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2 x 2 Investing Grid to Empower Investing Success
Welcome to our 2022 outlook, where we bring the best of Morningstar’s investment management
views, with a 2 x 2 investing grid to cover the key aspects of good investing.
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Foreword by the Global Chief Investment Ofi

Welcome to our 2022 Outlook!

This document has been created to highlight the most important issues facing investors, share
from oucurrent researeimd help you make better investment decisions as we enter 2022. It has
been compiled by our investment leaders and draws on the work of our global team.

Globally, Morningstar nowauer 150 portfolios, which are all united by our investment principles
and a common methodokswe look ahead, it is important to remember that the future holds a
wide range of possible outcomes and is characterized by unyielding completiyydbfeatenti
thosevhoseek to make confident forecasts. Fortunately, our role as investors is not to forecast
future, but rath@rconstruct portfolios that empower people to reach their goals whatever the
economic and market conditions.

L e t fosgetmbmut the entivepose of investing, which is to let our money work for us. It is an
active decision to put money aside (delayed gratification) to boost our purchasing power and/c
our desired future lifestyle. Ultimately, it is to &dipeyewour goals.

Therefore, we start with the objectives of investors. We have identified four key objectives tha
especially relevant as we enter 202#tadtienintoa2 x 2 grid. Each of these objestves
addressed in a separate saiftihis documéntcovethe current challenges facing inviégeors

offer practical insigtitawn from our own research and expressed in the portfolios that we mana
This enables investors to focus on the objective and solutions that ant tmtiseertin

Underlying this outlook is the understanding that returns to investors will be determined by bof
cashflows generated by the assets in which we invest anddhe gcipgngethose assets. A
fundamentally attractive asset canebacamattractive investment when purchased at a high price
and equallya fundamentally weak asset can provide the most attractive returns when bought a
sufficiently low price. The importance of this dual focus when undertaking investdwetd analysis
be lost in markets characterized by excessive optimism.ofspgessishissnbecome increasingly
focused on the future path of prices, confident of either a continuation of the past or a sharp re
manyorget that most paths lie betwesa thvo outcomes.

It is for this reason that we adopt a granular, fundamehtatiendven approach to investing,
acknowledging that expensive markets can provide oppaitohésgs markets may be a source
of threats. In every situgt@right approach is to view the future probabilistically and think long
term.

Dan KempGlobal Chief Investment Officer
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Investors are entering 2022 with stocks at dimedrigdf up over 100% from the market bottom in the U.S., for example. Kickste
by an unprecedented fiscal and monetary stimulus and sustained by rising in‘estay. expbeia@mepose acquisition company
(SPACs), IP&® meme stocksharp gaingi@ss risk assets such as equity and credit have left investors with only a small numb
investment opportunities. That requires an increasingly focused approach to portfolio construction.
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Sourcdor All Three ChaMsrningstar Investment Management cakdatadrOctober 31, 20Rik. is for illustrative purposes only analicatitze of any investment
An investment cannot be made directly in an index.
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When assessing tloenber of attractive askets opportunities, we tend to look at the percentage of assets that trade above their
return, which is the return we expect to realize when the asséfas tvatiieg a

The number of assets that are fairlybesleodn our valuation models has declined since last year. For instance, in March 2020,

all countrgquity markets that we track traded at a discount to their intrinsic value, and that has fallen to only Bétsaisbfcountry
the end ofd@bber.

I n this context, it is prudent to recall Warout¢habueketfndtet €
thethimblé Dur i ng t he Ilnduceg belff lagt Mardh,hwe wepeanram emvitiwirene opportunities were plentiful,
and a very targeted approach wasn€t required. oathdoday, t
constructing their portfolios: i.e., put out the thimble, and save the betV¥erlgigidyiad with heavier rain.

ExhibitNumber of opportunities has been dwindling (% of country with a valuation implied above fair return)
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SourceMorningstar Investment Management calculation, as of Octobéis3is, fad2dtrative purposes only and not indicative of any investment. An investment
cannot be made directly in an index.

