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What important lessons did you learn from 2023?

When | look back on 2023, one of the important features that sticks
in my mind is the impact on businesses of destocking within supply
chains. This happened across a wide range of industries and hit
some manufacturers hard. The origins of the problem go back to
Covid lockdowns when some goods were hard to source.

This prompted many consumers and the
supply chains servicing them to over-
order goods once they were available

again, and to carry higher inventory levels.

As supply chains normalised, that stock
build has been unwound. Essentially, in
many industries, end customers found
their demand satisfied from their own
existing stocks or from stock held by
intermediaries in the supply chains,
leading to sharp decreases in demand
from manufacturers. As manufacturing
volumes fell, operational gearing came
into play, causing sharp falls in profitability
for manufacturers. These impacts are
transitory, but painful nonetheless.

In what way will 2024 be
different from 2023°?

Every year throws up new challenges
and frequently ones that are very hard

to foresee. | suspect 2024 will be ayear
when investors spend less time worrying

about the path of inflation or pondering
the implications of artificial intelligence,
but other issues will no doubt take their
place. | try to never get too fixated on the
macroeconomic or political environment.
While it is important to be very aware of
the broader picture and how that impacts
the companies held in a portfolio, it can be
very dangerous to assume the world will
be a particular way and to predicate the
entire shape of your portfolio on that view.
| believe it is better to drive performance
by stock picking — understanding the
businesses you invest in and how they
might navigate the challenges of the
macroeconomic environment.

€€ 1t canbe very
dangerous to assume
the world will be a
particular way. ’ ’



What is your view on UK
equities?

The UK market had a rough yearin

2023, if notinterms of returns, then
certainly in terms of fund flows. As has
been widely discussed, the UK market has
been unpopular with investors for some
time. Pension funds have generally been
reducing exposure to equities, particularly
UK equities, with many asset allocators
moving more of their equity exposure into
overseas markets.

The persistent selling has left the UK
market valuations looking relatively low
compared to other markets and this has
attracted bid activity, with an increasingly
long list of companies being taken

over by overseas companies or taken

off the public market in private equity
backed bids. The other balancing factor,
offsetting the persistent selling, has been
share buybacks by companies themselves.
UK companies have bought back their
shares in unprecedented quantities over
the last couple of years. Finally, | would say
that | do not subscribe to the view that the
UK market lacks interesting businesses.
While we may not have an Apple or an
Amazon, the UK market is home to

many businesses that have world leading
technologies or market positions in their
particular fields.

‘ ‘ Persistent
selling has left the
UK market

valuations looking
relatively low. ”
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What are your expectations
for inflation and interest
rates next year?

Inflation is clearly on a downward path from
its 2023 highs, but personally | don’t see it
getting down to the low levels that some had
assumed are the norm from the experience
of recent years. From what we hear from
the many companies we speak to, the costs
of many things like materials and shipping
are generally coming down, but wage
inflation is still running at elevated levels.

Structurally, after Covid and with an
element of deglobalisation, many supply
chains have been changed to prioritise
resilience over simply the lowest price,
which has inflationary implications. Energy
is also a major factor in inflation, and

with elevated geopolitical risks, oil price
volatility cannot be ruled out. As the world
gradually transitions away from fossil
fuels, as it must for the state of the climate,
this linkage can be reduced. However,

this will be a process of many years and
the vast amount of infrastructure and
materials that will be required to achieve
that will need to be paid for, which could
itself be an inflationary factor.

After their sharp rise in 2023, interest
rates are now at what | would see as a
normal rather than elevated level. In the long
term I would expect UK interest rates to be
around the level of nominal growth in the
economy. If we assumed that long-term real
growth were 1% p.a.and long runinflation
were 3to 4%, an interest rate of around
410 5% does not seem unreasonable.

What does the landscape
for UK equity dividends
look like?

Long-term dividend growth is obviously
akey element of equity income investing:
2023 was ayear that saw the dividend
income into our fund outstrip the levels seen
in 2019, that being a useful comparator

as this was the year before the severe
disruption to corporate pay outs seenin the
Covid lockdown. This was pleasing, as the
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dividend growth was widespread across
many sectors and offset the considerable
headwinds to growth from the large mining
companies like Rio Tinto not paying special
dividends inthe year.

€€ Dividend
growth was
widespread across
many sectors. § ¢

My base expectations for 2024 would
be for modest growth in dividends again
this year. The UK market currently has
adividend yield that is not dissimilar to
the interest yields available on cash,

but dividends can grow, which can help
investors offset the impact of inflation on
their savings.

