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+ The polls for the European Parliamentary elections are showing a
distinctive shift to the right of the political spectrum.

+ The increased right-wing presence could increase division in parliament
and hamper the ability of the European Commission to implement policy.
Political instability can generate risk aversion and volatility in the markets.

+ The focus post-election is likely to be on investment in the technology Michael Browne
sector to increase competitiveness, energy security and defence Chief Investment Officer
spending. The latter two are in response to geopolitical threats.

The 2024 European Parliament Elections

On 6-9th June, the citizens of the European Union (EU) go to the polls to elect the 705 members of the European Parliament (EP).
Current polls show that the centre right European People Party (EPP), will maintain their position as the biggest voting bloc,
alongside the Progressive Alliance of Socialists and Democrats (S&D), on the centre-left.

The European parliamentary groups are not campaigning parties. Rather they consist of the underlying nation states political
parties, who are unified by similar interests. For example, the EPP includes France's The Republicans, Germany’s Christian
Democrats/Christian Social Union and Italy’s Forza Italia. In the S&D, major parties include the Spanish Socialist Workers Party,
Germany’s Social Democratic Party and ltaly’'s Democratic Party. Whatever the outcome, fragmentation will be key in the
parliamentary make up.

A shift to the right - but external threats might provide unity

Same old, same old? Not quite. At the last election in 2019, the EU centrist parties were able to campaign on an ‘Anti-Trump’ and
‘Anti Brexit’ save the EU platform.

The political centre has been arguably overrepresented and we are seeing the steady rise of populist parties represented by the far-
right Identity and Democracy group (ID). This is coming at the expense of support for the Green and left-wing parties, shown both
in the recent polling data and the Dutch election in November 2023. In the latter case, Geert Wilders', right-wing Party for Freedom,
became the largest party.

Does ID represent a united front beyond national sovereignty and a focus on restricting immigration? They will push against green
issues but there is arguably no unified economic policy. Despite the loss of ground from the centre parties, with the threat from
Russia, energy security needs to be addressed. Third place is up for grabs between ID, the centrist Renew and the right-wing
European Conservative and Reformist party (ECR), they are all neck and neck in polls. The ECR are more moderate than ID, they
have a free trade, pro-business and ‘Atlanticist’ (pro-Nato) outlook. As experienced political operators they are likely to compromise
with the centre. While hesitant on further integration, they are unified on opposition to Russia, supportive of the economic union
and the need for the continent to remain competitive.

While green investment may face some headwinds, we would expect to see continued investment in digital innovation, energy
infrastructure (both renewable and traditional) and potentially increased defence spending. The latter two in response to external
threats and to boost the bloc's geopolitical clout.

China is both a major trading partner and economic competitor. Difference of opinions on the Ukraine war, human rights and market
access have led to an unbalanced relationship, and the EU is seeking to derisk and diversify, reducing critical dependencies in its
supply chains.

Same old, same old? Not quite. At the last election in 2019, the EU centrist parties were
able to campaign on an ‘Anti-Trump’ and ‘Anti Brexit’ save the EU platform. 11
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(Not) Dealing with crises

There is dissatisfaction amongst voters. Bar an almost 50/50 split on the handling of the Covid-19 crisis, a recent poll showed that
most voters are unhappy with how the EU are handling the Ukraine crisis, climate change and immigration - on the last point only
17% of voters were favourable'.

A boost for the far-right? Perhaps not. The ECR the right-wing bloc has certainly adopted more stringent polices on immigration to
avoid losing ground to the far right. However, voters do not consider migration to be the biggest challenge facing the EU2 The
majority of voters in Greece, Hungary, Italy, Portugal, Romania, and Spain are either worried about emigration or both immigration

and emigration equally.

So, what is concerning voters? It varies country to country but economic turmoil, climate change and the war in Ukraine are arguably
more front of mind?