Because of the scarcity in opportunity out there, the work that our global investment team does to uncpresehtnaptiatunities

best potential reward for risk becomes more critical. Looking ahead to 2022, we are highlighting threanireststsemt ideas for i
consider in their portfolios.

1) The Recovery Play: Relative Value in Energy and Financials

While there are a nunabéreadwinds on the horizon, not least uncertainty about inflation and the emergence ofl® resistant CO\
variant, the global economy is poised to continue its recovery, fueled by the normalization of economic activity globally.

At current prices, glodquities look expensive overall, according to our analysis, both in absolute terms and relative to internati
markets. However, there are pockets where we continue to see opportunity. These opportunities tend td @uaster in more cycli
economitly sensitive) areas of the rhaikedtiding energy and financials, which have both done exceptionally well recently.

Energy StockBespite recent strength, we continue to believe integrated energy companies with diversified business mod
strong balance sheets provide significant potential upside for investors. The global energy sector hasyswhiet its darkes
saw anegative oil price at one point. Additionally, therlortgansition towards cleaner energy remains broadly on track despi

some concerns about the profitability of clean energy. This development is particularly interesting whethamgeonsider clim
risk, with European energy companies making a meaningful pivot toward renewables.
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x  BanksOur research also leads us to believe that banks are still relatively attractxpekteddoan losses and a potential
acceleration of loan growtveaenter 2022 provide a favorable teeditnackdrop for the sector. For banks, we believe risks ar
skewed to the upside in the next year or two, driven by fundamental improvements that include solid ecorlossiesgrowth, Ic
and a higher capireturn. Our valuation models suggest that energy and financial stocks have the potential to outpace the
global equity market by more than 2% over the next decade.

Energy stocks and financials also have attractivegitftzgignopertiesyen their ability to pass on price increases to their clients.
Inflation tends to boost interest rates and a steeper yield curve, which benefits banks. Oil is a comnwdigearat@pagsed in
on to consumers. In the event of a continnadftegion, energy and banks stand to benefit.

ExhibitEnergy and financials offer higher potential returns than global equity market over the next decade
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SourceMorningstar Investment Management calculation, as of Octobéis3i, R0 2lustrative purposes only and not indicative of any investment. An investment
cannot be made directly in an index.

2) Growth Companies abaver Price: The Case for China Tech

Investors have been bidding up pricessoisb ed Fbi g techf in recent years amid
propelling an increase in stocks with the prospeetrof ¢mogith. This-tuin prices, in addition to the risk of stretched valuations,
has also increased concentration of the U.S. equity market in a handful of technology companies. As of Beptember, Meta Plz
(Facebook), Amazon, Apple, Netflix, Google (Alphabet) amadlicpoapfiroximately 24% afStheatket, creating a need for U.S.
investors to diversify away from single stocks.

Aselloff in Chinese equities over the course of 2021, which was triggered by a regulatory crackdown, presemsrtmigstors with
to purchase shares ofdaij companies at low valuations. At current prices, China offers better absolute and relative value than
major market, even after accounting for the potential impact that the regulatory crackdown naadhmoeétabibov@hinese

stocks have an attractive growth profite amgjor tech names hawdinancial leverage, which provides diversification against some
the cyclical stocks that are also trading cheap. Therefore, we tigirdwtinsrass &r investing in China.

3) Emerginylarket Debt in Local Currency: The Only Place for Positive Real Return in Fixed Income

With negative yields on government bonds (after adjusting for inflation) across develuped mavieetsreand cagorredit
spreads at megjear lows, tixedncomeiniverses looking at paltry returns over the next decade-nramezgohebt in local
currency (which we prefer over hard currency) continues to offer positive real yields andas.ahotatdey ezoegutis that
emergingarke®sovereign fundamentals are broadly stronger than in the past. Impon@ahtiaarices, enhanced reserves,
movement to orthodox monetary policy, arslid dfusldocal investor base allow fot@lshdturrency funding, though there are
ongoing concerns surrounding an increase in debt levels and a lack of fiscal discipline in some countries.
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In aggregatenerging markets (EM) were slower out of the blocks in opening up their esgopad/ tienkets (DM) weae. Th

