is the sheer lack of interest from
globalinvestors. There's very little money invested! As we
know, Emerging Markets have had a difficult decade. But
if people aren'tinvesting in countries like China, Korea,
Taiwan, then they certainly aren't going to look at the next
generation of Emerging Markets, which are a notch or
two down from a size perspective, such as Indonesia,
Thailand, the Philippines. Meanwhile, many parts of
Africa have been bereft of investor interest for nearly
adecade. Ultimately, this is why we can build a portfolio
thatis soincredibly attractively valued, at about six times
forward earnings with about 20% earnings growth?.
So, there's potential for a huge amount of growth at a
reasonable price.

I think another important aspect of the future is really,
what role does the next generation of Emerging Markets
play in the world? The vast majority of the world's
commodities and resources are likely to come from the
next generation. The vast majority of the world's
workforce are likely to come from the next generation.
And yet valuations remain very compelling. We saw a very
dramatic rerating of Emerging Markets between 2002
and 2007, starting from a very similar valuation base to
what we see now. The saying suggests that history
doesn't repeat, but it often rhymes. If history rhymes
here, there's a strong chance we could begin to see
significantinflows into Emerging Market strategies, which
would obviously be beneficial for the next generation too.

TSource: Bloombergas at 31 December 2023.
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Looking ahead to 2024

We would anticipate 2024 being a pretty good year for Emerging Markets generally,
after what has been challenging period over the last decade or more. There are
certain caveats to that confidence but, if the Fed has peaked in terms of its interest
rate tightening cycle, if China continues to put stimulus into the market and continues
to reformits real estate market, then we would anticipate there to be good global
tailwinds for Emerging Markets.

Those actions from the Fed should mean that the dollar has peaked. That should
put global liquidity back into markets, as money flows out of the dollar to the benefit
of the rest of the world, Emerging Markets included. This should prove to be a very
good tailwind for Emerging Market economies and stock markets.

In turn, that should benefit one of the three key themes that feature in the Next
Generation portfolio, whichis reshoring. We continue to see dollars flowing towards
industrial assets in countries such as Vietnam, Mexico and India.

Meanwhile, the second theme of commodities can also perform better as spot
prices recover. Spot prices are the clearing mechanism for today's supply and
today's demand, but for some time, our thesis here has revolved around the
supply-demand imbalance of certain commodities which should see steadily rising
demand as the world decarbonises. There simply isn't enough supply of things like
copper, aluminium and lithium to meet this growing demand. So, we would anticipate
that, as demand rises and supply remains constrained, we see higher spot prices,
which should lead to the start of what we see as a fairly strong commodity cyclein
theyearsahead.

Our third theme is travel and tourism where the outlook also looks positive. There
could be a bit of pressure from developed market tourists, depending on happens
tothe US and European economies, but we continue to expect very strong emerging
market to emerging market tourism flows.

Strategy positioning
We currently have strong positioning across the three themes outlined above, as you
might expect. We have a good exposure to Mexico which continues to look cheap.
Mexico is now the largest importer of manufactured goods into the US, having
overtaken China lastyear. We should continue to see inward investmentinto Mexico
as reshoring continues.

Again, the commodity theme feeds through into Middle Eastern countries such
as Saudi Arabia and UAE. We've seen a lot of capital being attracted to the UAE as
a hub city, and that's attracting capital, attracting employment and driving the
residential real estate market, which has been a strong part of the strategy for the
last couple of years.

Elsewhere, we have strong exposure to a range of South American economies, such
as Chile and Peru. Very excitingly, Argentina has a new president with a mandate for
change. This plays across our themes because Argentina has much of what the world
wants and needs. It has lithium, copper, beef, wine and it has a fantastic tourism
sector. It's anincredibly strong and interesting country right now, so that is
well-represented in the portfolio too.
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Chinain 2024

The Chinese economy was expected to rebound quickly
in 2023 and resume its role as the engine of global
growth. Instead, it stalled to the point where it was being
called a“drag” on global output. After a clear pivot from
Covid lockdowns, the Chinese economy was faced with
a challenging property sector, struggling employment
market and plunging exports which obstructed a highly
anticipated recovery. This led to China's economic growth
being the slowest in a decade. The Chinese equity market
therefore went from a risk-on scenario to risk-off during
the year, with a <20% fall in MSCI China index.

1Source: PBOCas at 31 December 2023
2Source: NBS as at 31 December 2023

The table below details what happened in 2023 and our outlook for 2024.

Geopolitical tensions

What happened in 2023?

The balloon incidentin
February disrupted the
intentions of US and China
to stabilise ties. Biden-Xi's
meeting in November
signals a mini-detente.

Narratives only regarding
China's involvementin
Russian-Ukraine war, or
invasion of Taiwan.

Overall limited impacts
from sanctions and
retaliations.

2024 outlook

Abenign geopolitical
setting into 2024, as China
softens its aggression in
foreign affairs.

