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Important information - the value of investments and the income from them can go down
as well as up, so you may not get back what you invest. When investing in overseas markets,
changes in currency exchange rates may affect the value of your investment. Investments
in small and emerging markets can be more volatile than those in other overseas markets.
Reference to specific securities or funds should not be construed as a recommendation

to buy or sell these securities or funds and is included for the purposes of illustration only.
Shares in investment trusts are listed on the London Stock Exchange and their price is
affected by supply and demand. Investment trusts can gain additional exposure to the
market, known as gearing, potentially increasing volatility. Investors should also note that
the views expressed may no longer be current and may have already been acted upon by
Fidelity. This information is not a personal recommendation for any particular investment.

If you are unsure about the suitability of an investment you should speak to one of Fidelity’s
advisers or an authorised financial adviser of your choice.
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Outlook at a glance

Current view: / Positive — Neutral X Negative

3 month change (since the previous Investment Outlook): 4 Upgrade 4 Unchanged ¥ Downgrade

Asset Current 3 month
classes view change At a glance
D The key to the outlook is whether we can avoid a recession. If so, then
sh 3 /
ares - earnings can drag the market higher.

PN The bond rally has been deferred yet again by rising yields. But the
Bond v 3 9 9

[H] m]m] onds potential rewards are now increasing.

} Property offers investors bond-like income and equity-like growth.
Having corrected, real estate looks attractive again.

ﬁi Property v
imE .

Commodities } Gold, oil and copper will remain volatile as long as the interest rate,
- growth and political backdrops remain so uncertain.

FoY It's always good to have some cash to hand. Rising interest rates mean
Q Cash v ) e 9 9

it can now also earn its keep in your portfolio.

Current 3 month

view  change At a glance

} A hard or a soft landing is the big unknown in the US. But beyond the

! us - Magnificent Seven, that uncertainty is priced in.
o UK Y Political uncertainty is the perennial cloud. Very cheap valuations and the
4 UK's income advantage are the silver lining.
. E The case against Europe is easy. Recession looms. But valuations are
vrope - ¥ attractive and stock picking opportunities abound.

} Less cheap than it was, Japan is still attractive as improved governance,
healthy inflation and growth provide support.

‘ Asia Pacific Hard to generalise. China is cheap but a catalyst is elusive. India is

“3 . exJapan - v expensive and could be volatile ahead of its election.
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Looking for

The end of the holiday season can
sometimes seem like a fresh start, a new
sense of purpose. It doesnt feel that way
in the markets this year. No-one is sure
where things are heading. There’s a feeling
of drift and plenty of uncertainty about the
key questions: are interest rate hikes about
to really bite? Are we heading towards a
recession? Are markets too optimistic?

It's not really surprising that investors are
looking for safe havens. The professionals
are buying protection against a market fall
via bets on the Vix volatility index; the rest of
us may simply be sheltering in cash, which is
paying a decent income for the first time in
many years and feels like a port in the storm.

That's been reflected in the performance of
financial markets since our last snapshot in
July. They’ve gone nowhere, with one key
exception. The oil price has soared since
the summer on the back of production

cuts from the key suppliers, Saudi Arabia
and Russia. And that goes a long way

to explaining the lack of vigour in other
markets. Pricier oil adds to companies’
costs; it raises the prospect of an economic
downturn or recession; it pushes inflation
higher and that, in turn, justifies the ‘higher
for longer’ narrative around interest rates and
the rising bond yields that reflect the shift
in expectations.

The chart on the next page paints a
reassuring nine-month picture since the start
of the year. Markets have generally gone

direction

sideways or risen. After a difficult 2022,

that's an improvement, although over the
past 18 months most investments remain
under water in inflation-adjusted terms.

The headline indices have been boosted by
the performance of a relatively narrow subset
of companies. Strip out the technology stocks
in America, and a few dominant companies
in Europe, and the rest of the market looks
less exciting.

Nasdaqg remains at the top of the leader
board. The big technology stocks continue
to look like the most defensive corner of the
market and their growth prospects are still
better than you can find elsewhere. But even
here there has been a de-rating from the
eye-watering valuations that have come with
years of outperformance.

The second-best performer year to date has
been Japan, although it's worth noting that
for overseas investors the benefit has been
considerably reduced by the weakness of the
yen. The Japanese currency has fallen victim
to the Bank of Japan’s decision not to follow
the rest of the world towards a normalisation
of interest rate policy. But there’s plenty
going for the Japanese market as we discuss
on page 16.

China is stuck at the bottom of the
performance table. It remains the biggest
disappointment for investors this year. Hopes
that the end of Covid would trigger a market
rally came to nothing and shares in Shanghai
and Shenzhen are among the cheapest in
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Jan Feb Mar Apr
S&P 500 FTSE 100
MSCI Emerging Markets Gold
Oil Copper

May Jun Jul Aug Sep
MSCI Europe Japan Nikkei 225
US 10 year Treasuries China SCI 300
Real Estate Nasdag

Source: Refinitiv, total returns in local currency, 1.1.23 to 30.9.23

Past performance is not a reliable indicator of future returns. When investing in
overseas markets, changes in currency exchange rates may affect the value of
your investment. Investments in emerging markets can be more volatile than
other more developed markets. There is a risk that the issuers of bonds may not
be able to repay the money they have borrowed or make interest payments.