said, th majority of EM central bankstaatezincreasgcentrapolicy rates as inflatiemains elevatéd addition, an aggregated

view of EM currencies also looks undervalued and should be a tailwirelareerdanebelvolatile, yet even allowing for some
pessimistic assumptions, our research suggests that investors could earn a decent piimiumaover simlar U. S.  Tr e @
willing to risk shietm loss. Stated differently, we thestoigvare likely to be compensdteatiiof investing in emergimaykets

bond®ver time, especially for-tocegncy bonds.

Philip StraehGlobal Head of Research
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Protecting@ 1 eRortfold $rorrawdown

Investing is albout taking risk. To achieve our investment objectives and enable investors tonaertdtidr gestss the
investment environment and take what we deem appropriate risks. Sometimes the opportpeuity set will be aicle to build

robust portfolios that should comfortably meet & investorent objecti@s. h e r

ti mes

path ahead couldabiétlerockyat timegut we mustccepsome rido achieve goals

Q

We must accept the odd setba
on our investing journey.

nl

/

Every drawdown is unique, k
they usually recover.

X

[

Following a long expansion, v
should expect higher risk.

Stock Market Pullbacks

that €s not

The Hypothetical Number of 5% S&P 500 Pullbacks Experienced Annually
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FRisk is the Price You Pay for GRmtdrng
Calling drawdowns good or bad is somewhat flippant. Of course, no drawdown is good for an investor. Saifisiespsocidly the
with shorter time horizons.

In fact, risk aversiam barational response, espbe oftefail to apprecidteedangeof negative compoundihg. common

message is thahgpounding is a beautiful thing, however it is more powerful on the downside than the upside. Consider variou
If the marketereto sell off by 208torrow, you need to make 25% to get back to square. If it falls by 50%, you need to earn 10
Avoiding losses matters because losing less means you require less to bounce back.

That saidkiling to takmalculatedslsis a risk itser said siply we musensuethatwe take enough risk to meethjective This
side of the camjust as importaaggoalattainmeris the kegeason most people inVégt.is also the nfagus of our investment
approadh we need to ensure webaieg rewaedfor the risks we take.

Tomorrow versus Yesterday

In the last decade it has been a relatively simple task to invesfataseerwegland still achieatthy returns above the inflation
rate! Even in the extreme marketieartch 2020/e were afforded the opportunity to buy assets at prices that could deliver
exceptional loteym returhsenabling us to be confident that we could deliver on our promises to investors.

Howevetheoppornity sethas clearhyarrowedquity markets have become more expeativest every meastitk,some parts

of the market movingito at we € d extrenmedevelihe sameacan be saitddditionally defensive assétshonds trading

at levels that could lead to significant capitaspesgsilyith economic growth remaining a tailwind and inflation at levels not seer
many years.

Faced with these ridks key is to assagertfolioelative tthe correspondigagals and risk tolerasfdbe investowrhilst also
acknowledgitige investing environment we opeRégarding tivevestment environmertforesea wide range of potential
outcomegxpedhgthe nexyear (andecadgo lo& quite differefitonthe last.

Thids both an opportunity and athigatesentsnaopportunity for us to add f@dulevestolsy navigating teeries afetbacks

a h e a d ,reqlire 4 differen€apprdamh that taken otlee last decad&e are heading into a time when broad market exposure
(passive investioglild easily fall short of historical averages antt megfaibsolute return objeatiading it difficult for investors
toachievether goal s. I n t his sfathesageragevinwestdron €t expect an easy r

Defendingn aLow Interest Ratenvironment
Perhaps the biggest dilemma feem&ivevestoresides imaditional fixed incoreldings i d e f e n s suche@boadofiere t s f
pooreturmprospecti our analysisieating true challenge risk management

We d o nvétha brpaal brash here, still selectively investing in pockets of thefootiteindefensive charatitariand/or
return potentidowevemany fixed income markets are expensive (especigilyrateighyield bondsvhere we carry an
underweiglposition This is quite differnimthe last 30 years, wheredkhaveplagdthedualrole ofeturn generator atidersifier
in portfolio§Vearethereforbalancing what is left of their defensive characteristics against low abhdbaisyieloking for more
defensive characteristics from the growth holdings itiasur portfo

L in our own researding Australian data, over the last 10 yearscd#pipaltfolio (60% in stocks and 40% in boreti) estoievof at least CPI +3.5% during 96% of releay three

periods since the start of 2010, well above the 62% of y@imgetuees if we take the analysis back to 1970.