Harsh rhetoricis expected
to continue on China
during US election
campaign.

Status quo of Taiwan-
China relationship after
Taiwan election. DPP
continues to rule but with
adivided parliament.

Policy & regulations

Pro-growth economic
policies yet restrained
stimulus magnitude.

No major negative sector
regulations, anti-graft
campaign in healthcare
were lifted shortly after
enacted.

Loosening monetary policy,
PBOC cut RRRtwice by 50
bpsintotal!

Likely 5% GDP growth
targetin 2024.

Expect accommodative
fiscal policies while the deficit
target could be raised again
in2024.

Property

Property sales declined by
8%, dragged down by a fall
in area sold and flat
housing pricing in 20232

Housing completions

remain as a key focal point.

Loosening property
policies since Politburo at
endJuly.

Governmentlends
financing support for
eligible developers.

Property-related
investment should pick up
asthe governmentrelieson
fixed assetinvestment to
restore growth.

Property sales have started
to bottom outin 2024 after
the worstinventory
destocking cycle. Project
new starts should follow suit.



Consumption

What happenedin 2023?

Uneven consumption
recovery post Covid, i.e.
robust low end and luxury
but sluggish mid end. EVs,
education and travel did
well, but F&B, apparel did
poorly.

Weak consumer
confidence but over the
worst. Household saving
rate increased to ~35% and
has remained elevated3

Negative wealth effect
restricts spending
propensity.

2024 outlook

Household income outlook
toimprove given
government's efforts to
stabilize the economy.

Mid-end consumption
growth will converge to
those of high end and low
end.

Prices start to stabilise in
2024 with healthier
inventory.

Earnings growth

Corporates had c. 9%
earnings growth in 20234

Segments with fast growth
were EVs and travel-
related business.

Expect low teen earnings
growth for corporates
against 5% GDP growth
target.

High growth opportunities
e.g. EVs, Semiconductors.

Index valuation

MSCI China current trades
at 10x forward PE ratio, a
35% discount to the MSC|
Emerging market index.

China's equity risk premium
is over 6%, one STD below
historical averages

MSCI China valuation at
troughs given growth is
stabilising on supportive
policies.

Positive catalystsare
neededtostartrerating,
such as benign geopolitics
and more domestic stimuli.

We are optimistic that China can achieve 5% GDP growth in 2024 on the back of
continuous supporting measures. We believe Chinese corporates' earnings should
see growth accelerate to mid-teens from ¢.9% in the past year. The growth will be

contributed by a stabilisation in economic growth, completion of the destocking
cycle and continuous cost-down efforts by corporates. Index FY24 price to earning
ratio is below 9x, a 35% discount to the MSCI Emerging market index. Itis the widest
discount between the two indices in two decades. China’s equity risk premium has
recently climbed to over 6%, reflecting attractive valuations. Active exposure in China
is extremely light, with historically low valuations, we view China equities as offering
meaningful upside with limited downside. It does require some catalysts to unlockiits
upside potential, events such as a more benign geopolitical backdrop, further
stimulus policies on the property sector and more fiscal expansion fromthe central
government could aid the momentum.

3Source: NBS as at 31 December 2023

4Source: Bloomberg as at 31 December 2023
5Source: Bloomberg as at 31 December 2023
6 Source: Bloomberg as at 31 December 2023

"Active exposure in China is
extremely light, with historically
low valuations, we view China
equities as offering meaningful
upside with limited downside."
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Closing thoughts on 2023

At the start of 2023, few would have predicted that the
outcome of central banks aggressively raising interest
rates and shrinking their balance sheets would have
been yet another melt-up in US technology shares. Yet
thatis exactly what happened with the Nasdag Composite
Index soaring by over 40% by year-end™.

Whilstit has been well documented that the majority
of these gains came from the seven large US technology
companies (now dubbed “the Magnificent Seven”), this
reaction to aggressive monetary tightening was unusual
and seems to have been driven by two factors. Firstly,
steadily declining inflation data led many to believe that
interest rates had peaked, and a central bank pivot was
rapidly priced into equities. Secondly, markets reacted
to strong results from Nvidia by pricing significant future
Al growthinto the valuations of many of the technology
companies.

"As a value strategy, we are
obviously positioned in the
cheapest areas of the market,
but the level of undervaluation
is very stark with some stocks
in our portfolio trading on
mid-single-digit price-to-
earnings ratios and dividend
yields of 7-9%."

Source: Bloombergin capital return termsin US dollars
over 12 monthsto 31 December 2023. Past performance
isnotaguide to the future.

2Source: Bloombergas at 31 December 2023.

"We still believe that 2022
marked the start of a
normalisation in inflation and
interest rates after more than
a decade of exceptional policy
that saw both zero percent
interest rates and quantitative
easing.”

Looking ahead to 2024

We still believe that 2022 marked the start of a normalisation in inflation and interest
rates after more than a decade of exceptional policy that saw both zero percent
interest rates and quantitative easing.

