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2020 has been a horrible year for investors in UK
equities. At the time of writing (20 November), the
FTSE 100 is down more than 15% year-to-date.
This compares poorly with most other equity
markets across the globe and looks quite wrong
when compared to China CSI 300 which is up 28%
(year-to-date in GBP) and the US Nasdaq which
is up 33% (year-to-date in GBP). The reasons for
this huge underperformance are varied but can
best be assigned to four key issues: Brexit, the
Covid-19 pandemic, dividend cuts and a lack of
technology in the UK index. Other considerations
include the impact of low interest rates on banks
and an ESG push against big oil stocks, both

of which were important parts of the UK index.
However, for the purpose of this article, | will focus
on the four big issues mentioned above.

Having acknowledged the terrible performance
of the UK equity market in 2020 year-to-date,

the question is whether UK equities might now
present a good opportunity for investors. As the
graph below shows, UK equities are at a 50-year
valuation low compared to world markets. This is
only of academic interest unless we can identify
a reason why this might change - a reason linked
to the UK market rather than assuming world
markets fall.

Certainly corporates and private equity companies
have noticed the valuation opportunity presented
in UK equities. Within the GAM UK Equity

Income fund, we have recently received offers for
William Hill and Hastings Insurance. In the wider
market stock market, bids have landed in house
building, insurance and property. The variety of
sectors involved is encouraging and suggests

a wide undervaluation of UK equities. However,
these corporate and private equity attentions are
welcome but on their own, they will not propel the
UK stock market back to more respectable levels.

Source: Morgan Stanley. Past performance is no
indicator for the current or future development.
For illustrative purposes only.

Considering the four key reasons for
underperformance

Beginning with the composition of the FTSE
100, it is unlikely that the UK market will become
populated with large technology companies in
the near future, so we will have to do without the
influence of this sector for now.

A swift rollout of a vaccine and a quick, accurate
mass testing system could help us to overcome
many of the challenges posed by the Covid-19
pandemic, including being able to go about our
business rather than staying at home. Certainly
in Asia, we have seen the positive impact that
combatting the virus has had on local stock
markets.

At the time of writing, the world equity markets
are being propelled higher on the news of good
preliminary data from phase lll trials of four
vaccines - Pfizer-BioNTech, Sputnik, Moderna
and the AstraZeneca and University of Oxford
collaboration. This is clearly worthy of celebration.
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There are more hurdles to clear in assessing safety and

dosing regimes but this is a major breakthrough and it now
seems likely that a suite of vaccines will be available in 2021.
Just as Asian economies have bounced back, it would not be
unrealistic to expect European economies to also return to
growth. Even the much forgotten about UK would see economic
growth and that would usually result in a better performance
from the UK stock market.

With regards to Brexit, UK stock market investors have hoped
for progress ever since the vote to leave was received in 2016.
Falling out with our biggest trading partner was always going to
very unsettling for businesses. Could we have some clarity in
20217 My hopes for this have significantly waned over time.

So that brings us to the final of those four key issues: dividend
cuts. Here, | am much more optimistic. The dividend cuts

in 2020 were severe. Between 40% and 50% of dividends

were lost. Some dividend cuts were directly attributed to the
economic downturn caused by the pandemic, some dividend
cuts were companies taking the opportunity to rethink their
dividends after years of over distributing and some companies
were prevented from paying dividends by regulators. All in all,
this was a heavy blow for investors. Dividends are an important
source of returns, making up nearly half of all UK equity returns
in the last century (Dimson, Marsh and Staunton — Triumph of
the Optimists). To have such an important part of the investment
case damaged, | believe, is the biggest reason for the UK
market’s huge underperformance year to date.

Fortunately, as we approach the end of 2020, there is change in
the air. Dividends are starting to return. Within our own portfolio,
companies are returning to paying dividends from a wide variety
of sectors, from Devro in Food production to Close Brothers

in Merchant Banking to Wincanton in Logistics. This will have

a significant impact on how the companies are perceived by
investors. In my view, the biggest influence on the UK market
by returning to dividend payments will come from the banks.

