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Global developed equities ended the first quarter
strongly with both the US and Japan equity indices
reaching all-time highs' However, these gains were
largely skewed towards the larger cap stocks. This is
even more prominent in the case of the US market
where a handful of mega cap stocks, namely the
‘Magnificent 7', have been the runaway outperformers
in recent years.

The MSCI World index has risen by 30.0% in US dollar
terms over the 3-year period ending March 2024
compared to the MSCI World Small Cap index which
gained only 5.3%. Similar patterns persist regionally
with the starkest example being in US equities where
the S&P 500 posted total returns of 38.5%, whilst the
Russell 2000 (small-cap index) fell by 0.4% over the
same 3-year period.

As a result, equity valuations at the headline index
level look stretched and investors are left searching for
bargains. We believe investors would do well to look
further down the market capitalisation scale for better
valuation opportunities.

This performance pattern has persisted for some time
and has led small cap stocks to suffer their worst run
of returns relative to larger companies in years. As a
result, the gap in valuations has widened. Forward price
to earnings (P/E) ratios across regions including the
US, Europe ex UK and UK suggest that small cap stocks
are more attractive versus history when compared to
larger caps. Valuation is a strong predictor of long-term
performance so small caps will have their day before
too long. We believe it is a matter of “when"” and not
“if".

While it is difficult to ignore the continuing
outperformance of mega cap stocks, we believe these
trends won't last forever. An allocation to small caps for
the longer-term at this opportune time could provide a
boost to returns for patient investors.

The rising interest rate environment has certainly
been a major headwind for smaller companies as
the conversion of revenue into earnings becomes
more challenging. Whilst higher rates will impact all
businesses, they tend to negatively affect small caps
disproportionately. These firms typically carry higher
levels of debt on their balance sheet. Small caps tend
to borrow at a higher rate (mostly fall under the high
yield category) with a larger proportion of debt being
floating, making them even more vulnerable to rising
rates.

Going forward, rates are more likely to be lower or at
least stabilise, which may provide a boost to these
smaller businesses which rely more heavily on shorter
term borrowing to fund their projects and ongoing
operations.

Small cap stocks typically outperform their larger cap
peers over the long-run due to the small cap effect,
or 'size premium’ as it is known. Smaller companies
often have a lower level of analyst coverage with some
having none at all, which increases the likelihood of
market mispricing. Higher and faster growth potential
is another attraction to smaller firms as the products
and services of these firms tend to be more niche and
they typically operate in growing industries and less
mature markets. Finally, smaller businesses are also
more likely to be taken over by larger firms so waiting
for the market to correct perceived market mispricing
is not the only way for investors to capture the upside
potential.

Despite the higher volatility nature of small cap stocks,
historically investors have been well compensated.
Over the last 25 years ending March 2024, they have
delivered higher risk adjusted returns, with the MSCI
World index returning 6.8% annualised compared

to MSCI World Small-Cap index which posted 9.5%
annualised.

Attractive long-term returns don't come without risks
though. In the short term, challenges will remain if this
environment of ‘higher for longer’ persists. This will
dampen the growth and profitability of these smaller
companies and could continue to constrain their price.
However, cheaper valuations relative to their larger
counterparts provide a much-needed margin of safety.

! refers to the S&P 500 and Nikkei 225 index.
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The risk of bankruptcy, leading to permanent loss of
capital, is arguably higher in small caps, although as
was witnessed during the Global Financial Crisis,this
can happen across the market cap spectrum. The
business models of smaller firms are also less
diversified, and revenues can be more concentrated
and cyclical leading many firms to be unprofitable
for periods of time. This highlights the greater need
to ensure your investment portfolio is optimally
diversified and raises the question of passive
investment within this area.

We believe the best way to gain exposure to small cap
companies, and to manage some of these risks, is to
invest via third-party, experienced, active managers
who can be more selective in constructing portfolios.
Active managers with a strong fundamental bottom-
up approach are better placed to extract and digest
information associated with these smaller firms,
which themselves have more idiosyncratic drivers. The
reward can be very high if your portfolio manager can
pick the diamonds in the rough.