The only way for governments to inflate away their enormous debt loads is to follow
a policy of financial repression in which interest rates stay below inflation rates. This
will lead to a regime change in which the stocks that performed well in the last
decade do badly inthe next decade and vice versa. This suggests that returns from
expensive growth stocks will be hit as they de-rate, whilst value stocks should be
poised to do better.

Strategy positioning

As avalue strategy, we are obviously positioned in what we believe are the cheapest
areas of the market, but the level of undervaluation is very stark with some stocks
in our portfolio trading on mid-single-digit price-to-earnings ratios and dividend
yields of 7-9%2 These valuations are most commonly found in sectors such as
energy, materials, financials and cyclicals in general.

Contrarian views

Consensus positioning amongst fund managers seems to be in mega cap,
technology and quality growth stocks in general. As we have no exposure to these
areas, | would consider that a contrarian position. Conversely, we are exposed to
some of the stocks dubbed “uninvestable” by some in the market, such as energy
companies and banks.

What portfolio builders should be thinking about?

From the perspective of valuations, which are a principle factor in driving future
long-term returns, we believe it would make sense to use this year's rally in US
technology stocks to re-balance from US equities (which look very expensive
compared to history) and into other geographies such as UK, Japan and Emerging
Markets, and from growth tovalue.

e UK vs MSCl World
(Avg % Premium On PE, PBV & PD)

---  Median

UK equities are very depressed
relative to global peers

A5 798V 838578789791 937957.97 /99 0V 0305707 WG AN A A NI AN2V 23

Source: Morgan Stanley to 31 October 2023. Past performanceisnotaguide tothefuture.

The price of investments and the income from them may fall as well as rise and
investors may not get back the full amount invested. The information show above is
forillustrative purposes only and is not intended to be, and should not be interpreted
as, recommendations or advice.
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Closing thoughts on 2023

Bond yields rose further across the whole curve in
developed economies and Japan. And, as the year
progressed, inflation started to fall meaningfully from
the recent highs. This coincided with economies starting
to slow -although the US remained more robust, Europe
saw a faster decline in growth. This was due to two
factors. First, the ongoing impact of war in the Ukraine.
And second Europe’s closer ties to China, which struggled
to accelerate its economic growth following opening-up
from Covid lockdowns.

Chinais struggling because the excesses in the
property markets have come home to roost, and the
default cycle which is unfolding is weighing heavily on
the economy and confidence.

Then, there was war again, this time in the Middle East
between Israel and Hamas in Gaza. So far, it remains
contained and thus oil prices have not responded.

Japan finally finds inflation (due to being a large energy
importer) at last for now. This has broken the need for
anchoringrates to zero inJapan and yield curve control
has raised its limitsin response.

Throughout the year signs of pressure began to emerge
-Some US regional banks and Credit Suisse went under,
consumers showed signs of struggling as delinquencies
rose on auto loans and credit cards, and houses prices
startdeclining - yet employment is holding up so far.

Government debt, however, continued to rise — another
$1trn was added to the US deficit. Concerns rise about
whether governments can afford high interest rates.

And all of this meant markets couldn’t be happier - well,
seven stocks atleast...

The now branded “Magnificent Seven”rose over 70%,
leaving all else in their wake. These stocks were touted
to take over the world mainly because of... step up Al...
which, itis claimed by many, will be the saviour of all
our problems.

"Like the market, we expect 2024 will be
the year of the rate pivot. However, unlike
the market, we believe that unintended
consequences are inevitable. We believe
we will see recession or inflation — or a
combination of both."

Looking ahead to 2024

The consensus is that the “Goldilocks scenario”is all but a given now. The market
expects thatinflation will likely fall to below 2% and remain there, employment will
remain robust, thus rates can fall again, and no landing is required.

This represents economic nirvana - everything we previously knew about economics
has been rewritten, and MMT (Modern Monetary Theory) has become reality
- forever. We believe this is naive and optimistic at best (although, of course, there
are no guaranteesin this profession...).

Like the market, we expect 2024 will be the year of the rate pivot. However, unlike
the market, we believe that unintended consequences are inevitable. We believe
we will see recession or inflation - or a combination of both.

If we do see recession - and many indicators are pointing to one or suggest that it
has already begun - then corporate earnings will likely fall. This will be a surprise to
the market which is forecasting earnings to rise meaningfully in 20242. This will
likely prompt volatility, and defensive characteristics may be in high demand.

I 2023
W 2024 (e)

Consensus estimates for global earnings growth
% change year on year
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Source: Bloomberg, MSCI, J.P. Morgan Asset Management as of 30 September 2023.
Past performance is not a guide to the future.

The price of investments and the income from them may fall as well as rise and
investors may not get back the full amount invested. The information shown
above isforillustrative purposes only and is not intended to be, and should not be
interpreted as, recommendations or advice. The forecasts and estimates are
based upon subjective assumptions about circumstances and events that may
notyet have taken place and may never do so.

