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The UK equity market has been unloved for many years now and 2024 so far has seen a continuation of this trend, with
equity fund outflows being an ongoing feature and UK market returns continuing to lag the main global indices.

The relative decline of the UK market in recent years has been well documented, driven by a combination of political,
economic and index construction factors.

Politics — Brexit has significantly undermined confidence in the UK which has been exacerbated by weak government

post COVID and no less than three prime ministers in the past eighteen months, with another likely before the end of
2024.

Economics - the above factors have led to weakness in sterling, falling productivity, low levels of GDP growth and
stubbornly high inflation. As a result interest rates and bond yields have risen faster in the UK than elsewhere.

Index - the UK market (dominated by the FTSE100) has a far less dynamic composition than the US with very low
exposure to tech and high exposure to mature sectors such as banks, oils and mining. The attractions of London as a

listing venue have diminished post Brexit and low valuations have encouraged growing companies to list elsewhere or
remain private.

This has led to UK equities trading on a significant valuation discount to global markets. As the chart below shows we
can track this trend back to the Brexit vote in 2016.

UK vs Global Equities (12m fwd P/E relative)
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Source: Berenberg, 12/03/2024

Many observers would argue that this is justified and well deserved, reflecting the numerous structural barriers the UK

faces. However, this low valuation is not merely a function of sector composition but a market wide one, affecting UK-
listed companies across sectors.

The chart on the next page highlights how omnipresent the UK discount has become no matter which sector you apply
it to.
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UK Sector Valuations vs US
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Source: Liberum, as at 29/02/2024

All of the above factors have led to significant redemptions in UK equity funds both at a retail and pension fund level,
such that the UK is now less than 5% of the MSCI World index having been more than 20% at its peak. The chart below
confirms the consistent drawdowns we have seen from UK equity retail funds over the past three years alone.

Net Flows - UK Focused Equity Funds
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This pressure on liquidity has been most acutely felt the further down the market capitalisation scale you go. Returns
from UK mid and smallcap have been flat over the past three years whilst AIM has endured a particularly torrid time.
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Such poor returns and weak liquidity have meant that smaller companies have borne the brunt of the derating of UK
companies. The chart below shows the PE ratios of UK equity indices by size. The further down the cap scale we go the
lower the valuation. This has left UK smaller companies (especially those below £250m) friendless, with limited new
investor appetite.

—FTSE 100: 14x ——FTSE 250: 12.4% —Small Cap: 11.2x
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Most market analysts would acknowledge that UK smaller companies are now an exceptionally cheap if unloved asset
class. It is crucial that action is taken to re-establish the UK as an attractive place for companies to list and raise capital,
leading to improved liquidity at the lower end of the UK stock market. There is now a far broader acknowledgement of
the issues which have been holding back UK capital markets , with a wide range of possible solutions emerging to
incentivise increased investment and listings in UK growth businesses. These initiatives are broadly supported across the
political spectrum.

From a macro perspective a clear peak in UK interest rates and gilt yields as well as moderating inflation could all have a
strongly positive impact on current valuations and the upturn when it comes could be rapid. The chart below highlights
some dramatic periods of recovery seen for the IA Smaller Companies sector since the GFC in 2009. Quite often the
darkest hour can be before the dawn.

IA UK Smaller Companies Return

March 2009 - March 2011 +104.5%
Nov 2011 - 2013 +63.1%

Feb 2016 - 2018 +43.7%
March 2020 - 2022 +62.9%

Source: FE Analytics

We believe that the biggest challenge for UK small and midcap markets is not one of valuation but one of liquidity, and
the need to attract a broader investor base to the asset class. At Amati we continue to focus on businesses with
conservative balance sheets, sustainable margins and strong cash generation and currently there are plenty of these
companies available at attractive prices. If investors don’t take the opportunities now available in the UK markets, then
corporate buyers will continue to do so instead and listed UK businesses will be acquired on the cheap. The recent surge
in M&A activity and share buybacks impacting UK quoted companies tells us that this process is well and truly underway
already, highlighting the compelling value on offer in UK markets right now.
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Risk Warning

This article is a financial promotion issued by Amati
Global Investors Limited, which is authorised and
regulated by the Financial Conduct Authority. It is
provided for informational purposes only and does
not represent an offer or solicitation to buy or sell
any securities; nor does it provide all the facts
needed to make an informed decision about
investing in the Fund. Prospective investors should
always read the Key Investor Information Document
and the Prospectus, which contain full details of the
costs and charges applicable to the Fund as well as
specific risk warnings. These documents are
available at www.amatiglobal.com.

Past performance is not a reliable guide to future
performance. The value of investments and the
income from them may go down as well as up and is
not guaranteed; investors may not get back the
amount originally invested.

The return on investments in overseas markets may
increase or decrease as a result of exchange rate
movements. There may be occasions where there is
an increased risk that a position in the Fund cannot
be liquidated in a timely manner and at a reasonable
price. In extreme circumstances this may affect the
ability of the Fund to meet redemption requests
upon demand.
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07979601223
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Northern England, Scotland & NI
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jonathan.woolley@amatiglobal.com
07818203013

Thomas Whitfield

Sales Director

London & SE England
thomas.whitfield@amatiglobal.com
07818203013

Samantha Dalby

Sales Manager
samantha.dalby@amatiglobal.com
+44 (0) 131 503 9116

Olivia Pattison

Senior Sales Support Executive
olivia.pattison@amatiglobal.com
+44 (0) 131503 9126

Milly Stevenson

Sales Support Executive
milly.stevenson@amatiglobal.com
+44 (0) 131 503 9125
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Amati Global Investors Ltd
8 Coates Crescent, Edinburgh EH3 7AL

+44 (0)131 503 9115
info@amatiglobal.com
www.amatiglobal.com

Amati Global Investors is authorised and
regulated by the Financial Conduct
Authority.

Calls are recorded and monitored.
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