For full 5 year figures, see page 7.

the world now. Just as Japan turned up when
investors least expected it, perhaps China
will turn out to be the contrarian investment
opportunity of 2024. If not now, then when?

Next year may not be so kind to the US
market as politics becomes the main focus
again ahead of November's Presidential
election. The bitter wrangling over the debt
ceiling does not augur well and voters in the
world’s most dynamic economy may well feel
underwhelmed by the choice they are likely
to be presented with in a year’s time.

The big story over the summer has been the
re-emergence of a higher-for-longer narrative
around US interest rate policy. It's hard

to remember that not long ago we were
assuming that interest rates would be on
their way down again by now. The Federal
Reserve may not even have delivered its final
rate hike yet and the return to easier money
next year and in 2025 could be painfully slow.

That's been bad news for bonds, which
have endured persistently rising yields this
year. Yields and prices move in opposite
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directions, so the bond market rally has been
consistently kicked down the road. As we
discuss on page 10, however, the risk/reward
balance looks more and more compelling the
longer this process goes on. Other bond-like
investments such as commercial property
have also suffered. Here, too, the correction
is starting to look like it has run its course.

Sleeping bull

So, what looked like the early stage of a

bull market after the market bottomed last
October, now looks less promising. The key
question is whether we head into recession
or experience the hoped-for soft economic
landing. In the absence of recession,
corporate earnings tend not to fall very much
and the forecasts for next year and 2025
remain encouraging.

Valuations are neither particularly cheap

nor expensive in most cases, so continued
growth in company profits could feed through
into a prolonged recovery for the market.

It feels like we are getting closer to the end
of the post-financial-crisis bull market, but
history shows that prices can drift higher for
an extended period.

While we wait to find out where shares head
next, there are at least plenty of opportunities
to diversify our portfolios. Bonds offer an
attractive yield now and the prospect of a
capital gain to come as and when interest
rates do start to come down again. And cash
is paying a good income too. Sometimes, we
just have to be patient.
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(as at 30 September)

S&P 500 4.3 15.2 30.0 -15.5 21.6
Nasdag 0.5 41.0 30.3 -26.3 261
FTSE 100 3.2 -18.1 25.4 0.9 14.7
MSCI Europe -0.1 -0.3 28.0 -24.3 29.7
Nikkei 225 7.8 8.7 291 -10.0 255
MSCI Emerging Markets 1.6 109 18.6 -27.8 12.2
Gold 225 254 -8.3 5.7 109
Oil (WTI Crude) -26.5 -32.7 91.7 12.3 8.2
US 10yr Treasuries 16.8 12.6 -51 -16.5 -2.6
China CSI 300 13.5 227 8.0 -20.1 -0.6
Copper 91 174 341 141 69
Real Estate (S&P Global REIT) 16.4 177 32.8 -19.8 3.2

Source: Refinitiv, total returns in local currency as at 30.9.23

Past performance is not a reliable indicator of future returns. When investing in overseas
markets, changes in currency exchange rates may affect the value of your investment.
Investments in emerging markets can be more volatile than other more developed
markets. There is a risk that the issuers of bonds may not be able to repay the money
they have borrowed or make interest payments.

Acknowledgements - The views in this report are derived from a variety of sources
within and outside Fidelity International. They are based on the house view of the Fidelity
investment team and other sources. However, the report is written for a UK personal
investing audience and the ideas are explicitly linked to our Select 50 list. We consider
this the best way for our investors to implement the ideas discussed in this Outlook.

We would like to thank, in particular. Neil Cable, Steve Bramley, Jeremy Osborne,

Gary Monaghan, Leigh Himsworth, Jeremy Podger, Ayesha Akbar and Natalie Briggs.
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Asset classes and
world stock markets

While this quarterly Investment Outlook aims to keep investors abreast of developments

in a range of different asset classes and geographical areas, recent events have shown
how difficult it can be to predict how these will perform in any given circumstances. This is
particularly the case today as the full impact of a very rapid tightening of monetary policy in
the face of persistent and high inflation starts to be felt. As ever, investors find themselves in
familiar but uncharted territory. In this evolving environment, the importance of diversification
cannot be overstated even if a simple bond/equity split has failed to deliver more recently.
Investing is proving to be more challenging than ever against a fast-changing backdrop, but
there are always opportunities, and we hope this Outlook will help to identify these.

For a video update on each asset class and region, scan the QR code on each article or visit
fidelity.co.uk/investmentoutlook

The risk-return spectrum

Lower risk - lower potential return Higher potential return - Higher risk

Cash funds Bond funds Alternatives Equity funds Individual equities

Managing investment risk is about balancing the chance of loss with the potential for returns
over time. A higher level of investment risk - usually found in individual equities - often
means that the potential for growth is greater, but there’s also a greater possibility that the
value of your investments might fall. At the other end of the spectrum, cash carries little or no
investment risk other than the possibility that inflation will eat into the value of your savings.
Bonds, especially those issued by governments, can be lower in investment risk, but they're
also likely to deliver lower potential returns. Inflation and rising interest rates can also be
very damaging to the value of bonds over time due to their fixed income and fixed return of
capital at maturity. This image shows the level of risk associated with the potential returns of
a range of asset classes. A good way of ensuring your investments have a suitable level of
risk is to diversify your portfolio across this risk-return spectrum.
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Shares

Current view — Neutral | 3 month

The stock market rally that began a year
ago ground to a halt over the summer. Since
then, markets have drifted as investors have
resigned themselves to higher-for-longer
interest rates and more competition from
other investments.