The centre is the biggest voting bloc but the right have gained at the expense of the left

European Parliament voting intentions - May 2024
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— EPP (centre-right) — S&D (centre-left) — ECR(right) = Identity and Democracy (far-right)
Reform Europe (centre) = Unaffiliated & Non-inscrits (various) == Greens/EFA (centre-left/left)
— The Left Group (left/far-left)
S&D: EPP:
Progressive Alliance of Socialists and Democrats \ Group of European’s People Party
Second largest group focused on sustainable Currently largest and most influential group.
. T Centre- Centre- . . .
growth with social justice. Supports European left Centre iaht Supports greater integration and comp|et|ng
. . ) e ri : .
Green Deal, greater financial regulation, 9 the single market. Common Energy policy,
anti-austerity. growth and social progress.
Greens/EFA: ECR:
Greens and European Free Alliance Supports single market, greater \ European’s Conservative and Reformists Group
Address ?ssues Sl:lch as climate change through F:tmlil’:t‘ integration and European Right 'Eurore-a[ists' cooperation while supporting
greater integration and European Green Deal. eft/le competitiveness. Promote digital sovereign autonomy. Low tax, free trade,
True democracy, poverty reduction, innovation and green transition, / minimal regulation and private enterprise.
increased regulation. with energy security Controlled immigration.
GUE/NGL: ID:
The Left Group (United Left/Nordic Green Left) Not Identity and Democracy
L . N ot- . . . .
Anti-capitalist, social & economic justice, Far-left affiliated Far-right Opposed to greater integration and federalism.
environmental sustainability. Focus on peace Emphasis on greater border security and
and human rights. \ / anti-immigration.
NI:

Unaffiliated and Non-Inscrits
‘Non Inscrits’ are not attached
to any political grouping and
represent a range of views.
Source: Statista, Europe Elects and Politico as at 29 April 2024.

Source: ECFR. Source: Survey conducted in September/October 2023 by YouGov and Datapraxis in Denmark, France, Germany, ltaly, Poland, Portugal, Romania, and Spain; and by Norstat and
Datapraxis in Estonia.

2Source: ECFR. Survey conducted by YouGov and Datapraxis in January 2024, in Austria, France, Germany, Greece, Hungary, Italy, the Netherlands, Poland, Portugal, Romania, Spain, and Sweden.
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‘Populists’ could impact green investment and increase
protectionism

The EU’s green policies, notably the Green Deal have proved divisive. The Green Deal seeks net zero for the continent by 2050,
with economic growth decoupled from resource use. Given the choice between reduced energy bills or tackling climate change,
more voters preferred the former. To illustrate this, Germany’s bill to introduce heat pumps and the associated cost to households,
was highly criticised by the far-right AfD (Alternative for Germany) with the backlash directed at the Green party.

Higher representation for ID at the expense of the left and the Greens could deprioritise climate change initiatives, including the
Green Deal, in turn impacting investment in renewable energy and green technologies. Instead, the focus may turn to traditional
energy sources, again this could hold up work towards energy security. Equally they are not supportive of the EU’s opposition to
Russia in the Ukraine war.

A swing to the right could lead to calls for greater domestic economic sovereignty. However, the Eurozone specifically has created
strong interdependencies between member states. As the 2010's sovereign debt crisis highlighted, it is impossible to leave the
common currency. How many householders in Greece valuing their assets in euros would have liked to see it halved by returning to
drachma? Therefore, the monetary union will shape the landscape the far-right will have to operate in for the foreseeable future.
The far-right also lacks a unified approach to the Eurozone, some are broadly supportive of the common currency, others are
opposed, and this limits their ability to influence policy.

Finally, back to immigration, if we are to see more restrictive policies, this could impact the sectors more dependent overseas
workers, and this is not necessarily restricted to low skilled jobs. This could lead to labour shortages, increased production costs
and higher wages. Neither are helpful when battling inflation.

An aging population

Total dependency ratio - EU versus selected countries

70
64
60
57 57 57
52
g 50 49 48
45 45
43

40 I I I
30

France Italy Germany European Ukraine Albania Moldova North China Brazil

Union Macedonia

Source: Statista and the World Bank as at 31 December 2023. The dependency ratio is a measure of the proportion of a country's population who are either above or below the age of being
able to take up full time employment or past the retirement age. A higher dependency ratio generally means that a country must fund a greater amount of public services used by
dependents from a smaller tax base of full-time earners.

The EU has a high dependency ratio, while this measure includes both young and old people, it is Europe’s increasingly elderly
population needing support that is driving this . This is notable in France, Italy and Germany and it is considered an economic
weakness of the bloc. One solution is further enlargement of the bloc to countries with more youthful populations, for example
North Macedonia and Albania. However, this also raises concerns about further immigration from within the (expanded) bloc.