1 Source: Bloomberg to 30 November 2023.
2 Source: Bloombergas at 31 December 2023
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Contrarian views

As contrarians, clearly, we see a different outlook to the
consensus. We believe that interest rates will come down
(at the first signs of weakness) because this is most
governments' preference. Most governments cannot
afford higher rates for longer because they have too
much debt. They don't want inflation to tumble because
thatis how they default on their debt - they would rather
inflate it away. Meanwhile, several governments have
major elections coming up and do not want to go to the
peoplein arecession.

The market seems solely focused upon rates coming
down and has been conditioned, Pavlovian style, to buy
quality growth stocks.

However, central banks relenting too soon increases
the probability that inflation does not return to its box.
Instead, it returns, a lathe 1970's, in waves. This could
lead to volatility in many asset classes, particularly
equities and bonds. It undermines real returns greatly.

History suggests that such conditions require certain
attributes to be able to manage client monies effectively.

Companies will need pricing power to grow nominal cash
flow. In turn this should allow for dividends to grow in
line with or ahead of inflation - as they did in the 1970s.

We believe the return of volatility means it will no longer
be about getting rich quick and trying to have the best
upside capture numbers. Instead exhibiting lower
volatility will matter, as downside avoidance will become
amore important attribute.

And finally, we believe valuation will matter again. Within
cycles of boom and bust, itis far harder for companies
to deliver consistently on expectations and thus
excessive valuations become a meaningfully unhelpful
risk characteristic.

In our view, this will be a time for discipline. A time to
be differentiated from what is now a very concentrated
herd of investors. Atime when one’s total return will,
again, be driven by the compounding of income and not
capital growth.

"Within cycles of boom and
bust, it is far harder for
companies to deliver
consistently on expectations
and thus excessive valuations
become a meaningfully
unhelpful risk characteristic.”

“This will be a time for discipline."
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Closing thoughts on 2023

2023 was a year of awakening. As individuals, corporates,
asset owners and investors, we are deepening our
understanding of the importance of biodiversity and
natural ecosystems to our wellbeing and economies.
Policymakers have committed us to the Kunming-
Montreal Global Biodiversity Framework and 2030
Global Targets. More granular measures are emerging
to incentivise and mandate better practice, for instance,
the EU's legislation on deforestation.

"We expect to see a sharp focus on
the critical issues surrounding
water. As a result of climate change
and human activity, there is greater
freshwater scarcity, flooding and
water pollution.”

Looking ahead to 2024

Anumber of new data providers are launching. Taskforce on Nature-related Financial
Disclosures (TNFD) reporting should mean better information for consumers and
investors, allowing us to differentiate the good from the bad.

Meanwhile, issue-specific legislation is coming. This will reinforce the case for change
- both physical and transition risk will encourage adoption of best practice. Whilst the
transitionis challenging for asset owners and operators, it is a source of demand
growth for enabling technologies.

We expect to see a sharp focus on the critical issues surrounding water. As a result of
climate change and human activity, there is greater freshwater scarcity, flooding and
water pollution. The cost of extreme flooding will continue to rise and, for businesses
with exposure, this physical risk must be reflected in investment decisions, making
water management systems increasingly economic.

Accountability for excessive withdrawal, inefficiency and pollution are rising up the
agendathrough legislation and the threat of litigation. Corporates will continue to step
up their investment in smart water tech and remediation solutions to address the
growing transition risk. We expect a particular focus on specific contaminants such as
heavy metals and poly and perfluoroalkyl substances (PFAS) or “forever” chemicals.

There are areas where regulation is accelerating change. For instance, the EU's new
Deforestation Legislation mandates global value chain due diligence for seven soft
commodities (including coffee, cocoa, soya and wood) and their derivatives. By the
end of 2024, products which are not “deforestation free” or that are not compliant
with local social and environmental legalisation, cannot be sold in the EU. This will
highlight a need for enhanced supply chain visibility, which is expected to benefit
satellite technologies which can offer geospatial insights to assist in mapping and
monitoring of the value chain. More sustainable substitutes for commodities should
also benefit, creating a growth opportunity for materials such as recycled pulp
and paper, along with the biotech and precision agriculture tools which increase
agricultural productivity.

This comes against a backdrop of appealing valuation - companies which benefit from
these opportunities enjoy a multi-decade potential growth opportunity, underpinned
by increasingly solid drivers and yet stock performance has been challenged by the
rotation toward value. Well-managed companies with leading technologies and a
strong market position should fare well through 2024 and beyond.

Strategy positioning

The Redwheel Biodiversity strategy is positioned to capture the best of these
opportunities through holdings in the leading suppliers of technologies which
enable their clients to meet legislative and customer expectations effectively and in
a cost-efficient manner. These are the businesses that we believe are best equipped
to scale-up to meet the multi-decade growth opportunity that lies ahead.