"We
believe the
best way to gain
exposure to small caps,
and to manage some of
these risks, is to invest via

third-party, experienced,
active managers who
can be more selective
in constructing
portfolios.
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Market Review - week ending 12 Aprili2024

Global equities fell 1.5%

Iran launched a significant drone and missile attack on
Israel, marking the first direct assault from Iran to Israel.
While over 300 drones and missiles were fired, most
were intercepted. President Biden described it as an
"unprecedented air attack" but emphasised a desire to
prevent escalation

Ala
L4 4

Brent crude fell 0.8% last week to $90.45 per barrel

Gold rose 0.6% to $2,344.37 per ounce, as several
geopolitical concerns persist
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US equities fell 1.5%

The New York Fed's Survey of Consumer
Expectations showed a mixed outlook on inflation,
with some negative trends observed in the labour
market, which showed consumers were becoming
distinctly less confident

The NFIB's small business optimism index hit an
11-year low of 88.5 in March, indicating weakened
confidence among small businesses

Core CPI for March surprised on the upside coming
in at 0.4% month-on-month (vs 0.3% expected).
Persistent inflation trends are raising doubts about
the possibility of future rate cuts by the Fed

Headline PPI for March came in at 0.2% month-on-
month vs 0.3% expected

UK

» UK equities rose 1.3%

» Industrial production increased by 1.1% in
February versus a decline of -0.3% in the
prior'month

» UK GDP grew:0.1% in February, driven by an
expansionin manufacturing

Europe

» European equities fell 0.6%

» The ECB keptinterest rates unchanged at
4%. Speculation about upcoming rate cuts
intensified following the central bank's
statement, hinting at potential monetary policy
adjustments

» The ECB Bank Lending Survey for Q1 indicated
a shift in the bank credit cycle, with some
weaknesses persisting in démand for corporate
loans

Past performance is not indicative of future returns. Source: Bloomberg Finance L.P,, returns in local currency unless otherwise stated.
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Global emerging market equities fell 0.3%

Japangse'equities rose 2.1%, while Chinese
equities fell 0.2%

Japan's PPl for March met expectations at
0.8% year-on-year, up from 0.7% in the prior
month

The Bank of Japan reiterated its stance on
monetary policy, stating no immediate
changes in response to foreign exchange
movements

Chinese CPI dropped to 0.1% year-on-year in
March, below the 0.4% expected and down
from 0.7% in the prior month

Fitch Ratings revised its outlook on China to
negative while maintaining the rating at A+
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Market Performance - week ending 12 April 2024

Cumulative returns Cumulative returns

Asset Class / Region Currency We_lc;k:;r(;lling Month to date  YTD 2024 12 months Asset Class / Region Currency Wﬁgk:;r?ling Month todate  YTD 2024 12 months
Developed Markets Equities Property

United States usD -1.5% -2.5% 7.7% 26.6% US Property Securities usD -2.0% -4.9% -5.5% 4.5%
United Kingdom GBP 1.3% 0.8% 4.9% 6.4% Australian Property Securities AUD -2.2% -6.1% 9.0% 20.4%
Continental Europe EUR -0.6% -1.9% 6.3% 12.8% Asia Property Securities usD -0.2% -1.9% -4.8% -7.8%
Japan JPY 21% -0.3% 17.8% 40.6% Global Property Securities usbD -1.6% -4.1% -4.5% 4.4%
Australia AUD 0.2% -1.4% 3.9% 10.3% Euro usD -1.8% -1.4% -3.8% -3.2%
Global usD -1.5% -2.5% 6.2% 21.8% UK Pound Sterling usD -1.5% -1.4% -2.5% -0.3%
Emerging Europe USD _09% 2.49% 8.3% 31.0% Australian Dollar usD -1.8% -0.9% -5.4% -3.5%
Emerging Asia USD -01% 0.0% 3.3% 6.6% South African Rand usb -1.2% -0.1% -3.4% -2.6%
Emerging Latin America usD -2.6% -2.7% -6.6% 13.9% Swiss Franc Usb 1.2% 11% -8.0% -1.9%
BRICs usD -0.3% 0.4% 0.4% 1.6% Chinese Yuan usb -0.1% -0.2% -1.9% -5.0%
MENA countries usD -0.1% 0.5% 2.5% 8.4% Commodities usD 0.3% 3.2% 8.8% 6.0%
South Africa usD 0.0% 2.4% -4.6% -2.0% Agricultural Commodities usD -0.8% -1.4% 3.2% 4.3%
India usD -0.2% 0.6% 3.4% 25.5% Oil usD -0.8% 3.4% 17.4% 3.6%
Global emerging markets usD -0.3% -0.1% 2.3% 7.6% Gold usD 0.6% 5.1% 13.6% 16.8%
US Tresenies USD 0.6% 16% 25% 20% Source: Bloomberg Finance L.P. Past performance is not indicative of future returns.

