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New Year. New me. New y é USs?

Jade Coysh

Senior Analyst

As we enter 2024, various market outlook pieces
are being published, with the intention to forecast
and anticipate what this year's markets will bring.
We can look at historical data and analyse trends
but, as an industry, we often don't get it right and
this is certainly true of US equities. For years - and
in the case of US equity bears, up to ten years

- many have highlighted that the US market is
overvalued and that investors should switch into
more attractively priced regions like the UK and
Europe. All logic tells us that this is true and yet
the US equity market continues to defy the laws of
gravity and portfolios that have been underweight
the region have suffered on a relative basis.
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"Is this the
year where US
equities fall behind?
Well, who knows! but there
are pockets of value in the
US equities universe and
it's important to maintain
exposure, especially if you
can select the right fund
managers to navigate
the course"

-

8 January 2024

If we take a look at regional market performance
over the past ten years (Chart 1) we can see

that US equities benefitted from phenomenal
returns until the end of 2021 and again in 2023, far
surpassing the gains in other developed market
regions. However, if we dig a little deeper, we
can see that US growth stocks have been the
key driver of overall US equities returns and if we
strip out the FAANGMs/Magnificent 7 stocks
then performance of US growth stocks is far

less extreme. If we also consider US value stock
performance, again this is much less extreme,
albeit still ahead of other developed regions.
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Chart 1- regional market performance over the past ten years
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Source: Morningstar, MGIM. as at 31 December 2023.

Zooming in on annual returns over the past

five years (Chart 2) we can see a similar story,
however interestingly in 2021 when we saw a
downturn in markets globally, US value stocks
actually fell by less than other developed regions.
US growth stocks on the other hand fell most
significantly which is unsurprising given the
impact of the rising interest rate environment, and
that valuations had much further to fall from peak
levels in 2021.

Chart 2 - Annual regional market performance over the past five years
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Source: Morningstar, MGIM. as at 31 December 2023.

Many will look at these returns and draw parallels
with the 2000 dot-com bubble however, a
standout difference between then and now is

that the technology companies investors were
buying were very small, with no history or profits.
The technology companies investors are buying
today are giants with valuations in the trillions and
profits in the billions.
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These companies are ‘priced for perfection’ as the
hype surrounding them continues to skyrocket -
Nvidia had a price to earnings ratio of 144x in April
2023, 40x as of today, and to put this in context,
Barclays Bank is trading on a 5x P/E ratio. The

risk with valuations this rich is that any hint of
negative news is likely to have a disproportionate
impact on their valuation and you risk significant
losses, particularly if you invested at the peak.

So, we have to consider if this could be a different
kind of tech bubble.

Putting the technology sector aside, it's worth
thinking about North America more broadly:
compared with other regions, consumers are in
good shape with high savings levels and decade-
long mortgages, the job market is strong with low
unemployment levels, corporates have surprised
on the upside and maybe, just maybe, the FED
has managed to engineer a soft landing in the
push and pull between inflation and interest
rates. This must be caveated because mortgages
are coming up for renewal, we're starting to see
cracks in corporate earnings and we're far from a
conclusion on the soft-landing debate, but overall,
one can conclude that the US is better positioned
than other regions.

As we have entered new year's prior, many have
contemplated whether it was the year the US
market would take a downward turn, but new
themes have led to a bounce for a segment of

US companies, such as lockdown beneficiaries,
artificial intelligence and electric vehicles. 2022 is
a blip in this story but then arguably that sell-off
has led to valuations becoming more compelling
in certain areas. The only 2024 event we are
certain of is the presidential election, but history
has shown that market impact is short-lived
when it comes to elections so probably not worth
paying this too much attention.

Is this the year where US equities fall behind?
Well, who knows! But our stance is that an
underweight to the region does makes sense and
it's not wise to chase the returns of momentum
growth-stocks like the magnificent 7, but there are
pockets of value in the US equities universe and
it's important to maintain exposure, especially

if you can select the right fund managers to
navigate the course.
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Market Review - week ending 5 Januarys2024

Global equities fell 1.5%
Brent crude rose 2.2% to $78.8 per barrel

Gold fell 0.8% to $2,045.5 per ounce

Growing signs of geopolitical risk and ongoing risks over shipping
via the Red Sea dampened sentiment last week
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US equities fell 1.5% » UK equities fell 0.4%

» ‘Mortgage approvals were stronger than 7

expected in November at 50.1k vs 48.8
expected, taking them up to a 5-month
high

The final manufacturing Purchasing Managers Index
(PMI) came in at 47.9

Minutes of the December Fed meeting did not offer

any pointers to imminent Fed rate cuts.

» There were positive revisions in the final
PMlreadings, as the services PMI was
revised up to 53.4 vs 52.7 expected. The
composite PMI was revised up to 52.1vs
517 flash

The ISM manufacturing index for December »

remained in contractionary territory coming in at
47.4, above the 471 expected. The ISM services index
for December fell from 52.7 to 50.6, its weakest in
seven months

The Job Offering and Labour Turnover Surveyfor
November showed that job openings were down to
8.790m vs 8.821m expected, the lowest since March
2021. The hires rate fell to 3.5%, its lowest since
2014 excluding the pandemic months of March and
April 2020. The quits rate fell to 2.2%, beneath its
pre-pandemic level suggesting that workers are less
confident about leaving their current role.