Looked at over a two-year time horizon,

most markets remain under water. That is
particularly the case in inflation-adjusted
terms. The main indices in the US, Europe
and Asia are down by around a fifth in real
terms since the start of 2022. Japan is the
exception, having benefited from its relatively
low valuation.

However, when you consider how far and
fast interest rates have risen over the past
two years, equity markets have performed
better than might be expected. Consumers
have proved surprisingly willing to pay higher
prices as inflation has risen. In the absence
of a recession, company profits tend not to
fall very much. As long as valuations are not
too demanding (and outside the US they
are not), share prices can continue to rise in
this environment.

The key question is whether we can now
avoid a recession next year. The risk is that
the negative impact of higher interest rates
has simply been deferred. With little scope
for valuation multiples to rise much further,
investors are counting on forecast increases
in earnings being delivered next year

and in 2025.

For a brief video update on shares, scan the QR code
or visit fidelity.co.uk/investmentoutlook
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change » unchanged

The second important question is what
happens to bond yields. Often shares do
well as bond yields rise because they reflect
better growth in the economy. Now rising
yields are starting to feel like a headwind for
equities because they reflect higher inflation
and indicate a prolonged period of restrictive
interest rates.

Within the equity market, defensive growth
looks attractive. That argues for continued
outperformance by the big technology
companies. Although the US stock market is
the world’s most expensive, this preference for
relative safe havens may keep it out in front.

Shares look less relatively attractive, but
investors focused on the long-term should
continue to have a big exposure to the asset
class that has delivered the best returns.
Investors may choose to hold more bonds
and cash, but shares should remain the
core, not least because they offer the best
prospect of outpacing inflation.

The Select 50 is particularly strong in its
selection of good global equity funds.

We have a wide range of growth- and
value-focused funds as well as low-cost
passive options, income-focused funds and
investment trusts.
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Bonds

Current view v Positive | 3 month

It's been a year of frustration for bond
investors. We started 2023 thinking that the
peak in the interest rate cycle was close

and that the cost of borrowing would start

to fall. That pivot to easier policy keeps being
kicked down the track, and the re-emergence
of a higher-for-longer rate narrative has put
upward pressure on bond yields.

For those who think that the impact of higher
interest rates on the economy has simply
been deferred, the current rise in yields

only makes a stronger case for increasing
the bond weighting in a balanced portfolio.
In due course, rates will start to fall again,
and investors will then enjoy a capital gain.
In the meantime, they are able to lock in a
very attractive income.

The counter argument is that economies
have proven more resilient than expected

to rising interest rates. With no recession on
the horizon to worry about, central banks can
continue to focus on squeezing inflation out
of the system. And that means that rates can
stay high.

Our view is that the balance between

risk and reward is firmly skewed towards
investing in government bonds, which is the
part of the fixed income universe that is
most sensitive to movements in interest rates.
The chance of rates falling from their current
level is greater than the possibility that they
will rise much further.

For a brief video update on bonds scan the QR code
or visit fidelity.co.uk/investmentoutlook

change » Unchanged

When it comes to corporate bonds, it's a
slightly different story. That's because these
bonds are also influenced by the health of
the economy and its impact on companies.
As the economy slows more of these may
fall into difficulties and become unable to
meet their obligations to lenders. This is
likely to become a bigger problem as more
companies are obliged to refinance their
debts at much higher rates.

For this reason, investors who are reaching for
the extra income that corporate bonds offer
compared with government bonds should err
on the side of caution and only invest in the
highest quality companies’ debts. So-called
high yield bonds might look attractive on the
basis of the income they offer, but the risks of
failure are commensurately higher.

Given our preference for lower risk, higher
quality bonds, we continue to like the
Colchester Global Bond Fund, which
specialises in government bonds. We also
like the M&G Corporate Bond Fund, which
tends to lend to lower-risk companies.

Important information - there is a risk

that the issuers of bonds may not be able
to repay the money they have borrowed or
make interest payments. When interest rates
rise, bonds may fall in value. Rising interest
rates may cause the value of your

oD

investments to fall.

[=]
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Property

Current view v Positive | 3 month

Property markets around the world are
marching to very different beats. Europe

and the UK are much further down the track
when it comes to the correction in prices than
either the US or Asia. Not only have property
prices fallen further in our own market over
the past year, they may have actually started
to rise again in recent months. We are clearly
closer to the turn here.

We are not out of the woods though.
Even after the falls so far, the sector is
vulnerable to further increases in bond
yields. In both the Eurozone and the UK,
the difference between investment grade
corporate bond yields and those on
property is not material. High yield bonds
now offer a much higher income than
commercial property.

However, investors should bear in mind a

key difference between property and bonds
when making this comparison. Unlike bond
coupons, which are fixed, property rents offer
investors the prospect of growth too. And in
a modestly inflationary environment they

can be an excellent way of hedging against
rising prices.

