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This publication aims to provide an insight into the changing economic environment and importantly,
how this has impacted financial markets and investments. Our Multi-Asset Solutions team at
Santander Asset Management UK share their thoughts on the market outlook and how they have
adapted investment portfolios to position our clients for the road ahead.
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Outlook at a glance

Currentview: v~ Positive Il Neutral ¥ Negative

Quarterly change since previous outlook: A Upgrade » Unchanged Y Downgrade

Current 3 month

Asset classes e change

At a glance

We currently hold a positive view on shares globally, with European and

/\/\/ Shares v ) UK markets being our preferred choice on the back of attractive company
valuations and our expectation of rate cuts by their respective central banks
this year.
We are happy to take on additional risk within our funds and are therefore
/L\ Bonds m ) overweight shares relative to bonds. We now prefer European government
N\N—O0 /] bonds as the European Central Bank (ECB) has delivered its first rate cut in

June and is likely to make further rate cuts this year.

While cash is still attractive in the short term, we have used our cash
holdings to invest more in shares, given their recent performance and our
@ Cash X > 9 9 P

positive outlook for them going forward. Cash is unlikely in the medium to
longer term to provide consistent real (after the effects of inflation) returns.

Regional stock Current 3 month

markets EY change At a glance
The US economy continues to grow at or above trend levels but has cooled
from growth rates seen in 2023. We hold a positive view on US shares and
% us v ) believe the economy will continue to perform well. As we look toward the
end of 2024, we expect economic growth to moderate slightly from this past
year.

The UK economy officially came out of recession in the second quarter of the

year returning to low economic growth. Our view is that UK economic growth
UK v A will be low throughout the rest of the year and interest rates are likely to

be cut either in August or September. UK shares had a much better second

quarter than first, and we have a positive view on the UK market with the

region being one of our preferred choices within shares.

The ECB was the first of the three major central banks to cut interest rates

Europe v ) in June. European shares are one of our preferred choices on the back of
attractive company valuations and our expectation of rate cuts by the ECB
this year.

i~ The Japanese stock market continued to perform strongly in quarter two,
j Japan v ) though UK investors saw the gains lost in currency translation to sterling.
& Japanese companies showed sales growth, pricing power, and cost control,

leading to improved corporate profitability.
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Reviewing the Global stock markets rose in the second quarter of the year, although the
gains were lower than those achieved in the first quarter. Share prices

Second qUCII'tEI' continued to be supported by hopes of interest-rate cuts from the world's

of the yec"- major central banks as global inflation moderated." The ECB duly obliged in

June with a 0.25 percentage point cut? in its benchmark rate. On the other
hand, the US Federal Reserve (Fed) and the Bank of England (BoE) slightly
disappointed investors by keeping their respective interest rates unchanged,
citing persistent inflationary pressures. However, expectations that they would
eventually cut rates supported share prices. First quarter corporate earnings
growth, especially in the US, generally exceeded investors' expectations and
boosted sentiment.

Many of the major share indices across the globe hit new all-time highs
during the period. The US stock market produced better returns than most
other global equity markets, driven mainly by large technology stocks such

as Microsoft, Amazon and Nvidia, which performed particularly well. The UK
also performed strongly, energised by improving economic performance,
with the FTSE T00 Index hitting a record high in May.? Continental Europe

and Japan fared less well, impacted by more varied economic data. Emerging
markets — notably India, Taiwan, and China — outperformed developed world
markets in aggregate. India benefited from soaring economic growth,* Taiwan
from recovering export growth and a strong technology cycle* and China from
improving economic data.®

Economic growth was mixed over the period. The US showed signs of
slowdown — gross domestic product (GDP) fell to just 1.4%* annualised
growth in the first quarter of 2024, down from 3.4% in the previous quarter,
impacted by signs of an easing in its tight labour market. UK growth recovered
wellin the first quarter after a shallow recession (defined as two consecutive
quarters of negative growth) in the second half of 2023 as consumer
confidence improved. Having just avoided a recession, eurozone GDP also
increased,* but at a more subdued pace compared to the UK. Meanwhile,
Japan’s economy remained markedly fragile and contracted in the first

quarter.*
2" quarter asset class performance
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Source: Investing.com. Bond returns are in Pound Sterling, share returns are in their respective local currencies.

US Investment grade bonds: Bloomberg USD Liquid Investment Grade Corporate USD. US high-yield bonds: Bloomberg U.S. Corporate High
Yield USD. UK investment grade bonds: iboxx £ non-gilts. UK high-yield bonds: ICE BofA Sterling Developed Markets High Yield Index. US
shares: S&P 500. UK shares: FTSE 100. Europe shares: MSCI Europe. Asia shares: MSCI ASIA EX JP. Data as at 30 June 2024.
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Inflation and
interest rates

Inflation and
interest rates
outlook

Inflation and interest rates have been dominating the financial news lately,
and for good reason. Understanding these measures is crucial to making
informed investment decisions, as they can help explain why your portfolio
may be behaving in a certain way. The two charts below provide a view of
historic and current trends in these areas, helping you to better understand
what's going on in the current economy.

Headline inflation and Official interest rates
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Source: Oxford Economics & Santander Asset Management.
Data as at 30 June 2024.

