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Focus on fundamentals.

While positive returns have been the general rule across portfolios this year, it's worth digging into the
detail to determine what is underpinning this performance. A significant contributor to returns has been
the theme of artificial intelligence (Al), a factor that has largely driven the US equity market higher. It
can be tempting to jump on the bandwagon, but investors should tread with caution given the high
expectations that are incorporated into asset values.

As always at Morningstar Wealth, we use a research-driven approach to determine what an asset
should be worth against what it is currently trading at. The aim is to identify mis-priced opportunities
that will drive strong performance over the longer term.

Summary of key themes & portfolio positioning

1. Artificial Intelligence — speculative hype or warranted outperformance?

Are we entering the next industrial revolution, and which companies are likely to benefit?

The performance of Al-related companies over the past 12 months has been extreme. The Morningstar
Global Next Generation Artificial Intelligence Index, which aims to reflect leading-edge Al technologies,
returned 49% to the end of June, far higher than the broad US equity market, which returned

24%. Although the performance is impressive, the journey has not been a smooth one and returns are
not evenly distributed across the Al index. Of the 50 names in the index, just 33 have achieved a positive
return over the past year, and only 24 were above that of the broader US equity market. Some company
share prices have been driven up in the hype over the past 18 months, and if earnings do not hit the
high bar set for them, we could see large falls. This has been the case since the beginning of the year
with companies like Intel falling 38%.

A significant contributor to the positive returns is Nvidia, which returned 192% over the last 12 months,
and is now the biggest company in the world, taking over from Apple in May. Much of Nvidia's revenue
(87%) comes from data centres, and although the expectation on demand is to continue, with more
customers building in Al models, the share price already incorporates continued demand. Accordingly,
although Nvidia's share price could continue to rise, the share price does not represent good value given
the expectation of higher revenues. Given the fast-moving nature of the Al market, uncertainty remains
high.
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In addition to seeing large gains in the companies providing the technology, there has been a lot of hype
surrounding the industries that can benefit from implementing Al into their businesses, thereby driving
efficiencies and ultimately company profits. Whilst this is likely, the complicated nature of this should
not be overlooked given the uncertainties of the use-case in different industries, the timescales needed
to implement and the large capital expenditure necessary to integrate new technologies. As such, it is
important that we do not get ahead of ourselves by investing in areas where the underlying
fundamentals do not reflect the potential value of the asset.

Morningstar Wealth have an underweight allocation to US equity, particularly US technology, given that
our analysis indicates this area to be overvalued. Nevertheless, we have captured some of the return
through our exposure to the broad US index, primarily through passive investments, as well as specific
exposure to the Communication Services sector, which includes companies such as Meta and Alphabet.

2. 2024 Election Fever: UK politics

Has the outcome of the UK election changed the path of markets?

We're now over halfway through the year of elections, which will ultimately see the 50% of the global
population go to the polls. In the UK, we now know that Labour will be the leading political party, with
Keir Starmer as Prime Minister. As Morningstar Wealth have already discussed this year, the outcome of
the election will likely have limited impact on the performance of UK equities, as has been the case
throughout history.

There were many factors addressed in party manifestos, but the reality is that the new government will
inevitably be fiscally constrained, inheriting historically high tax rates and the highest level of national
debt since the early 1960s. That said, drawing a line under what has been a disruptive period for UK
palitics since 2016 is no bad thing, and could be an unexpected catalyst for UK equities, which have
struggled in recent years to keep up with regional peers.

The very term "UK equities’ is in some ways misleading. The region is diverse, covering a range of
industries and with only around 20% of its revenue originating in the UK. The largest source of revenue
is in fact the US. There is little in material terms tying the UK equity sector to the UK economy; it's a
basket of global companies and not UK domestic stocks. Given these overseas earnings, the weaker
sterling has been beneficial for UK firms’ ability to distribute dividends and we have seen reasonably
healthy levels of profitability and earnings growth.

Despite these solid fundamentals, we assess the UK equity discount on a valuation basis to be around
20% and the FTSE's dividend yield of 3.6% is more attractive than equity markets like the US or Japan.

Another important factor to consider is the rising level of share buybacks in the UK. A share buyback is
when a company repurchases its own stock, thus reducing the total number of shares outstanding. They
are often seen as way to distribute profits to shareholders without the binding nature of dividends. The
increase in UK buybacks has been very pronounced. In 2023, 12% of UK large firms bought back at least
5% of their shares, which compares favourably with 9% of US companies.
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Given the points raised above, together with our deep, fundamental research, Morningstar Wealth view
UK equities favourably, with portfolio exposure accounting for around 30% of equity content across our
portfolios and funds.

3. Inflation continues to fall but interest rates remain high.

Central banks continue to hold rates well above inflation, but where does this leave bond markets?