When there is a shortage of supply - and
this is particularly the case with high-quality
buildings that are compliant with ever tighter
environmental regulations - rents can and do
rise in line with inflation. Property can offer
bond-like income with equity-like growth.

For a brief video update on property scan the QR code
or visit fidelity.co.uk/investmentoutlook
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change » Unchanged

That is before we have even considered

the opportunity to add value to a building

by, for example, improving its emissions.

The appetite for modern space creates great
opportunities for re-developing so-called
stranded assets that are no longer fit

for purpose.

So, the next year to 18 months could be a
good time to gain some exposure to the real
estate sector, albeit the ride could be bumpy
in the short term if interest rates have not yet
reached their peak.

We like the Select 50’s Balanced
Commercial Property Trust, not least
because it currently trades at a 45% discount
to estimated net assets. The manager is a
seasoned property investor with a record

of buying when prices are attractive. It is an
investment trust, which is the best vehicle for
investing in this illiquid asset class.

Important information - funds in the
property sector invest in property and land.
These can be difficult to sell so you may not
be able to cash in this investment when you
want to. There may be a delay in acting

on your instructions to sell your investment.
The value of property is generally a matter
of a valuer’s opinion rather than fact.
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Commodities

Current view P Neutral |

The three commodities that we track in the
Outlook - gold, oil and copper - have all
been volatile over the past three months. But
they have been so for very different reasons.

Gold has been falling ever since the spring
when it peaked during the short-lived
banking crisis in March. That indicates one
of the reasons to hold gold - its safe haven
characteristics during periods of upheaval.
But the appeal of gold to investors is also
influenced by the outlook for alternative
investments, in particular for those which
offer the income which gold does not. When
investors can earn a return on cash or bonds
they are less inclined to park their money

in the precious metal. And that is what has
taken the shine off gold in recent months.

We sometimes suggest that the best way to
play the gold price is through the shares of
gold miners, which magnify the performance
of the gold price itself. The Select 50 offers
both types of gold investment: through the
Ninety One Global Gold Fund, which
invests in the miners; and via the iShares
Physical Gold ETF, which provides a more
direct exposure to the gold price itself.

The oil price has been one of the biggest
movers in the past quarter, highlighting the
uneven relationship between commodity
prices and the state of the global economy.
The cost of a barrel of oil has risen from a

low point of just over $70 in June to a peak of

For a brief video update on commodities, scan the
QR code or visit fidelity.co.uk/investmentoutlook

3 month change » Unchanged

nearly $100, despite the fact that fears about
recession have intensified.

The reason is that oil reflects expectations
about growth but also the arithmetic of
supply and demand, which can sometimes
be more politically than economically driven.
Since the summer, the main producers of

oil, Saudi Arabia and Russia, have said that
they intend to limit the supply of energy and
the market has responded as you would
expect, by raising the price of an asset that is
perceived to be more scarce.

Finally, copper, where a long-term bullish
case has been overpowered by shorterterm
supply considerations. Sometimes known as
Doctor Copper, for its ability to reflect the
health of the global economy, the red metal
has drifted this year after rising strongly in
2022. That reflects expectations for growth in
China, one of the world’s leading consumers
of copper. Last year, investors hoped for

a rebound in activity as China emerged
from Covid; the reality has been very
different in 2023.

The long-term case for investing in copper is
focused on its use in industries supporting the
push towards net zero. The metal is used in
electric cars and renewable energy networks.
In the short-term, however, this bullish
argument plays second fiddle to whether or

not China is growing.
(82, =]
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United States

Current view — Neutral |

On the face of it, the S&P 500 has had a
reasonable year to date, regaining much of
the ground it lost in 2022. Scratch beneath the
surface, however, and it is a more nuanced
picture. The market has been driven higher
by the strong performance of a handful of
big technology stocks. The rest of the market
has gone sideways for a couple of years.
The situation is even worse when it comes to
smaller companies. The Russell 2000 index
has been drifting lower since 2021.

While investors have been gravitating
towards the defensive safety of the so-called
Magnificent Seven (the likes of Amazon and
Apple), they have been much more wary of
investing elsewhere. When you read that the
US market is expensive on around 20 times
expected earnings, remember that this is
skewed by the much higher valuations of the
big tech companies. The average PE ratio
for the Russell 2000 has fallen from 22 to 13
since 2021.

So, to an extent, investors have already
priced in an economic squeeze. While there
is little evidence of that pain yet, and there
remains considerable uncertainty about when
it might arrive and just how hard the landing
will be, shares are not as complacent as
they seem.

Investors are still pricing in an earnings
recovery next year and in 2025. Following a
modest decline in 2023, the expectation is
that profits will grow in the double digits in

For a brief video update on the United States, scan the
QR code or visit fidelity.co.uk/investmentoutlook
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3 month change » Unchanged

both of the next two years. How realistic that
is remains to be seen, but if it is achieved
then the broader market could play catch
up in 2024.

One reason why we have not seen

more evidence of economic pain is that
US companies and consumers are less
interest-rate-sensitive than in the past.

The prevalence of fixed rate mortgages
and the foresight of companies refinancing
their debts when rates were low during
the pandemic means that many borrowers
are paying nothing like the current rate of
interest. A key question then is what happens
when those cheap loans start to roll over.

