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The path of least resistance is up

One of the indisputable truths about investing

is that the past is certain, but the future is all
probabilities. Hindsight is a wonderful thing, as
the saying goes. It seems obvious now that there
would be no recession in 2023 in the US, due to
high levels of government expenditure and strong
wealth effects from property and share prices
within large parts of the consumer economy. Yet,
at the end of 2022 a recession was viewed as
inevitable. At the end of 2023 similar concerns
over economic growth were also well founded,
but incorrect. Why do forecasters have such
pessimism when reality teaches them otherwise?

Be an optimist

Part of the answer to this question is behavioural.
Losses impact us much harder than gains, so it
is rational that human nature seeks to protect

us from them. Caution is often viewed as wise,
whereas optimism is viewed as reckless. Another
reason is a failure to understand base rate
probabilities - essentially what is the probability
of an event in any given year. If we look at past
occurrences, the probability of a recession in any
given year is about 15%. Using the same approach,
the probability of the US stock market being
down in any given year is approximately 25%. In
summary, the most likely path in any given year
is rising economic growth and share prices. The
path of least resistance is up.
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Atoms, bytes and genes

Another reason for optimism is the high level

of innovation we are currently seeing in the

global economy. This can be best summarised A f

with the concept of atoms, bytes and genes. ny onc o atoms,

In theory everything in existence is one of

these. Atoms represent the physical world, by tes and genes Could
bytes the digital, and genes the natural world. .

In my opinion, if we can understand trends be enough tO drlve

in these three areas, we should be able to

understand everything. CCOIlOmiC gI'OWth bllt
The physical world is undergoing a once all thl'ee togethel' arc a

in a generation investment boom, led by

reshoring (as overseas manufacturing is pOWCI’flll taiIWind that

moved back home for geopolitical reasons),

decarbonisation and the need to build out COllld eXiSt fOI‘ many

data centres to support the increased use

of artificial intelligence. The digital world is yeaI'S tO come.
also seeing an unusual level of growth as
cloud computing combined with generative

Al becomes more pervasive. Not to be left
behind, in the natural world new treatments
are being created for diseases such as
Alzheimer’s and obesity. Any one of atoms,
bytes and genes could be enough to drive
economic growth but all three together

are a powerful tailwind that could exist for
many years to come. | think that sustainable
investing is a great way to invest in all three of
these areas.

When we add base rate probabilities to a high
level of innovation it seems to us the potential
for 2025 to be another good year for equity
investors is high.
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Always something
to worry about

Investors are worriers. No matter how good
investment returns are, or how positive

the outlook is, there is always a sense of
impending negative news. This does have
some degree of rationality about it. The world
looked a good place on 10 September, 2001,
economic growth was strong in early 2007,
and in January 2020 hardly anyone had
heard of Covid. Within a short space of time,
we saw a terrorist attack, financial crisis and
the global economy largely shut down.

Although each of these events was traumatic
in their own unique way, none had a
permanent impact on investment markets

- and for long-term investors, these were
ultimately an opportunity to save for future
needs at a more favourable price. Worrying
is often not a profitable experience.

That said, it does pay to be aware of risks
that may occur in the year ahead. It seems
reasonable to expect tensions between
China and the US will increase. This could
be in several forms, from trade tariffs to
disputes over geographical regions. There
is also a risk that inflation will come back
again, a function of economic growth being
stronger than expected at a time of economic
stimulus. Were this to occur, interest rates
would have to increase again, whereas
expectations currently are they will fall.
Concerns around fiscal deficits are also
valid. The level of borrowing being proposed
by major economies such as the US is
unprecedented, and no one knows how debt
markets will respond to this. If debt levels
are seen to be too high, bond yields will rise,
making the situation of funding government
expenditure plans even more difficult.

Be an optimist

Don’t worry, be happy

One of my favourite sayings is if you want to be a
successful journalist, be a pessimist; if you want
to be a successful investor, be an optimist. This is
not to say that investments can only go up - they
clearly do not in some years - but it is to say that
generally over the long term, societies improve,
economies grow, innovation thrives and optimism
wins. Whilst we expect 2025 to have unforeseen
challenges, we also think it is a great time to be a
long-term investor with more opportunities today
than ever before. As always, we choose to be
optimistic about sustainable investing and equity
markets generally.

It seems reasonable
to expect tensions
between China and
the US will increase.
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Important information

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 Royal London Asset Management at the date of publication unless
otherwise indicated, which are subject to change, and is not investment advice.

Bloomberg® is a trademark and service mark of Bloomberg Finance L.P. (collectively with its affiliates,
“Bloomberg”). Barclays® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates,
“Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary
rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approve or endorse this material
or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or
implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall
have any liability or responsibility for injury or damages arising in connection therewith.

©2024 MSCI Inc. All rights reserved. MSCI has no liability to any person for any loss, damage, cost, or
expense suffered as a result of any use of or reliance on any of the information.

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

Issued in December 2024 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 Airport Center Luxembourg, Level 2,
5 Heienhaff, L1736 Senningerberg, Luxembourg, and registered with the Luxembourg trade and companies
register under number B253257. 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 Royal 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.

For Switzerland: Copies of the Memorandum and Articles of Association,the Prospectus, KlIDs and the
annual and semi-annual reports of the fund may be obtained free of charge from the fund’s representative
in Switzerland, ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich. The Paying Agent
in Switzerland is Banque Cantonale Vaudoise, Place StFrancois 14, CH-1003 Lausanne.

Issued in December 2024 within Switzerland and the UK by Royal London Asset Management Limited,
80 Fenchurch Street, London, EC3M 4BY. Authorised and regulated by the Financial Conduct Authority,
firm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited.
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Contact us

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 For advisers and wealth For institutional client queries
Management managers institutional@rlam.co.uk

80 Fenchurch Street bdsupport@rlam.co.uk +44 (0)20 7506 6500
London EC3M 4BY +44 (0)20 3272 5950

For any queries or questions coming from EEA potential investors, please contact:

Arnaud Gérard, FundRock Distribution S.A. Airport Center Luxembourg, Level 2, 5 Heienhaff,
L-1736 Senningerberg, Luxembourg +352 691992088 arnuad.gerard@fundrock.com

For further information, please visit www.rlam.com

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