As soon as the regulator allows this activity to recommence, |
believe that investors will once again return to the UK market for
the reasons they always used to...dividends.

| believe as we move into 2021, UK equities offer a very
compelling investment case. They are undeniably undervalued
compared to other markets but this time, we have a catalyst to
unlock that value...the return of dividends.

Adrian Gosden
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Important legal information

Brexit Risk: The regulatory regime to which certain of the Investment Managers are subject to in the UK could be materially
and adversely affected. The decision to leave the EU could also result in substantial volatility in foreign exchange markets and a
sustained period of uncertainty for the UK, the EU and the global markets in general.

Capital at Risk: all financial investments involve an element of risk. Therefore, the value of the investment and the income from it
will vary and the initial investment amount cannot be guaranteed.

Investment Positions: positions may increase in size relative to the size of the Fund. The risk is monitored by regularly adapting
positions.

Equity: investments in equities (directly or indirectly via derivatives) may be subject to significant fluctuations in value.

Source: GAM, unless otherwise stated. (Where applicable and, unless otherwise noted, performance is shown net of fees, on a NAV to NAV basis).GAM has not
independently verified the information from other sources and GAM gives no assurance as to whether such information is accurate, true or complete.

This material is confidential and intended solely for the use of the person, persons or entities with nationality of or respectively with their residence, domicile or registered
office in a State or Country in which such distribution, publication, making available or use is not contrary to laws or other regulations, and may not be reproduced,
copied or given, in whole or in part, to any other person. It is aimed at sophisticated, professional, eligible, institutional and/or qualified investors/ intermediaries
appointed by GAM who have the knowledge and financial sophistication to understand and bear the risks associated with the investments described.

Nothing contained herein constitutes investment, legal, tax or other advice, nor is it to be solely relied on in making an investment or other decision. This document
qualifies as marketing material.

The views expressed herein are those of the manager at the time and are subject to change. The price of shares may go down as well as up and the price will

depend on fluctuations in financial markets outside GAM’s control. As a result an investor may not get back the amount invested. Past performance is not indicative of
future performance and reference to a security is not a recommendation to buy or sell that security. This is not an invitation to invest in any GAM product or strategy.
Investments should only be made after a thorough reading of the current prospectus, offering memorandum, the Key Investor Information Document “KIID”, the articles
of association and the current annual and semi-annual reports (the “legal documents”), as well as after consulting an independent finance and tax specialist. The

legal documents can be obtained in hard copy and free of charge from the addresses indicated below. Some of the sub-funds may not be registered for sale in all
jurisdictions. Therefore, no active marketing must be carried out for them. Subscriptions will only be received and shares or units issued on the basis of the current fund
prospectus. Shares of the fund have not been registered under the US Securities Act of 1933, as amended (the “Securities Act”) and the fund is not registered under

the US Investment Company Act of 1940, as amended (the “Company Act”). Accordingly, such shares may not be offered, sold or distributed in the United States or

to US persons unless an exemption from registration under the Securities Act and the Company Act is available. In addition, certain GAM products are closed to all US
investors. This material/presentation mentions one or several sub-funds of GAM Funds, registered office at 8 Finsbury Circus, London EC2M 7GB an umbrella investment
company with variable capital (OEIC) and segregated liability between the sub-funds, incorporated under the laws of England and Wales and authorised by the Financial
Conduct Authority (FCA) as a UCITS Fund in accordance with the Directive 2009/65/EC. Authorized Corporate Director is GAM Sterling Management Limited, 8 Finsbury
Circus, London EC2M 7GB. UK: Copies of the legal documents can be obtained in English, free of charge, from the Authorized Corporate Director: GAM Sterling
Management Limited, 8 Finsbury Circus, London EC2M 7GB.

Within the UK, this material has been issued and approved by GAM London Ltd, 8 Finsbury Circus, London EC2M 7GB, authorised and regulated by the Financial
Conduct Authority.