US Treasuries (inflation protected) usD -0.4% -1.2% -1.3% -1.5%

US Corporate (investment grade) usD -0.6% -1.6% -1.7% 2.2%

US High Yield usbD -0.6% -1.1% 0.4% 9.2%

UK Gilts GBP -0.3% -1.6% -3.2% -1.7%

UK Corporate (investment grade) GBP -0.3% -11% -0.9% 6.0%

Euro Government Bonds EUR 0.5% -0.2% -0.8% 4.1%

Euro Corporate (investment grade) EUR 0.1% 0.0% 0.4% 6.7%

Euro High Yield EUR 0.0% 0.1% 1.7% 10.7%

Japanese Government JPY -0.9% -1.4% -1.7% -3.1%

Australian Government AUD -0.8% -1.3% -0.4% -1.3%

Global Government Bonds usb -1.1% -1.9% -4.5% -4.0%

Global Bonds usb -1.0% -1.7% -3.6% -1.2%

Global Convertible Bonds usD -1.3% -2.0% -2.2% 3.8%

Emerging Market Bonds* usD -1.2% -1.4% 0.9% 8.5%
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For more information, please contact:

Distribution Services
E: distributionservices@momentum.co.uk

T: +44 (0)207 618 1803

Important notes - This document is only intended for use by the original recipient, either a Momentum Global Investment Management Limited (MGIM) client or prospective client, and does not constitute investment advice or an offer
or solicitation to buy or sell. This document is not intended for use or distribution by any person in any jurisdiction in which it is not authorised or permitted, or to anyone who would be an unlawful recipient. The original recipient is solely
responsible for any actions in further distributing this document, and in doing so should be satisfied that there is no breach of local legislation or regulation. This document should not be reproduced or distributed except via original
recipients acting as professional intermediaries. This document is not for distribution in the United States.

Prospective investors should take appropriate advice regarding applicable legal, taxation and exchange control regulations in countries of their citizenship, residence or domicile which may be relevant to the acquisition, holding, transfer,
redemption or disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this document is issued. Data, models and other statistics are sourced from our own records, unless otherwise stated. We believe that the information contained is from reliable sources,
but we do not guarantee the relevance, accuracy or completeness thereof. Unless otherwise provided under UK law, MGIM does not accept liability for irrelevant, inaccurate or incomplete information contained, or for the correctness of
opinions expressed.

The value of investments in discretionary accounts, and the income derived, may fluctuate and it is possible that an investor may incur losses, including a loss of the principal invested. Past performance is not generally indicative of future
performance. Investors whose reference currency differs from that in which the underlying assets are invested may be subject to exchange rate movements that alter the value of their investments.

Under our multi-management arrangements, we selectively appoint underlying sub-investment managers and funds to actively manage underlying asset holdings in the pursuit of achieving mandated performance objectives. Annual
investment management fees are payable both to the multimanager and the manager of the underlying assets at rates contained in the offering documents of the relevant portfolios (and may involve performance fees where expressly
indicated therein).

MGIM (Company Registration No. 3733094) has its registered office at The Rex Building, 62 Queen Street, London EC4R 1EB. MGIM is authorised and regulated by the Financial Conduct Authority in the United Kingdom (registration
no.232357), and is exempt from the requirements of section 7(1) of the Financial Advisory and Intermediary Services Act 37 of 2002 (FAIS) in South Africa, in terms of the FSCA FAIS Notice 141 of 2021 (published 15 December 2021). For
complaints relating to MGIM's financial services, please contact distributionservices@momentum.co.uk ©MGIM 2024.
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