Inflation in the UK hit the central bank target of 2% in the latest update (year-on-year for May 2024).
This should cause some relief at the Bank of England as the governor does not needs to send a letter to
the Prime Minister, which is the case when year-on-year inflation is above 2%! The drop in inflation can
be largely attributed to good prices falling, whilst services remain elevated year-on-year.

Despite the drop in inflation, the Bank of England decided to hold rates at 5.25% in their June meeting,
citing the need for “more evidence of diminishing inflation persistence ... before reducing the degree of
monetary policy restrictiveness”, aka before cutting interest rates. The BoE will meet again in August,
with most economists and fund managers expecting a rate cut at this meeting.

So far this year, bond markets have generally suffered as investors swung from giddy optimism late last
year to pessimism about prospects for lower interest rates. For now, bond markets are pricing in rate
cuts more in line with central bank signaling, meaning that yields have risen to reflect the slower path of
interest rate cuts. This could lead to more stability in the bond market given prices are no longer
reflecting extreme differences compared to central bank messaging.

At Morningstar Wealth, we prefer government bonds over corporate bonds given the significant pricing
shift of government bonds over the past Z years, with attractive yields now present, as well as the tight
credit spreads (difference between yield on government bond compared to corporates is narrow). We
also view emerging market bonds positively given that the higher yields more than compensate
investors for the extra level of risk. Conversely, we view high yield debt as expensive and the need for
refinancing at higher rates as a risk.

Market performance

The second quarter of 2024 delivered positive outcomes for many asset classes, with generally low
volatility. The major equity markets continued their climb, with stocks related to artificial intelligence (Al)
leading the way. Bonds also broadly held their ground, finding some stability after an extended period of
uncertainty. As a result, many multi-asset portfolios have added to their first-quarter gains and are
sitting on positive returns for the year to date —with the prospect of interest rate cuts fueling investor
expectations.

For the quarter, a few dominant forces were driving market sentiment. Perhaps the most prominent
driver is activity among central banks, with rate cuts commencing in Europe and Canada, although the
shifting rhetoric is that rate cuts will be later and shallower than previously expected.
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For equities, volatility was largely benign for the quarter, nearing record-low levels. That said, there is
wide dispersion beneath, offering the opportunity to think and act selectively. Large-cap stocks are
running well ahead of small-cap stocks, especially for Al-related companies. The same can be said for
growth versus value stocks, with growth outpacing value by a healthy margin in the quarter. Emerging
markets have also been a mixed bag but contributed positively. China, the largest index component,
enjoyed a bit of a rebound from its recent travails, while Taiwan’s chip-led market was boosted by its
connection to the Al story.

For fixed-income investors, it has been a muted period. Government bonds and corporate bonds were
practically neck and neck for the quarter, broadly treading water. Looking within though, short-dated
bonds outperformed longer-dated bonds by a reasonable margin. Credit-sensitive bonds continued to
benefit from strong equity market sentiment, but that left credit spreads even narrower than they
already were, making their valuations look unusually rich by some metrics.

Bringing this together, we face an interesting period that requires careful longer-term positioning. The
positive returns are always welcome, although risk management is playing an important role. With
technology and Al-related sentiment continuing to run hot, inflationary pressures still vexing, elections in
full swing, and a still-combustible atmosphere in the Middle East, it remains pivotal to balance the risk
and return drivers in portfolios.

Morningstar portfolio performance

All portfolios across the Morningstar Wealth range performed positively. The target risk portfolios
(Active, Passive, Governed and Blended) averaged 1.25% in the Moderate risk category, which was in
line with the ARC Balanced return of 1.29%. Overall, it was the moderate to higher risk profiles that
performed in line with, or achieved returns higher than, the ARC benchmarks. Qver 1-year, all target risk
portfolios have outperformed the relevant ARC benchmark, with the Cautious portfolios averaging a
return of 8.31% against the ARC Cautious return of 6.02%.

Income and ESG portfolios also delivered a positive return over the quarter with all but the Income
Moderate portfolio underperforming the ARC benchmarks. Nevertheless, the ARC benchmarks should
not be considered an ideal comparison for these portfolios given the additional mandate requirements.

I[t's more useful to compare performance over longer term time periods, rather than focusing on the
short term, which could be driven by short-lived themes and not in line with how Morningstar select
opportunities. Indeed, as explained above, a significant theme driving markets this quarter was Al, an
area that Morningstar view as overpriced.

QOver the longer term (10 years), all portfolios across the Active and Passive ranges have delivered
outperformance against the relevant ARC benchmark. All portfolios of the Governed and Blended
portfolios have outperformed the relevant ARC benchmark over their longest time period (7 years), with
the Cautious portfolios remaining in line with the ARC benchmark. The two Income portfolios, which also
hold a 7-year track record, have outperformed the ARC benchmark, while all but the Cautious and
Moderately Cautious ESG portfolios have outperformed the ARC benchmark over 5 years.