ADP's report of private payrolls showed an increase
of 164k in December vs 125k expected

Headline payrolls came in at 216k vs 173k expected,
with the unemployment rate staying at 3.7% and
average hourly earnings rising 0.4% month-on-
month

Past performance is not indicative of future returns. Source: Bloomberg Finance L.P,, returns in local currency unless otherwise stated.

European equities fell 0.7%

Euro Area composite PMI was revised up

from the flash reading of 47.0 to 47.6 with the
services PMlalso revised up from 48.1to 48.8.
The manufacturing PMI came in at 44.4, having
remained below the 50-mark since June 2022

German CPl came in at 3.8% up from 2.3% in
November, partly down to base effects rolling
out of the annual comparison, as support for
heating bills last winter had helped push down
energy price

Rest of the World/Asia
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Global emerging market equities fell 2.1%
Japanese equities rose1.1%
Chineseequities fell 2.7%

li China, the Caixin services PMI came in at
52.9 against 51.6 expected and 51.5 in the prior
month.

Japan's December service activity expanded
at a slightly faster pace with the services PMI
climbing to 51.5 in December frorm 50.8 in
November
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Market Performance - week ending 5 January 2024

Cumulative returns Cumulative returns

Asset Class / Region Currency Wgcja:neunac:’i;g Month to date  YTD 2024 12 months Asset Class / Region Currency W;‘j:neunaig'g Month todate  YTD 2024 12 months
Developed Markets Equities Property

United States usb -1.5% -1.5% -1.5% 24.8% US Property Securities usD -1.6% -1.6% -1.6% 11.5%
United Kingdom GBP -0.4% -0.4% -0.4% 4.6% Australian Property Securities AUD -3.5% -3.5% -3.5% 7.6%
Continental Europe EUR -0.7% -0.7% -0.7% 12.5% Asia Property Securities usD -2.2% -2.2% -2.2% -7.9%
Japan JPY 1.1% 1.1% 1.1% 31.3% Global Property Securities usD -1.8% -1.8% -1.8% 8.3%
Australia AUD -1.3% -1.3% -1.3% 10.5% Euro usD -11% -1.1% -1.1% 4.0%
Global usD -1.5% -1.5% -1.5% 22.3% UK Pound Sterling usD -0.3% -0.3% -0.3% 6.9%
Emerging Europe USD -0.6% -0.6% -0.6% 30.5% Australian Dollar usb -1.8% -1.8% -1.8% -0.5%
Emerging Asia USD -2.49% 2.49% 2.49% 1.5% South African Rand UsD -2.3% -2.3% -2.3% -8.0%
Emerging Latin America usD 1.7% 1.7% 1.7% 31.7% Swiss Franc Usb 1.3% 1.3% -1.3% 10.1%
BRICs usD 1.4% 1.4% 1.4% -3.5% Chinese Yuan™* usD -0.6% -0.6% -0.6% -3.7%
MENA countries usb 1.4% 1.4% 1.4% 7.3% Commodities usD 0.5% 0.5% 0.5% 0.8%
South Africa usD -5.4% -5.4% -5.4% -5.7% Agricultural Commodities usD -1.3% -1.3% -1.3% 1.8%
India usD 0.0% 0.0% 0.0% 21.2% Oil usD 2.2% 2.2% 2.2% 0.1%
Global emerging markets UsD -21% -2.1% -21% 4.5% Gold usD -0.8% -0.8% -0.8% 1.5%
Source: Bloomberg Finance L.P. Past performance is not indicative of future returns.

US Treasuries usD -1.0% -1.0% -1.0% 2.3%

US Treasuries (inflation protected) usD -0.8% -0.8% -0.8% 2.7%

US Corporate (investment grade) usD -1.2% -1.2% -1.2% 6.2%

US High Yield usbD -1.1% -1.1% -1.1% 10.9%

UK Gilts GBP -1.9% -1.9% -1.9% 1.2%

UK Corporate (investment grade) GBP -1.6% -1.6% -1.6% 7.1%

Euro Government Bonds EUR -0.8% -0.8% -0.8% 4.3%

Euro Corporate (investment grade) EUR -0.9% -0.9% -0.9% 6.3%

Euro High Yield EUR -0.6% -0.6% -0.6% 10.5%

Japanese Government JPY 0.2% 0.2% 0.2% 0.7%

Australian Government AUD -0.9% -0.9% -0.9% 2.5%

Global Government Bonds usD -1.4% -1.4% -1.4% 2.5%

Global Bonds usb -1.3% -1.3% -1.3% 4.6%

Global Convertible Bonds usb -1.8% -1.8% -1.8% 7.0%

Emerging Market Bonds usD -2.0% -2.0% -2.0% 7.7%
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For more information, please contact:

Distribution Services
E: distributionservices@momentum.co.uk

T: 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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