"Well-managed companies with leading
technologies and a strong market position
should fare well through 2024 and beyond.”


https://www.redwheel.com/fr/en/professional/insights/redwheel-2024-outlook/

What should portfolio builders be thinking about
right now?

The ability to generate financial returns through
investmentin strategies aligned with a more sustainable
future depends upon the careful construction of an
investable universe which is both consistent with the
direction of policy and consumer expectations and
populated with a diverse range of investable companies.
Stock selection within such a universe is critical to the
delivery of the financial objective.

By focusing on the products and services which enable
the shift towards a biodiversity positive future, a strategy
is aligned with a potential multi-decade growth
opportunity which will expand in step with natural capital
risk mitigation. The winnersin these areas have the
ability to support a transition, whilst offering
portfolio diversification and generating financial returns
for shareholders.




UK Climate
Engagement

John Teahan
Portfolio Manager,
Redwheel UK Climate Engagement Strategy

@ WATCH FULL VIDEO

Closing thoughts on 2023

Across Europe, politics weighed on energy transition
progressin 2023. Poland, Hungary and Italy objected to
a pledge toincrease the bloc’s emissions reduction
target. Meanwhile, Sweden slashed biofuel targets and
said itwould cut funding for climate and environmental
measures in 2024, while introducing tax cuts on petrol
and diesel.

In the UK, the Prime Minister also watered down green
policies, with the ban on the purchase of new petrol and
diesel cars delayed from 2030 to 2035. Germany has also
been lobbying for a weakening of climate rules to boost
itsautoindustry.

Looking ahead to 2024

The coming year will likely continue to be challenging, as 2023 was, for the energy
transition. Political risk, higher interest rates and inflation were headwinds in 2023
and remain so for 2024. The transition does not have a linear pathway... it will be
turbulent, and we will see progress and regression along the way.

In 2024, Europe will see nine parliamentary elections and European Parliament
electionsin June. However, the biggest political event of the year will be the US
presidential election in November, with Donald Trump threatening to reverse much
of President Biden's Inflation Reduction Act (IRA). There is also the likelihood of a UK
general election and we have seen that climate and environmental issues are going
to be part of the campaign.

Politics matter greatly to the climate transition. The election of Biden hasled to a
huge boost to low carbon energy in the US and the election of Lula da Silva has
transformed Brazil's approach to climate change.

Meanwhile, inflation and high interest rates have put pressure on renewable
projects, with governments slow to raise electricity prices to reflect the changed
macro environment.

We also have a number of company-specific climate transition plans up for renewal
and these will be put to shareholders at the respective AGMs. Shell's plan could
potentially be the most contentious, and shareholders will be looking closely at
whether itadjustsits emission reduction targets.

Offsetting the negatives, there are many positives. Investors will be looking to see
if the US IRAincentives begin to have a materialimpact on low carbon energy and
industries in the low carbon supply chain.

There are also signs of a strengthening of US / Chinese cooperation on climate

issues, specifically on methane reduction targets, which is incredibly important
to mitigate global warming in the short term. As mentioned, Brazil has become

a much more positive player, and we expect to hear more from them.

“The transition does not have a
linear pathway... it will be
turbulent, and we will see progress
and regression along the way."
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Life Changing
Treatments
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@ WATCH FULL VIDEO

"Healthcare stock valuations look
to be generally in line with the
long-term average, but current
expectations are that healthcare
growth will outpace the broader
equity market, which suggests
the risk / reward dynamics could
be quite attractive at present.”

We see new Alzheimer's and obesity drugs ramping up sales this year. The uptake
of these is important for investor sentiment, so we should get a look at whether
patients are adopting and staying on these drugs as expected.

The impressive benefits from new weightloss drugs became clearer in 2023, but we
haven't seen what some investors expected, which was that some stocks would lose
out because of these new obesity treatments. This had been anticipated, particularly
for businesses with products treating conditions that have a higher prevalence in
obese patients, such as wearable devices for diabetes and heart valve replacements.
We believe this is a large market and patients have very varied needs. Therefore,
many solutions can -and should - be available to them.

A more challenging economic outlook could influence investor perceptions of
healthcare. Investors often see healthcare as more defensive in a downturn,
particularly large pharma. Weaker economic growth could lead to a short-term
increase in healthcare demand, particularly in US, if patients perceive a higher
risk of losing their jobs and therefore their employer-funded healthcare benefits.
It could also negatively impact affordability and access to care in low- and
middle-income countries.

Onvaluation, healthcare stock valuations look to be generally in line with the
long-term average, but with healthcare expected to experience long-termincreases
in demand due to factors including ageing populations, climate change and rising
prevalence of chronic diseases, the risk / reward dynamics could be quite attractive
atpresent.

Although healthcare growth may be faster elsewhere, the US remains the largest
market for healthcare. The looming US election could increase volatility, therefore,
particularly if healthcare policy becomes a key topic of debate.
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Sustainability
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"The UK elections will be core to
the path for Net Zero actionina
country that has been among the
most impressive decarbonisers
over recent decades.”

