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Key points

= Kick start to 2025

= Further rate cuts likely

= Knee-jerk reactions to trade negotiations are creating opportunities

The year has started with Central banks sitting on the sidelines in the UK and US, while markets react to
US trade negotiations and the release of DeepSeek, a Chinese competitor to Chat GPT.

The shock trade announcements and the challenge of lower cost Al competitors are reminders that
change can create opportunities for investors, especially when markets under or overreact. The best
“vintages” of opportunities are the years when you can buy at bargain basement prices, usually because
investors overestimate the negative impacts of change and so become excessively pessimistic. Such
investments increase in value a lot over time, like great wines, but you can't be sure when the payoff
will come.

Not only do you need deep research to assess the impact of change, you also need the courage to invest
when the news flow is dreadful and what you're buying is very out of favour. Finally, you need the
patience to wait until the value is realised.

As challenging as this sounds, profiting from change is possible. In fact, it's been the source of great
opportunities in recent years, that have found their way into Morningstar Multi Asset Portfolios.

The energy industry is one such example, with 2020/2021 turning out to be a vintage year for investment
in Oil and Gas companies. Share prices had plummeted because of fears that decarbonisation paolicies
would quickly decimate demand, at a time when COVID era lockdowns were hitting a key oil and gas
buyer: the global transport industry. With oil prices trading at extreme lows and share prices not far
behind, the reaction had gone too far. Ultimately the energy transition needed to be more gradual than
feared. Energy turned out to be one of the best performing investments in 2022.

China was an example of a regional opportunity, where the perception of permanent negative change
created a rare opportunity in 2022/2023. Here adverse government regulation, deflating property values
and corruption crackdowns were seen by investors as permanent changes. Share prices of dominant
franchises plummeted in the ensuing 3-year bear market, as many foreign investors fled. What followed
was a swing back to less regulation and more support for companies. Share prices surged in September
last year and continue to rally, led recently by Technology focused giants. We still view China as an
attractive opportunity.
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This year we are seeing more opportunities emerging in Latin America and Korea. The catalysts are

concerns about US trade negotiations and a domestic political crisis. In our view, there has been an

overreaction to potentially negative impacts that are not permanent. Share and currency prices have
dropped to levels that offer an attractive reward for risk. We have recently added exposure.

The same concerns about US import tariffs are affecting bond prices, as investors consider the impact on
inflation and interest rates. At first glance it seems reasonable to expect higher tariffs to lead to higher
inflation, but there is not a strong direct link with the Consumer Price Index (CPI). To start with, services
and non-traded goods are not subject to tariffs and these form a much bigger part of the spending
basket. It is also rare for 100% of tariff increases to be fully passed onto buyers. The bottom line is that
interest rates have further to fall, and this is supportive of high-quality government bonds.

Morningstar Portfolios have recently been updated to add exposure to emerging opportunities and more
cost-effective diversifiers. Il
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Disclosures
Since its original publication, this piece may have been edited to reflect the regulatory requirements of
regions outside of the country it was originally published in.

About Morningstar, Inc.

Morningstar, Inc. is a leading provider of independent investment insights in North America, Europe,
Australia, and Asia. The Company offers an extensive line of products and solutions that serve a wide
range of market participants, including individual and institutional investors in public and private
capital markets, financial advisors and wealth managers, asset managers, retirement plan providers
and sponsors, and issuers of fixed-income securities. Morningstar provides data and research insights
on a wide range of investment offerings, including managed investment products, publicly listed
companies, private capital markets, debt securities, and real-time global market data. Morningstar also
offers investment management services through its investment advisory subsidiaries, with
approximately $338 billion in AUMA as of December 31, 2024. The Company operates through wholly- or
majority-owned subsidiaries in 32 countries. For more information, visit
www.morningstar.com/company.

About the Morningstar Investment Management Group

Morningstar’s Investment Management group is a leading provider of investment management and
advisory services. Guided by seven investment principles, the group is committed to focusing on its
mission to design portfolios that help investors reach their financial goals. The group’s global investment
management team works as one to apply a disciplined investment process to its strategies and
portfolios, bringing together core capabilities in asset allocation, investment selection, and portfolio
construction. This robust process integrates proprietary research and leading investment techniques.

In addition to advisory services, the group’s investment professionals build and manage model portfolios
for financial advisors in the United States, United Kingdom, Australia, and South Africa to create
strategies that incorporate a wide variety of investment objectives.

Morningstar’s Investment Management group includes, but is not limited to, Morningstar Investment
Management LLC, Morningstar Investment Services LLC, Morningstar Investment Management Europe
Ltd., Morningstar Investment Management Australia Ltd., Ibbotson Associates Japan, Inc., Morningstar
Investment Management South Africa (PTY) LTD, and Morningstar Investment Consulting France all of
which are subsidiaries of Morningstar, Inc. Advisary services listed are provided by one or more of these
entities, which are authorized in the appropriate jurisdiction to provide such services.

Important Information

The opinions, information, data, and analyses presented herein do not constitute investment advice; are
provided as of the date written; and are subject to change without natice. Every effort has been made to
ensure the accuracy of the information provided, but Morningstar 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 document.

Except as otherwise required by law, Morningstar, Inc or its subsidiaries 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.

Please note that investments in securities are subject to market and other risks, and there is no
assurance or guarantee that the intended investment objectives will be achieved. Past performance of a
security may or may not continue in the future and is no indication of future performance. The value of
investments may go down as well as up and an investor may not get back the amount invested. There is
no guarantee that a diversified portfolio will enhance overall returns or will outperform a non-diversified
portfolio. Reference to any specific security is not a recommendation to buy or sell that security. Neither
diversification nor asset allocation ensure a profit or guarantee against loss. It is important to note that
investments in securities involve risk, including as a result of market and general economic conditions,
and will not always be profitable. Indexes are unmanaged and not available for direct investment.
Indexes are unmanaged and not available for direct investment. For investments in foreign markets
there are further risks, generally based on exchange rate changes or changes in political and social
conditions.
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This commentary may contain certain forward-looking statements. We use words such as “expects”,
“anticipates”, “believes”, “estimates”, “forecasts”, and similar expressions to identify forward-looking
statements. Such forward-looking statements involve known and unknown risks, uncertainties and other
factors which may cause the actual results to differ materially and/or substantially from any future
results, performance or achievements expressed or implied by those projected in the forward-looking

statements for any reason.

Morningstar’s fund research and rating activities are not undertaken by Morningstar Investment
Management group. There are information barriers between Morningstar Investment Management
Group and other Morningstar research entities and any identified conflicts are managed in accordance
with internal policies.

The Report and its contents are not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation or which would
subject Morningstar or its subsidiaries or affiliates to any registration or licensing requirements in such
jurisdiction.

For Recipients in United Kingdom: The Report is distributed by Morningstar Investment Management
Europe Limited and Smart Investment Management Limited, authorised and regulated by the Financial
Conduct Authority to provide services to Professional clients. Registered Address: 1 Oliver's Yard, 55-71
City Road, London, EC1Y 1HQ.

For Recipients in South Africa: The Report is distributed by Morningstar Investment Management
South Africa (Pty) Limited, which is an authorized financial services provider (FSP 45679), regulated by
the Financial Sector Conduct Authority.
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