Are there any areas of UK
equities that you would
avoid or be cautious of
investing in next year?

There are very few areas of the market
that | routinely avoid, but there are themes
that will need to be closely watched and
considered for our investments. Debt is
likely to be a key theme. Stocks exposed
to consumer spending will need to be
monitored carefully. Even though inflation
appears to be on its way down to more
moderate levels, many households will
see their spending power impacted by
the gradual ongoing repricing of fixed
rate mortgage deals. The counter to this
headwind is that wage growth seems to
be growing at reasonable levels. Indebted
companies will also have to be watched,
as many companies will see their interest
costs rise significantly either due to
higher interest rates feeding through to
bank facility costs or maturing corporate
bonds needing to be refinanced at much
higher rates.



Investment risks

Past performance is not a guide to future
performance. The value of investments
and the income from them is not
guaranteed and may go down as well as
up and investors may not get back the
amount originally invested. Changes in
currency exchange rates may affect the
value of these investments.

Important information

For professional clients/qualified
investors only, not suitable for
retail investors. This is a marketing
communication.

This is a financial promotion and is not
investment advice. Telephone calls may be
recorded. For further information please
see our Privacy policy at www.rlam.com

The views expressed are those of the
authors at the date of publication unless
otherwise indicated, which are subject to
change, and is not investment advice.
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The services being offered hereby

are being offered on a private basis to
investors who are institutional investors.
This document is not subject to and has
not received approval from either the
Bermuda Monetary Authority or the
Registrar of Companies in Bermuda

and no statement to the contrary, explicit
orimplicit, is authorized to be made in

this regard. The services being offered
may be offered or sold in Bermuda only

in compliance with the provisions of

the Investment Business Act 2003 of
Bermuda. Additionally, non-Bermudian
persons may not carry on or engage in any
trade or business in Bermuda unless such
persons are authorized to do so under
applicable Bermuda legislation. Engaging
in the activity of offering or marketing

the services being offeredin Bermuda to
persons in Bermuda may be deemed to be
carrying on business in Bermuda.

This document is private and confidential
and only for use by “permitted clients” in
Canada. This document is for information
purposes only and is not intended as

an offer or solicitation to invest. This
document does not constitute investment
advice and should not be relied upon as

such. Royal London Asset Management

Limited is authorized to provide
investment services in Canada under

the International Adviser Exemption.

Outlook 2024

Royal London Asset Management’s
principal place for business is in the
United Kingdom, and it is not registered
as amanager in the provinces of Alberta,
British Columbia, Ontario, and Québec.

Issued in December 2023 within Europe
(ex-Switzerland) by FundRock Distribution
S.A.(“FRD”) the EU distributor for Royal
London Asset Management Limited. FRD
is a public limited company, incorporated
under the laws of the Grand Duchy of
Luxembourg, registered office at 9A, rue
Gabriel Lippmann, L-5365 Munsbach,
Luxembourg, and registered with the
Luxembourg trade and companies
register under number B253257. Page
23, FRD is authorized as distributor of
shares/units of UCIs without making or
accepting payments (within the meaning of
Article 24-7 of the 1993 Law), as updated
from time to time. FRD is authorised

and regulated by the Commission de
Surveillance du Secteur Financier
(CSSF). Portfolio management activities
and services are undertaken by Royall
London Asset Management Limited,

80 Fenchurch Street, London, EC3M
4BY, UK. Authorised and regulated by the
Financial Conduct Authority in the UK, firm
reference number 141665. A subsidiary
of The Royal London Mutual Insurance
Society Limited.

Ref: BRRLAM PD 0161


https://www.rlam.com/

Contactus

For more information about our
range of products and services,
please contact us. Royal London
Asset Management has partnered
with FundRock Distribution S.A,

who will distribute its products and
services in the EEA. This follows the
United Kingdom’s withdrawal from
the European Union and ending of the
subsequent transition period, as UK
Financial Services firms, including
Royal London Asset Management, can
no longer passport their business into
the EEA.

Royal London Asset Management
80 Fenchurch Street
London EC3M 4BY

For advisers and wealth managers
bdsupport@rlam.co.uk
+44 (0)20 3272 5950

For institutional client queries
institutional@rlam.co.uk
+44(0)20 7506 6500
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For any queries or questions coming
from EEA potential investors,
please contact:

Arnaud Gérard

FundRock Distribution S.A.

9A rue Gabriel Lippman
Luxembourg-L-5365, Munsbach
+352 691 992088
arnuad.gerarda@fundrock.com

www.rlam.com

We are happy to provide this document
in Braille, large print and audio.
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