The current market limbo could end in one

of two ways - with a bang or a whimper.

The bang would see recession arrive next
year, undermining the earnings recovery

story and leading to a rapid de-rating of
valuations. A more agreeable outcome -

the whimper - would be a gentle decline in
inflation towards the Fed’s target, allowing the
central bank to take its foot off the brakes.

Even this better outcome is unlikely to lead
to a big rally in US share prices from here,
so we retain a cautious stance. That said,
it rarely makes sense to bet against the
US stock market except during moments of
significant overvaluation. That is not where

we are today.
[=liFE
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United Kingdom

Current view v Positive | 3 month

It is tempting to be overly pessimistic about
the UK. The recurring theme of the past 10
years or so has been political uncertainty,
from Scottish independence to Brexit and
the short-lived Truss government. We have
shown ourselves incapable of completing a
relatively short stretch of high-speed railway
and once again we are re-inventing our
education system. The polls suggest that we
will try a different flavour of government next
year, without a great deal of enthusiasm or
confidence that the new lot will be any better.

But look through the stock market lens and
Britain is a pretty solid performer. Over the
past 10 years, it's true that we've lagged the
US and Japan. But we're bang in line with
the rest of Europe, and we've done better
than most emerging markets. The UK stock
market has been less volatile than most and
delivered a higher income stream. The worst
that can be said is that our home market is
just a bit dull.

The reality is that the UK economy is doing
better than we think. Inflation is finally on

the way down, but wage growth remains
strong. Mortgage rates are off their peak.
Unemployment has risen a bit recently, but

it remains low. Households are benefiting
from relatively high savings on which they are
getting an increasingly good return. We now
seem to have recovered from the pandemic
better than our European neighbours and the
consensus is that we should avoid recession.

For a brief video update on the United Kingdom, scan the
QR code or visit fidelity.co.uk/investmentoutlook

change a Upgrade

What is interesting from an investment
perspective is that this is not really reflected
in the relative performance and valuation

of the main stock market indices. The FTSE
100 index, which is more reliant on overseas
earnings, has significantly outperformed the
more domestically focused FTSE 250 and
SmallCap indices. Over two years, the blue-
chip index is up a few percentage points
while the smaller two indices have both fallen
by about a fifth.

That's at odds with the earnings growth
outlook, which stands at just 5% for the FTSE
100 next year versus 14% for the FTSE 250
and 21% for the SmallCap. And it is not
reflected in valuations either. The FTSE 100
and the FTSE 250 trade on just over 10 times
expected earnings, while the SmallCap is on
only 8.5 times forecast profits. When it comes
to dividend yield, the FTSE 100 offers 4.2%,
the FTSE 250 is 4.6% and the SmallCap 4.9%.

So, there is a pretty good valuation argument
for investing in the UK, and even more

so in the smaller, more domestic indices.

The Select 50 has three actively managed UK
funds: Fidelity Special Situations, Martin
Currie UK Equity Income and Liontrust UK
Growth, as well as passive options for both
the FTSE 100 and FTSE 250 indices.
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Europe

Current view — Neutral | 3 month

It's not hard to make a negative case against
European shares. The economic outlook is
poor, with the region on the brink of recession.
Unsurprisingly, the region’s stock markets have
gone into reverse following their strong rally
last winter. Europe has underperformed the US
and UK over both three and six months.

Money supply is a good leading indicator of
what will happen to the economy and here
the picture is unambiguous. Inflation-adjusted
money supply is falling faster than it did in
the wake of the dot.com bust and after the
financial crisis. Both cases coincided with
recession, and it seems likely that history will
repeat itself.

Evidence of real economic pain in the region
is mounting. Order intake is declining across
the board and profit warnings have started
to occur. Pricing is also in retreat in some
sectors like autos which suggests that the
peak margins enjoyed during the pandemic
shortages are coming to an end.

The economic outlook is important, but

it is not the whole story for investors.
Valuations also matter and here the picture
is more encouraging. European shares are
always cheaper than their US counterparts
but currently they are extremely cheap.
Typically, over the past 35 years or so Europe
has traded on a forward PE ratio a couple of
points cheaper than the US. Today the gap
is nearly 8 points. Since 1988 the differential
has never been this wide.

For a brief video update on Europe, scan the QR code
or visit fidelity.co.uk/investmentoutlook
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change ¥ Downgrade

There are some interesting divergences
that active managers can take advantage
of. Usually when manufacturing activity
slows, investors gravitate towards more
defensive sectors. But recently cyclical
sectors like capital goods, luxury, chemicals
and semiconductors have outperformed.
Less volatile areas like consumer staples
now look relatively attractive, not least
because European staples companies
are now materially cheaper than their

US counterparts.

Even within sectors there are big
opportunities. Some leading companies
trade on close to 10-year low valuations.
Meanwhile there’s a big gap between the
valuations of some locally focused stocks
like Zara-owner Inditex and other luxury
names that are exposed to flagging Chinese
demand. The premium investors are paying
for the most expensive stocks in a sector
over the cheapest is wider than at any point
since 1990.