Sustainability challenges like climate change, biodiversity and human rights are far
fromimmune from political risk. Indeed, elections in 2024 could make or break the
outlookfor retaining any hope for fulfilling the goals of the Paris Agreement, arresting
biodiversity loss, and how human rights are upheld or contravened. All of these
have powerful implications for investors in sustainable thematics, not to mention
the broader investor landscape.

Top of the billing is the United States Presidential and Legislative electionsin
November next year. The Trump campaign is already signalling that climate
incentives in the Inflation Reduction Act (IRA) will be a key point of dispute in the
election campaign and that they will seek to dismantle elements of it if he wins.
Casting uncertainty over the future of the green incentives in this way risks stalling
whathas been animpressive response from US producers since the IRAwas passed.

Closer to home, the UK elections should be core to the path for Net Zero action in
a country that has been among the most impressive decarbonisers over recent
decades. While climate action doesn't face the same politicisation in the UK as across
the pond, both Labour and The Conservatives face a difficult balancing act with
building climate policy without creating the perception that voters or key groups like
farmers will suffer after an already difficult cost of living crisis. It will take innovation
and a focus on the just transition to navigate this successfully but thus far neither
party has given clear detail on how they will go about this.

In the EU, parliamentary elections will take place and a new commission will be
appointed. The EU has been a leader on a range of innovative sustainability directives
over the past couple of years. The new parliament is unlikely to derail this progress.
However, the challenge in the EU is always getting agreement across the 27 member
states and the balance of power as well as the influence of the new EU Commissioner
will be key to making further progress.
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"This looks to be areally rich
environment in which to put
money to work."

Looking ahead to 2024

We are excited about the outlook for 2024, particularly from the perspective of
European equity valuations. This looks to be a rich environment in which to put
money to work. Europe appears cheap, both in absolute terms and also relative to
history and other regional markets such as the US. Within Europe, small and mid-cap
companies look particularly attractive in valuation terms.

Strategy positioning

The Redwheel European Focus strategy is one of the longest-standing constructive
activistinvestment strategies in Europe. For more than 15 years, we have deployed
an active ownership strategy in all our portfolio companies, seeking to create value,
independent of economic and market cycles.

Our aimis to make our companies better. We identify companies that possess the
attributes of great businesses and great investments and invest in them when those
characteristics are not being appropriately valued.

Being a constructive activist in the European context allows us to focus on
companies across the entire market cap spectrum. However, we have found that
the small and medium-sized company space offers the greatest potential.
Companies in this segment typically exhibit positive growth characteristics but
are less well-known, which represents an opportunity to find businesses that are
neglected, misunderstood or as yet undiscovered. These companies, especially the
ones we tend to look at, typically have international revenue bases, generate decent
returns on capital, and have strong balance sheets.

We workwith these companies to improve their quality profile and make them better
understood in the markets, over a three-to-five-year time period.

What portfolio builders should be thinking about

We would encourage asset allocators to take a second look at Europe and the small
and mid-cap space in particular. We believe the underlying dynamics and
fundamentals of companies in this market niche are extremely attractive and hold
their own against most other companies globally.
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"It takes time, energy, and
patience for the entire corporate
culture of a very large economy to
be turned around. But the process
is so far advanced now, there is no
turning back."

Looking ahead to 2024

Although the latter part of 2023 was largely influenced by the apparent arrival of
the Fed pivot and hopes for an unexpectedly soft landing for the US economy,
considerable uncertainty remains around Fed policy. Geopolitical uncertainties are
clearly also on the rise and, by contrast, Japan stands out as distinctly stable from
an economic and social perspective.

Many Japanese companies have strong, secular growth prospects, and are global
leaders in their niche fields. There are others that are benefiting from the global
‘onshoring’ theme, with businesses seeking better trade relations with other
countries as they reduce dependency on China. The weak yen has also been
benefiting exporters, while inflation, which of course remains a major problem
for many of the world's leading economies, is looking more benign in Japan.

Overall, the outlook is upbeat for Japan, from both an economic perspective and
in terms of equity market potential.

Strategy positioning

Over the last two decades of deflation and demographic challenges, global investor
interestinJapan has waned, resulting in reduced analyst coverage of the small
to mid-cap space. The team believes that this area of the market will benefit the
most from the “once in a generation” corporate governance reform Japan is
experiencing, and has created hidden opportunities that we believe can be identified
and captured.

Our strategy, first and foremost, is an engagement strategy - indeed, having
commenced in 2005, itis one of the longest-running active engagement strategies
inJapan. Our initial focus was on higher quality companies in sectors such as
healthcare and technology, but recent corporate governance reforms have
improved the opportunities for successful engagement in many other sectors,
allowing us to diversify into other areas like financials and chemicals. As a result,
our strategy has more balance than ever before.