©2024 Morningstar. All Rights Reserved. The Morningstar name and logo are registered trademarks of Morningstar, Inc. This document includes proprietary materials of
Morningstar. Reproduction, transcription, or other use, by any means, in whole or in part, without the prior written consent of Morningstar is prohibited. Morningstar
Investment Management Europe Limited is a subsidiary of Morningstar, Inc. All data sourced from Morningstar Direct as at 30/06/2024 unless stated otherwise.



Page 5 of 6

Key Talking Points | July 2024

The Morningstar Multi-Asset Funds also delivered a positive return over the quarter, returning 0.44%,
1.04%, 1.49% and 1.72% for the MA20, MA40, MAG0 and MABO Funds respectively. More importantly,
performance since inception (30/11/2020) remains strong with returns of 7.17%, 17.75% and 27.83% for
the MA40, MAGB0 and MA8BO Funds, which compares well against the IA sectors of 8.51% and 17.16%
(the 1A Mixed 20-60% Shares peer group for MAF40 and the IA Mixed 40-85% Shares peer group for
MAF60 and MAF80). The MA20 Fund launched on 26" February, thereby providing more options for
investors going forward. More information regarding Morningstar Wealth Funds can be found here.

Over the quarter, notable contributors to return included our UK equity position, helped by improved
economic conditions with first quarter GDP figures indicating 0.7% growth after two consecutive
quarters of negative growth last year. In addition, Emerging Markets Equity, and specifically China,
performed well, driven by the Al theme and China’s increased support for the struggling real estate
sector. Within the bond markets it was short-term debt that performed well compared to other fixed
income assets.

Detracting from performance was Japanese and German equity, relinquishing gains made over the past
year. Following the bout of positive performance, we reduced or exited our positions within these
countries in April. Elsewhere, US smaller companies detracted from returns, although this was more to
do with the sensitivity towards rate changes rather than anything specific. Finally, UK Government
bonds fell over the quarter, impacted by short term volatility surrounding the sentiment on interest rate
movements, but overall, our analysis indicates they remain an attractive investment from a pricing and
yield perspective.

Morningstar Wealth's investment process focuses on generating consistent returns, with opportunities
sought that are considered undervalued. In addition, we conduct rigorous scenario analysis that tests
portfolios in different market environments, adding diversifiers into portfolios that aim to protect against
adverse market conditions. As such, we would expect the portfolios and funds to outperform in market
downturns yet underperform in rapidly rising markets, especially those driven by specific themes.
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Disclosures

Risk Warnings

This commentary does not constitute investment, legal, tax or other advice and is supplied for information purposes only. Morningstar
Investment Management Europe Limited cannot guarantee positive results from our investment decisions, and we cannot guarantee that our
portfolios will meet your objectives or that losses will be avoided in any of the portfolios. Past performance is not a guide to future returns. The
value of investments may go down as well as up and an investor may not get back the amount invested. Reference to any specific security is
not a recommendation to buy or sell that security. The information, data, analyses, and opinions presented herein are provided as of the date
written and are subject to change without notice. Every effort has been made to ensure the accuracy of the information provided, but
Morningstar Investment Management Europe Limited makes no warranty, express or implied regarding such information. The information
presented herein will be deemed to be superseded by any subsequent versions of this commentary. Except as otherwise required by law,
Morningstar Investment Management Europe Limited shall not be responsible for any trading decisions, damages or losses resulting from, or
related to, the information, data, analyses or opinions or their use.

Morningstar Investment Management Europe Limited Disclosure

The Morningstar Managed Portfolios are offered by Morningstar Investment Management Europe Limited which is the entity providing the
discretionary management services. Morningstar Investment Management Europe Limited is authorised and regulated by the UK Financial
Conduct Authority to provide services to Professional clients. Morningstar Managed Portfolios are intended for citizens or legal residents of the
United Kingdom. These portfolios can only be made available through the use of an Investment Adviser appropriately authorised and regulated
by the Financial Conduct Authority. Registered Office: 1 Oliver's Yard, 55-71 City Road, London, EC1Y THQ.

About Morningstar Wealth

Morningstar Wealth is a global organisation dedicated to empowering both advisors and investor success. Our extensive range of offerings
includes Morningstar Wealth Platform, Morningstar Managed Portfolios managed by Morningstar Investment Management and Smart
Investment Management, Morningstar Wealth Software (licenced software and professional services) and Morningstar.co.uk. Services
available through Marningstar Wealth vary region to region. To learn more about Morningstar Wealth regulated entities and products in
EMEA, please visit Morningstar Wealth EMEA Disclaimers
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