So, Europe faces some big challenges,

but it is cheap and there are stock picking
opportunities too. The Select 50 has two
actively managed funds: the Comgest
Growth Europe Fund, as its name suggests,
is the growth option; the Schroder European
Recovery Fund is the value play.
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Japan

Current view v Positive | 3 month

We have been positive on the Japanese
stock market for some time. Fortunately, it has
rewarded our confidence with only the US’s
Nasdaqg market coming close to the Nikkei's
25% year to date return in local currency
terms. The weakness of the yen has taken
some of the shine off that stellar performance,
but Japan has still been one of the best
places to be invested this year.

The Nikkei stands at a 30-year high and has
now retraced pretty much all the ground it lost
during its grinding 25-year bear market from
the late 1980s until the Abenomics reforms in
2012 rekindled interest in this sleeping giant
of a stock market.

Unlike in the US and European markets,
Japan’s performance has been broad

based. The largest US companies account

for essentially all the S&P 500’s growth and
disguise more generalised weakness among
smaller stocks. In Japan the performance of
the top 15 companies by size is bang in line
with the index as a whole. That's a reflection
of positive earnings revisions across the board
and suggests the rally could be more durable.

The performance of the Japanese market has
been value rather than growth stock focused.
In part that's due to a raft of reforms being
promoted by the Tokyo Stock Exchange (TSE)
which are designed to raise governance
standards and profitability. These have had
the biggest impact on the most out of favour

For a brief video update on Japan, scan the QR code
or visit fidelity.co.uk/investmentoutlook

change » Unchanged

stocks, which have the most to gain from
raising their game in this way.

It also reflects a general improvement in the
Japanese economy. GDP growth is running at
an annualised 4.8%, way above the long-run
trend. As a healthy level of inflation takes hold,
the growth is in nominal not just inflation-
adjusted terms too. That helps companies
increase their sales and margins. The days of
sapping deflation look to be in the past now.

The good news is that there is still plenty of
work to do. Japanese companies are still
cash rich and often trade below their book
value in the stock market. And the majority of
smaller companies are yet to respond to the
TSE's guidance. This is a multi-year process.

Despite all this, the Japanese market

remains relatively cheap, although after the
recent rally it is no longer excessively so.

The multiple of expected earnings, at just
under 15, is in line with the long-run average.
On other measures, however, such as price to
book value, Japan is much cheaper than its
peers in the US and Europe.

The Select 50 has two actively managed
Japan funds; the Baillie Gifford Japanese
Fund is a growth-focused fund while the
Schroder Japan Trust has more of a
contrarian value bias.
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Asia and emerging markets

Current view — Neutral |

China’s fall from grace in investment terms has
been spectacular. Over the past couple of
years, the performance of Chinese shares has
diverged dramatically from both its emerging
market peers and from developed markets
like the US too. Since 2021, shares traded

in Shanghai and Shenzhen have lost more
than 30% of their value while US shares have
moved sideways.

If this were a reflection of sharply deteriorating
earnings, it might be understandable. But that’s
not the case. Often, a company’s shares have
gone backwards despite its profits growing
strongly. Rather it reflects a loss of confidence
in the Chinese economy, its long-term growth
potential and its economic model. This could
be a big over-reaction. Harder to spot is the
catalyst for a reversal.

The problems in China are well understood.
Recovery from Covid has been disappointing
this year and consumers are reluctant to
spend. The country’s export industries are
struggling with lower demand and greater
protectionism from the US, in particular.

And the property sector, a key driver of
economic growth, is in desperate need of
support if confidence is to be restored.

So, there are many challenges ahead.

The question is whether the sell-off has now
gone too far. China is cheap, but is it too
cheap? It is starting to feel like one of those
moments that in retrospect were an obvious
turning point. If not now, then when?

For a brief video update on Asia and emerging markets, scan
the QR code or visit fidelity.co.uk/investmentoutlook

3 month change ¥ Downgrade

A market which is definitely not too cheap is
India. Standing at an all-time high, the Indian
stock market has doubled since the bottom
of the pandemic correction. It has more

than quadrupled since the financial crisis.
Who would have predicted 20 years ago that
an investment in India would have done four
times as well as one in China?

India is always quite expensive. Domestic
buyers keep the market buoyant, and flows
into small and mid-cap companies recently
are a good indicator of retail buying. Some
professional investors are seeing this as a
signal to take some profits off the table.

Elsewhere in Asia a key driver for markets
such as Korea and Taiwan is the replacement
cycle for consumer electronics. A pick-up in
demand is forecast for next year as kit that
was bought during the pandemic comes to
the end of its useful life.

Emerging markets tend to suffer when
investors feel uncertain about the world and
they have had an unexciting year to date,
led lower by China. However, their long-
term structural advantages remain in place
and a weaker dollar as US rates start to fall
is typically good news for the asset class.
The Select 50 has a good range of growth
and value options for investors looking for an
exposure to Asia and emerging markets.
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In summary

As we run into the year-end, 2023 looks like
it will repair most but not all of last year’s
damage. Most markets have delivered
positive returns in the year to date but
remain under water on a two-year view.
After the fireworks of the pandemic plunge
and rapid recovery, markets have drifted
and there is a lack of conviction about
where they go next.

Things have not turned out exactly as

we thought nine months ago. China has
disappointed; central banks have stayed
hawkish for longer, dashing bond investors
hopes; beneath the surface, the apparently
buoyant US market has been less strong

than it seemed.