What portfolio builders should be thinking about

The impact of corporate governance reforms s evident across various sectors and
should not be underestimated. Progress was initially slow but momentum has
been building and we believe 2023 represented a watershed moment for overseas
investors to recognise Japan's transformation.

It takes time, energy, and patience for the entire corporate culture of averylarge
economy, with more than 4,000 listed companies, to be turned around. But the
processis so far advanced now, with the regulator, the Tokyo Stock Exchange and
allthe major state pension funds on board, there is, we believe, no turning back.

As we progress further down this path of value creation through corporate
governance reforms, we believe more and more investors will recognise and
appreciate the quiet revolution in corporate governance reform that has been
building force for over a decade. 2023 was a major breakthrough year in this regard,
but we are confident the momentum will continue into 2024 and beyond.
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Convertible Bonds
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"We believe it's important to find a
period of history that is more
closely aligned to current
conditions than the most recent
chapter can offer.”

Looking ahead to 2024

The convertible bonds asset class transformed itselfin 2023 in the sense that
coupons are now arelevant elementin our investment universe. Historically, at
least over the last few years, our asset class has generally been issuing at zero
coupon, so the introduction of higher interest rates over the last eighteen months
has dramatically changed the level of issuance that has been forthcoming, and the
income attached to this new issuance has been attractive. This favours a balanced
investment approach, with a focus on total return being delivered through both
potential capital appreciation and income.

I think the higher rate environment comes with a number of different forward-looking
aspects. One is the volatility environment, which we believe will remain elevated.
This should be positive for our asset class, because convertibles tend to perform
well in periods of higher volatility, especially in relation to equity.

Meanwhile, the asset class is also trading quite cheaply in relation to option value,
which suggests the outlook is attractive from a valuation perspective too. The
dynamics for the active new issuance calendar are strong. Again, convertibles tend
to perform better when active issuance is present.

Strategy positioning

Across the strategy, we are looking to increase duration, for two main reasons. Firstly,
the new deals that are coming to the market not only have a higher coupon, but
they are also being issued with a longer life. So, participation in these new issues
is naturally resulting in a slightly longer duration.

Secondly, itis our view that the interest rate cycle has peaked, at least in the short
term. This also suggests that a slightly longer duration is sensible and will prove to
be agood placetobe.

What portfolio builders should be thinking about

Although we believe that rates have peaked in the near term, we do not expect them
to decrease meaningfully any time soon. This should be an environment in which
rates are higher and remain more elevated. In some respects, for investment

professionals that have been in the market for alongtime, this feels like more of a
normalised environment. Normalcy has become alittle bit skewed by the elongated
cycle of low rates that we've had for more than a decade.

That's why, ifyou look at the past 10 to 15 years, it's not sufficient enough context.
Thisis perhaps the biggest challenge facing portfolio builders today. We believe it's
more important to find a period of history thatis more closely aligned to current
conditions than the most recent chapter can offer. The last tenyearsis no longer
enough. You really do need to look further backto find a period that looks similar
to what we face now.
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Key Information

No investment strategy or risk management technique can guarantee returns or eliminate risks in any market environment. Past performance
isnot a guide to future results. The prices of investments and income from them may fall as well as rise and an investor’s investment is subject
to potential loss, inwhole orin part. Forecasts and estimates are based upon subjective assumptions about circumstances and events that may not
yet have taken place and may never do so. The statements and opinions expressed in this article are those of the author as of the date of
publication, and do not necessarily represent the view of Redwheel. This article does not constitute investment advice and the information shown is

forillustrative purposes only.

Global disclaimer

Redwheel ® is aregistered trademark of RWC Partners Limited ("RWC").
The term“Redwheel” may include any one or more Redwheel branded
entities including RWC and RWC Asset Management LLP, each of which
is authorised and regulated by the UK Financial Conduct Authority
and, in the case of RWC Asset Management LLP, the US Securities and
Exchange Commission (“SEC"); RWC Asset Advisors (US) LLC, which is
registered with the SEC; RWC Singapore (Pte) Limited, which is licensed
as a Licensed Fund Management Company by the Monetary
Authority of Singapore; Redwheel Australia Pty Ltd is an Australian
Financial Services Licensee with the Australian Securities and
Investment Commission; and Redwheel Europe A/S whichis a Danish
public limited company.

Redwheel may act as investment manager or adviser, or otherwise
provide services, to more than one product pursuing a similar
investment strategy or focus to the product detailed in this document.
Redwheel seeks to minimise any conflicts of interest, and endeavours
toactatalltimesin accordance with its legal and regulatory obligations
aswellasits own policies and codes of conduct.

This documentis directed only at professional, institutional, wholesale or
qualified investors. The services provided by Redwheel are available only
to such persons. Itis not intended for distribution to and should not
be relied on by any person who would qualify as a retail or individual
investor in any jurisdiction or for distribution to, or use by, any person
or entity in any jurisdiction where such distribution or use would be
contrary to local law or regulation.