When interest rates go up, it becomes more expensive to borrow money,
which can lead to a decrease in consumer spending and economic growth.
This can cause shares and bonds to lose value and make it harder for
companies to generate profits, which can ultimately hurt your investment
returns. However, rising interest rates can be a powerful tool for tackling
inflation. The slowdown in spending helps to reduce the upward pressure
on prices that contributes to inflation. While rising interest rates may have a
negative impact, it can play an important role in keeping inflation in balance.

The Fed and the BoE announced in their June meetings that they are making
no changes to the current interest rates. Both central banks are concerned
about wage growth. Although they are seeing some signs of wage growth

cooling on both sides of the pond, the central banks would prefer to see some

more encouraging data in the coming weeks to support a rate cut. Inflation
in the US is starting to make better progress towards the central banks 2%
target and currently sits around 3%°, down from 3.3% in May. The progress
on inflation in June raises the chances of a Fed interest rate cut, either in
September or November.

UK inflation was over 11% in the autumn of 2022, and it is 2% now.” That
is its lowest level in nearly three years. The pressures that were pushing

up UK prices have eased, and the increases in interest rates the BoE have
made during 2027-2023 have also helped to slow down those price rises.
We think that UK inflation is likely to stay around 2% in the coming months,
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Share outlook

Bond outlook

Baffled by
bonds?

Visit our Basics on

Bonds page for more
information.

partly due to energy prices being lower than they were a year ago. UK
inflation is expected to go back up slightly towards the end of the year but
itis likely to fall again after that. Although UK inflation is at the BoE's target,
recent inflation data came in slightly higher than expected, pushing back the
likelihood of an August rate cut to September.

The ECB were the first of the three major central banks to cut interest rates in
June, however in July, they decided to keep rates unchanged. Weak consumer
activity is expected to suppress price pressures in the European economy,
allowing the ECB to cut rates further with a cut during their September
meeting on the cards.

Global shares were much more subdued in the second quarter of the year.

The US stock market continued to perform well over the quarter. Despite
market correction in April, the S&P 500 was up over 4% for the quarter and
on pace for gains of over 14% year to date.® The US markets' momentum
continues to lie in mega-cap technology, as enthusiasm around artificial
intelligence (Al) has driven tech sectors and the broader market higher.

UK shares had a better second quarter after a fairly muted start to the
year, the FTSE All-Share index increased 3.7% over the period as economic
conditions improved.®

European shares closed the quarter marginally lower, investors were
concerned of the fallout of the European parliamentary elections, the
subsequent announcement of a snap election in France and uncertainty over
the scope of further rate cuts.

We currently hold a positive view on shares globally, with European and
UK markets being our preferred choice on the back of attractive company
valuations and our expectation of rate cuts by their respective central banks
this year.

Currently, we are happy to take on additional risk within our funds and are
therefore overweight shares relative to bonds.

Where we have a preference in bonds, we favour European government
bonds, as the ECB has delivered its first rate cut in June and is likely to make
further rate cuts this year. At its June meeting, the Fed trimmed expectations
to one interest rate cut for this year, down from three cuts at its March
meeting, so we have kept our underweight position in US government bonds.
At present, we have a neutral view on corporate, high yield and emerging
market bonds.

Our view is that central banks are on track to bring inflation down to within
their target ranges in 2024 and any subsequent rate cuts will be positive for
bond investors.
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OUI' tCICtiCCIl Our tactical asset allocation repre;gnts our views on the financial markets
. based on the current market conditions and our own market outlook over the
asset allocation coming months. The below chart demonstrates how our current positioning

is either underweight, overweight or neutral when compared to a funds
benchmark. Generally, an underweight position means that we think a sector
will perform worse than others, so we hold less of it. Holding an overweight
position means that we think a sector will perform better, so we hold more
of it. A neutral position means that we think a sector will perform similarly to
others, so we will hold a similar amount as the benchmark.
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SUITIITICII'y - Inflation continues to fall and has hit the 2% target set by the BoE in the UK.

The Fed has only signaled one rate cut this year, leading to bonds having a
mixed quarter due to delayed rate cut expectations.

Shares have performed well so far this year and we have a positive view on
shares going forward.

We are happy to take on additional risk within our funds and are therefore
overweight shares relative to bonds.
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Learn more, visit our website here for more

Find out more insights into financial markets.

Note: Data as at 23 July 2024.
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Important Information
For retail distribution.
This document has been approved and issued by Santander Asset Management UK Limited.

This document s for information purposes only and does not constitute an offer or solicitation to buy or sell any
securities or other financial instruments, or to provide investment advice or services. Opinions expressed within this
document, if any, are current opinions as of the date stated and do not constitute investment or any other advice;
the views are subject to change and do not necessarily reflect the views of Santander Asset Management as a whole
or any part thereof. While we try and take every care over the information in this document, we cannot accept any
responsibility for mistakes and missing information that may be presented.

The value of investments and any income is not guaranteed and can go down as well as up and may be affected by
exchange rate fluctuations. This means that an investor may not get back the amountinvested. Past performance is
nota guide to future performance.

Allinformation is sourced, issued and approved by Santander Asset Management UK Limited (Company Registration
No. SC106669). Registered in Scotland at 287 St Vincent Street, Glasgow G2 5NB, United Kingdom. Authorised

and regulated by the Financial Conduct Authority (FCA). FCA registered number 122491. You can check this on the
Financial Services Register by visiting the FCA's website www.fca.org.uk/register.

Santander and the flame logo are registered trademarks. www.santanderassetmanagement.co.uk
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