The key question remains just how hard

the economic landing will be after the

most aggressive rate-hiking cycle anyone
can remember. For the first time in years,
investors have a plausible alternative to
equities. The risk/reward balance for bonds
looks increasingly attractive as yields move
higher and cash looks compelling, especially
as inflation retreats.

Earnings are forecast to bounce back

over the next couple of years. But they

will need to do so as valuations have little
scope to re-rate higher. As ever a well-
balanced portfolio, spread across different
asset classes and geographical regions,
makes sense.
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Welcome to Fidelity's
Investor Centre

Come and meet us face-to-face at our
Investor Centre in London, which is
conveniently located opposite Cannon
Street station.

There’s no need to book an appointment.
Simply pop in if you need support with any
of the below:

® Help with opening an account - whether
you're a new or existing customer we can
support you with application forms and
verifying identification documents.

= Assistance with legal documents -
such as helping with Power of Attorney
certification, or showing you what to do
when someone you love dies who invests
with us.

= General investment guidance - we can
also take you through the online tools on
guidance that are on offer.

If you'd like to find out more about our
Wealth Management and Advice services
(for anyone who has over £100k to invest or
more complex financial needs), please get
in touch to make an appointment.

Or, if you're already a Wealth Management
member, the Investor Centre is a great place
to catch up with your Relationship Manager
or Adviser.

How to find us:

CHE’“’S/DE Q The Royal Exchange
<o [ BANK
o P
oot %
)
2
© %z
MANSION S 2 S
HOUSE Wiy, % Y
STegzy
e MONUMENT
CANNON ©
STREET
PER &,
4
S St

111 Cannon Street
London
EC4N BAR

Q

We're open Monday to Friday, from 9am to
5pm, excluding bank holidays.

Soraya Wetherell,
Investor Centre Manager

Pop in or call
us to make an

appointment:

0800 368 6818
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The Select 50:
Ouvur favourite funds -
selected by experts

With thousands of funds to choose from, building your portfolio can be a real challenge but
Select 50 can help you choose from the range of funds available on our website. For more
information on how these funds are selected visit fidelity.co.uk/select. The Select 50 is not
advice or a personal recommendation to buy funds. Equally, if a fund you own is not on the
Select 50 we're not recommending you sell it. You must ensure that any fund you choose to
invest in is suitable for your own personal circumstances.

Please be aware that past performance is not a reliable indicator of what might
happen in the future. The value of investments and the income from them can go down

as well as up, so you may not get back what you invest. For funds that invest in overseas
markets, the returns may increase or decrease as a result of currency fluctuations.
Investments in small and emerging markets can be more volatile than other more developed
markets. For funds launched less than five years ago full five-year performance figures are
not available. Shares in investment trusts are listed on the London Stock Exchange and their
price is affected by supply and demand. Investment trusts can gain additional exposure to
the market, known as gearing, potentially increasing volatility.

Standardised performance data (%) over the past five years

% Morningstar

(as at 30 September) 2018-19 201920 2020-21 2021-22 2022-23  Fund Rating
i Asia and emerging markets

Comgest Growth Emerging Markets Fund 5.3 0.4 3.5 -20.4 3.6 0
Fidelity Funds - Asian Smaller Companies 5.0 -7.5 32.6 1.8 10.7 QOO0
iShares Core MSCI Emerging Markets ETF 3.1 5.4 15.1 -12.4 3.3 OO0
Lazard Emerging Markets Fund 6.0 -14.1 26.8 8.8 13.8 SOO0
Schroder Oriental Income Fund 4.7 5.9 19.6 -4.8 7.7 SO00

Stewart Investors Asia Pacific Sustainability Fund 5.0 8.5 24.5 -4.7 -4.8 DAL DD D]
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% Morningstar
(as at 30 September) 2018-19 2019-20 2020-21 2021-22 202223 Fund Rating

AXA Sterling Credit Short Duration Bond Fund 2.6 1.4 17 -7.8 7.0 SO0
Colchester Global Bond Fund - 23 5.6 6.4 6.2 OO0
iShares ESG Overseas Corporate Bond Index Fund ~ 15.6 3.1 -3.0 3.4 -4.4 [AATH)
iShares Overseas Government Bond ETF 15.2 2.1 -8.1 2.4 -10.2 [k )
JPM Global High Yield Bond Fund 4.5 0.2 12.0 -13.8 7.6 -
Ei%zl Iid(iin;r:é Emerging Markets Government 16.7 %6 22 31 15 000
M&G Corporate Bond Fund 9.8 2.8 1.7 -20.4 8.6 OO0
M&G Emerging Markets Bond Fund 18.9 3.6 19 -5.2 4.8 QOO0
M&G Global Macro Bond Fund 12.6 6.8 5.4 2.9 -7.0 Q00
Ec:])ll(t;IdL?::;n Short Duration Global Index 48 33 41 56 28 0000
Vanguard Global Short-Term Bond Index Fund 35 24 0.1 -7.0 23 QOO0

i.: Europe

Comgest Growth Europe ex UK Fund 5.9 15.0 243 -16.7 16.7 QOO0
Schroder European Recovery Fund 1.8 -21.0 41.0 1.4 33.3 SO0
Vanguard FTSE Developed Europe ex UK ETF 5.9 03 21.3 -13.0 19.2 SO0
& Global