This document has been prepared for general information purposes
only and has not been delivered for registration in any jurisdiction nor
hasits content been reviewed or approved by any regulatory authority
inany jurisdiction.

The information contained herein does not constitute: (i) a binding legal
agreement; (i) legal, regulatory, tax, accounting or other advice; (iii) an
offer, recommendation or solicitation to buy or sell shares in any fund,
security, commodity, financial instrument or derivative linked to, or
otherwise included in a portfolio managed or advised by Redwheel;
or (iv) an offer to enter into any other transaction whatsoever (each
a“Transaction”). Redwheel bears no responsibility for your investment
research and/or investment decisions and you should consult your own
lawyer, accountant, tax adviser or other professional adviser before
entering into any Transaction. No representations and/or warranties
are made that the information contained herein is either up to date
and/or accurate and is not intended to be used or relied upon by any
counterparty, investor or any other third party.

Redwheel uses information from third party vendors, such as statistical
and other data, that it believes to be reliable. However, the accuracy of
this data, which may be used to calculate results or otherwise compile
data thatfinds its way over time into Redwheel research data stored on
its systems, is not guaranteed. If such information is not accurate, some
of the conclusions reached or statements made may be adversely
affected. Any opinion expressed herein, which may be subjective in
nature, may not be shared by all directors, officers, employees, or
representatives of RWC and may be subject to change without notice.
Redwheel is not liable for any decisions made or actions or inactions
taken by you or others based on the contents of this document and
neither Redwheel nor any of its directors, officers, employees, or
representatives (including affiliates) accepts any liability whatsoever for
any errors and/or omissions or for any direct, indirect, special, incidental,
or consequential loss, damages, or expenses of any kind howsoever
arising fromthe use of, or reliance on, any information contained herein.

Information contained in this document should not be viewed as

indicative of future results. Past performance of any Transaction is not
indicative of future results. The value of investments can go down as well
as up. Certain assumptions and forward looking statements may have

been made either for modelling purposes, to simplify the presentation
and/or calculation of any projections or estimates contained herein
and Redwheel does not represent that that any such assumptions or
statements will reflect actual future events or that all assumptions have
been considered or stated. There can be no assurance that estimated
returns or projections will be realised or that actual returns or
performance results will not materially differ from those estimated
herein. Some of the information contained in this document may be
aggregated data of Transactions executed by Redwheel that has been
compiled so as not to identify the underlying Transactions of any
particular customer.

No representations or warranties of any kind are intended or should
be inferred with respect to the economic return from, or the tax
consequences of, aninvestmentin a Redwheel-managed fund.

This document expresses no views as to the suitability or appropriateness
ofthe fund or any other investments described herein to the individual
circumstances of any recipient.

The information transmitted is intended only for the person or entity
to which it has been given and may contain confidential and/or
privileged material. In accepting receipt of the information transmitted
you agree that you and/or your affiliates, partners, directors, officers
and employees, as applicable, will keep all information strictly
confidential. Any review, retransmission, dissemination or other use of,
or taking of any actionin reliance upon, this information is prohibited.
Any distribution or reproduction of this document is not authorised
and is prohibited without the express written consent of Redwheel.

[AIFMD and Distribution in the European Economic Area (“EEA”)

The Alternative Fund Managers Directive (Directive 2011/61/EU)
("AIFMD")is a regulatory regime which came into full effectin the EEAon
22 July 2014. RWC Asset Management LLP is an Alternative Investment
Fund Manager (an “AIFM") to certain funds managed by it (each an “AlF").
The AIFM is required to make available to investors certain prescribed
information prior to their investment in an AlF. The majority of the
prescribed information is contained in the latest Offering Document
ofthe AIF. The remainder of the prescribed information is contained in
the relevant AIF's annual report and accounts. All of the information
is provided in accordance with the AIFMD.

In relation to each member state of the EEA (each a “Member State”),
this document may only be distributed and shares in a Redwheel fund
(“Shares”) may only be offered and placed to the extent that (a) the
relevant Redwheel fund is permitted to be marketed to professional
investors in accordance with the AIFMD (as implemented into the local
law/regulation of the relevant Member State); or (b) this document may
otherwise be lawfully distributed and the Shares may lawfully offered
or placed inthat Member State (including at the initiative of the investor) ]

[Information Required for Offeringin Switzerland of Foreign Collective
Investment Schemes to Qualified Investors within the meaning of Article
10 CISA.

Thisis an advertising document.

The representative and paying agent of the Redwheel-managed funds
in Switzerland (the "Representative in Switzerland”) FIRST INDEPENDENT
FUND SERVICES LTD, Feldeggstrasse 12, CH-8008 Zurich. Swiss Paying
Agent: Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zurich. In
respect of the units of the Redwheel-managed funds offered in
Switzerland, the place of performanceis at the registered office of the
Swiss Representative. The place of jurisdiction is at the registered office
of the Swiss Representative or at the registered office or place of
residence of the investor]
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