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The CEE into context

Central Eastern Europe ("CEE") is the often-overlooked economic success story of the 21st century. The
region’s price-adjusted GDP has grown at an average of 3.4% per year since ZOOOm, far outpacing not
only developed economies, but also most of the developing world. Even more impressively, 9 countries

from the region managed to overcome the “middle-income trap’, and attained the “high income” status'

as per the World Bank's classification over the same period. This is a notoriously difficult challenge for
any middle-income country and its achievement sets the region apart from all others. Thanks to that,
today, the total size of Eastern Europe’s economy is ~$4.3tn, which is comparable to the whole of

Middle East, South Asia and Latin America regions(S).

The growth was and continues to be driven by the expansion of manufacturing and exports, supported
by a continuous extension of regional supply chains and “near-shoring” by Western companies. The
integration into the EU has been another major driver for the majority of the CEE space, backed by
institutional reforms and fiscal support from the EU’'s budgetary framework. The current 7-year budget
framework, together with the NextGenerationEU ("NextGenEU") program will be a substantial driver for
economic growth in the next 5 years.
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Real GDP growth since 2000
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The war in Ukraine

Russia’s invasion of Ukraine on 24 February 2022 started the biggest armed conflict in Europe since
WWII. As a result, Europe was faced with the biggest loss of human life, a refugee crisis that displaced 8
million people(4) and a severe energy crisis. The combination of sanctions on Russia, the interruption of
major Black Sea trade routes and the cessation of Russian gas supplies to Europe led to a record spike
in food, gas and electricity prices. This drove inflation towards the high teens, impacting Eastern Europe
much more than the rest of the world due to the region’s dependency on Russian oil and energy
imports.

However, the region, and Europe as a whole, have proven more resilient than originally expected. With
the completion of new LNG terminals and expansion of existing sites, Europe was able to purchase and
fill up its gas hubs to fully replace the lost Russian quantities, at least for the time being. A milder winter
has also helped normalise energy prices in recent months and consensus forecasts are for inflation to
begin to subside in 2023.

Dutch TTF Gas Monthly (NDEX EUR/mwh) Continuous - Price

350
300
250
200
150

100

Source: Dutch TTF Gas Monthly historic chart, Factset, 2023

MANAGED %M



Eastern Europe HUTILICO

January 2023 @ Emerging Markets Trust plc

Inflation rate (IMF)
16
14
12

=]

(=]

B~

]

0 III II II II Il |I ‘l II II II II II

2015 2016 2017 2018 2019 2020 2021 2022E 2023E 2024E 2025E 2026E 2027E

B Eastern Europe  ® Europe
Source: Inflation rate, end of period consumer prices (Annual percent change); (IMF, 2023)

The EU budget and NextGenEU

The 2021-2027 EU budget amounts to a total of €2tn, split between the regular Multiannual Financial
Framework budget (MFF) with €1.21tn and the post-Covid recovery program NextGenEU with €806bn"
Much of that (30%)® will be spent on climate-related projects that will assist the green transition in
countries such as Poland, Hungary and Bulgaria. The target is to reach renewables energy generation to
32% of total production by 2030, up from the 20% target in 2020". This includes a “just transition
mechanism” which aims to provide financial and technical support to the regions most affected by the
move towards a low-carbon economy worth c. €90bn.

Separately, €7.6bn® (c.20% of the European Social Fund) is allocated directly for digitalisation projects.
This will support the ongoing digital transformation at public and private enterprises. Moreover, as usual,
a certain amount (€48bn) is allocated to the EU's Cohesion Policy that supports investment projects,
mainly in environmental and transport infrastructure in Europe’s less developed regions.

This may sound like a lot, but the MFF budget is in fact comparable to the national budget of Denmark”
and the whole package, including NextGenEU, is equivalent to just ¢.1.9% of the EU's GDP. However, the
EU's Eastern European member states are traditionally the big net beneficiaries, with EU budget receipts
reaching between 1-4% of their national GDPs annually. This would be an important structural driver for
the Central and Eastern European economies for the next 5 years and provide a certain level of fiscal
support in the current environment.

The EU Budget 2021-2027 in € bn
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Renewable electricity generation (GWh) 12 CEE
countries in the EU (IRENA)
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Source: Renewable electricity generation (GWh) 12 Eastern European members in the EU; (International Renewable Energy Agency, 2023)

Outlook for Eastern European Equities

The war in Ukraine triggered the collapse of Russian equities and seriously impacted the valuations of
most Eastern European markets in the weeks that followed. This led to a severely negative impact on
many funds specialising in the “Emerging Europe” sector and triggered a number of fund suspensions.
UEM was less impacted due to its minimal exposure to Russia and its focus on resilient, high-quality
names in the CEE region.

It is also important to note that Russia’s expulsion from the MSCI indices in March, led to a reduction of
the “Emerging Europe” presence in the wider MSCI EM index from ~5.2% to just ~2%"% This number
severely misrepresents the real economic weight of the region within the emerging and frontier markets
space and is attributable to Eastern Europe’s smaller, fragmented capital markets that tend to have
lower liquidity. Despite that, we have seen strong recovery across most CEE markets since then, and
current valuations, near 10-year lows, appear attractive.

UEM will continue to seek opportunities to capture the structural growth themes in Eastern Europe. This
includes the rapid growth of renewables, the digitisation of governments and enterprises and the
continuous expansion of trade and logistics. As new quality companies continue to IPO and businesses
continue to deliver growth, we remain optimistic on the long-term story of the region.
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Risk Warning

The information presented on this document is solely for information purposes and is not intended to be, and should not be
construed as, an offer or recommendation to deal in Utilico Emerging Markets Trust plc ("UEM"). Investments in UEM are subject
to investment risks, and the value of investments and the income derived from them may fall as well as rise and investors may not
get back the principal amount invested. Past performance is not indicative of future performance. Investors should read the
prospectus along with the supplement(s) and seek relevant professional advice before making any investment decision. The
information presented has been obtained from sources believed to be reliable, but no representation or warranty is given or may
be implied that they are accurate or complete. UEM is managed by ICM Limited and ICM Investment Management Limited. The
Investment Managers reserve the right to make any amendments to the information at any time, without notice. Issued by ICM
Investment Management Limited (registered in England: 08421482), which is authorised and regulated by the Financial Conduct
Authority (FRN: 630094). The information in the title banner is as at 31 December, 2022 and approved by ICM Limited.
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