BNY Mellon Long Term Global Equity Fund 105 8.1 20.0 6.7 1.3 QOO0
Dodge & Cox Worldwide - Global Stock Fund 3.0 -10.3 38.2 3.2 15.4 QOO0
Edinburgh Worldwide Investment Trust -6.3 58.7 53 -43.3 -20.1 <
Fidelity Global Dividend Fund 16.6 0.2 12.4 0.4 10.1 QOO0
Fidelity Global Special Situations Fund 3.8 79 240 7.6 8.5 SOO0
Legal & General Global Equity Index Fund 6.8 55 235 29 11.0 SO00
Rathbone Global Opportunities Fund 3.6 27.8 19.9 -18.1 11.5 SOOOD
Schroder Global Recovery Fund 39 -21.3 48.7 -6.2 20.4 Q000
Vanguard FTSE All-World ETF -0.2 -2.2 34.3 9.5 4.3 QOO
Baillie Gifford Japanese Fund 1.4 7.9 12.4 -19.3 0.6 0
iShares Core MSCI Japan ETF 1.0 1.7 14.6 -12.7 121 SO0
Schroder Japan Growth Fund -10.6 -6.7 30.5 -10.0 23.0 Q000

The Select 50 is liable to be changed between publication dates for the Investment
Outlook. For the most up-to-date list please visit fidelity.co.uk/select
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% Morningstar
(as at 30 September) 2018-19 2019-20 2020-21 2021-22 202223 Fund Rating

‘i North America

Brown Advisory US Sustainable Growth Fund - - 28.5 -12.1 13.6 Q000
Dodge & Cox Worldwide - US Stock Fund 2.7 7.7 43.3 4.3 8.4 SOOU
T.Rowe US Smaller Companies Equity Fund 15.1 7.8 324 -4.9 2.7 QOOU
Vanguard S&P 500 ETF 10.1 9.6 249 32 9.0 QOO00

:: Alternatives

Balanced Commercial Property Trust -22.3 -41.3 50.6 28.3 -37.2 -
First Sentier Global Listed Infrastructure Fund 203 -121 15.8 2.4 2.6 -
International Public Partnerships Limited 6.3 9.9 4.9 2.0 -13.6 =
:ESSI:;]treeslnEc;'n;/)i(rcl):znmdent and Low Carbon Tilt Real 209 218 26.0 79 70 000
iShares Physical Gold ETC 30.5 22.6 1.4 14.9 12 -
Legal & General Cash Trust - 0.4 0.1 0.5 4.1 -
Ninety One Diversified Income Fund 32 2.1 4.4 7.1 4.9 OO0
Ninety One Global Gold Fund 59.9 43.0 -30.4 -15 6.5 OO0
Pyrford Global Total Return Fund 2.3 0.1 5.2 0.6 4.1 SOVOY
UK

Fidelity Special Situations Fund 3.1 -22.5 47.0 9.6 14.5 OO0
FTF Franklin UK Equity Income Fund 45 -16.2 269 3.4 13.7 Q000
iShares Core FTSE 100 ETF 3.1 -18.0 25.2 0.9 14.5 SOO0
Liontrust UK Growth Fund 3.0 -11.0 26.1 5.5 10.9 QOO0
Vanguard FTSE 250 ETF 1.0 -115 355 23.6 9.9 SO0

Before you invest, please ensure you have read Doing Business with Fidelity and the Key
Investor Information Document (KIID) or Fund Specific Information Document (FSI), relevant
to your chosen fund(s). These documents give you all the information you need to know
about Fidelity, including details of the objective, investment policy, risks, charges and past
performance associated with the fund(s). Instructions on how to access these documents
can be found at fidelity.co.uk/importantinformation. If you do not have a computer or
access to the internet please call Fidelity on 0800 41 41 61 to request a printed copy of the
documents. The Full Prospectus is also available on request from Fidelity.

Source: Morningstar from 30.9.18 to 30.9.23. Basis: bid to bid with income reinvested in GBP. Excludes initial charge. The
fund’s primary share class according to the IA is shown. For the latest yields please call 0800 41 41 61 or visit fidelity.co.uk
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Not sure what to
do next? Our financial
advisers can help.

It feels that even the most straightforward of
finances have been complicated by the current
economic and political landscape. So, if you're
still wondering what to do with your portfolio -
even after reading this Investment Outlook - don't
worry, our financial advisers are here to help.

Personal financial advice

Our financial advisers can really help cut through
the noise when so much change is afoot and bring
a fresh perspective to your finances. They will:

®  Advise on the investment approach of
your portfolio
. Help give you greater peace of mind

®  Maximise your tax efficient investments

Financial advice will only be suggested if it's
right for you. That’s why a free, no-obligation,
informal chat is offered in the first instance.

Important information - the value of investments
can go down as well as up so you may get back
less than you invest.

Simply call
0800 222 550

Or, visit
fidelity.co.uk/

advice

Fidelity

INTERNATIONAL
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Trust us to
go further:

B Over 460 investment professionals
around the world

B Fidelity International looks after 1.5m
UK investors

B Detailed investment approach
including direct company interviews

Source: Fidelity as at 30.6.23
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For more
information

please call
0800 41 41 61
or visit fidelity.co.uk
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