Needless to say, further fragmentation and division within the political parties will make it harder for the EU to take action
on these issues. However, this also raises concerns about further immigration from within (the expanded) union.

rr A swing to the right could lead to calls for greater domestic economic sovereignty.

However, the Eurozone specifically has created strong interdependencies between

member states. 11
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A focus on technology, energy and defence

Although the polls are pointing to a shift to the right, the centrist collation of the EPP, S&D, Renew (RE) could still maintain the
majority in the parliament. The soft Eurosceptic ECR could also make gains, however as a group they have a history of working with
the centrist parties. Importantly they are broadly Atlanticists, supportive of NATO, and strongly oppose the Russian invasion of the
Ukraine. Even if we see further opposition to renewable energy infrastructure, the ECR will be broadly supportive of energy security
for the continent. The action taken to expel the AfD from the ID, led by Italy's Premier Giorgia Merloni, gives us a clue as to their
desired outcome. They want to be seen as a mainstream party, with the respectability and power that grants. This would downgrade
green issues but upgrade energy security, and in turn further reducing the influence of the left.

ID, despite a focus on immigration and national sovereignty, represents a broad collation of economic policies. The individual
underlying parties have different views on fiscal policies, and this opens the way to policymaking after the electoral rhetoric dies
down. This would add certainty for investors.

With the centrist parties remaining the largest bloc albeit with an enlarged presence from the right, we would expect the following:

Support for the technology sector. Supporting innovation, digital infrastructure and technology, companies can create a
strong competitive digital economy. There is feeling amongst the member states that Europe is missing out harnessing the

/E} potential of the Artificial Intelligence (Al) boom. If properly addressed, this could lead to increased investments and job
creation in the tech sector.

/)\ Focus on energy. Against geopolitical instability, energy security is an important concern. Support for European-made
1% green technologies to aid the energy transition will continue, but a more pragmatic approach is likely to support the
}J ‘traditional’ energy sectors.

Increased defence spending. There is likely to be greater focus on boosting EU defence capabilities, including increasing
% investments in defence production and procurement. With a reduced presence from the Green and left-wing parties in
Z the traditional opposition to this will be reduced. Although elements of the right may be cautious on developments that
potentially could lead to an EU armed forces.

Reduced power to the commission, increased power to the
ministers

The European elections will show a significant shift to the right, something not witnessed before. It will produce a challenge to the
European Commission, in particular who are the body that produces the laws on which the parliament vote. This division will make it
harder to take action and thus more challenging for the EU to be effective, especially in a crisis.

With political instability in the EU, as well as in its largest members, we may witness risk aversion from investors and increased
market volatility. This could slow down the central spending plans. But it will have one significant side effect, that of increasing the
power of the Council of Ministers, the body that represent their member states national executives. So despite the Lisbon
agreement and Brexit, it could be back to the future for the EU decision making process, reliant on the national heads to cut deals

rather than the institutions.




Important information

This information is issued and approved by Martin Currie
Investment Management Limited (‘MCIM’), authorised
and regulated by the Financial Conduct Authority. It does
not constitute investment advice. Market and currency
movements may cause the capital value of shares, and the
income from them, to fall as well as rise and you may get
back less than you invested.

The information contained in this document has been
compiled with considerable care to ensure its accuracy.
However, no representation or warranty, express or implied,
is made to its accuracy or completeness. Martin Currie has
procured any research or analysis contained in this document
for its own use. It is provided to you only incidentally and any
opinions expressed are subject to change without notice.

This document may not be distributed to third parties. It

is confidential and intended only for the recipient. The
recipient may not photocopy, transmit or otherwise share this
[document], or any part of it, with any other person without
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Management Limited.
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otherwise acquire shares in any of the products mentioned.

Past performance is not a guide to future returns.

The views expressed are opinions of the portfolio managers
as of the date of this document and are subject to change
based on market and other conditions and may differ from
other portfolio managers or of the firm as a whole. These
opinions are not intended to be a forecast of future events,
research, a guarantee of future results or investment advice.

Please note the information within this report has been
produced internally using unaudited data and has not been
independently verified. Whilst every effort has been made to
ensure its accuracy, no guarantee can be given.
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Financial Services Licence (AFSL No. AFSL240827) issued
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