©2@1Morningstdnvestment Management AlLRights Reserved. Mﬁﬂm H ES‘"LH
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The Goal Must Still be to Avoid Permanent Loss of Capital

Importantly not all drawdowns are equal. Volatility provides investmerit dppaiilititiessget set in assets with significant upside.
As investing great Bill MillerBaysy | at i |l ity i s the price you pay for Thet urn
way we approagskistoconsider the potential for two types of drawldeiuretioinduced drawdowasd2)volatiliynduced
drawdown&Veembrace volatility, within reason, but want valeatimmduced sedffs.

When you look at the exposure in cassatlportfolidkis differendeetween volatility and valubgoomes evident. Wdee a
decent tolenaeforholdngassets with economicsglysitive cashflowsen if tise assetend to have higher core vol&lility.
exposure to energy stocks is a good. xXaenpeesavtasonably high core voldtilityhatan usually be recouped with time. See
the chart below for the volatility of the global energyhsegherrange of outcomes really starts to skew to theenpsice
timeframésthisiafF g 0 o d f tradewmffn aur vielwi t vy

ExhibitThe Bnge of Outcomes for Energy Stock is Wide in the Short Term, But Narrows Over Time
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Source: Morningstar Investment Management cdlG#atiominalermsas oNovembe0, 2021.

Valuatiohbased drawdowns (paying too muclag$segrcan be more enduring and may not be fully e@upedr the long term.
Equities that go bankrupt or bonds that default are extreme examples. These are the drawdowns our proeesaptsieato avoid
be permanently impaired.

So, howan an investor both protect and/éabefievéhe best pathway isdentify thassets with the greatest refearidkand
size themppropriately to manage total portfoliodégkhemost attractive holdiaggoncentrateddgclical areas of the market
despite themigher volatiljtyo we emplpgrtfoli@onstruction techniquesffseior tempehecyclicalisk includindefensive sector
exposures.

Our analysis has sheasme of theosattractivassetinclude mergingrarkes debt consumetaplestockshealtttare, andtilities
companies. These aadtedictive as replacements for growth aasetsay of different environmentsight facespeciallyhere
the opportuniset is diminished and the potential for a risk event is elevated. Analysis we have retentjhetreschaftthe
asset classes named above have inviting-dowinsicéseapture ratios against the S&pré&8énting particularly attracti
asymmetry between the two in the significant market scenarios’we have run.

2 Emerginmakets debt presents with not just invetatdyl downside capture (positive return when the S&P is negative), but also surprisingly large upsids capsureeSatelsldy, U

stocks and healthcare stocks both show low downside capturesgjolzssueaely as low as therfb@de asset classes) while ranking among the top upside captures.
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ExhibitUpside and Downside Capture Ratios Versus the S&P 500

1
0.8
0.6
0
“dulll
,mi
Y

variable
B downside capture_ratio
B upside_capture_ratio

=

[

1f /-“,L, (“6/ //O fjs S‘@,ﬁ ("\S & :y /
// 7~ 0,)] ; D,}‘!“, ( ”m (";‘1/, D,)‘!” d/ '?4(/ 477[(0 TOO ey, &p Q)D?J.‘, Jq/‘vr ’0 r, )e’?c
.cé/ O:G’S" oy e S, Car e, 18 Sy, s .3%,]?"‘?/,
I L g, l"(' Sy ey
f./,n'% € f/,,,)(?,} s .'qo,(,,é‘ N
Source: Morningstar Investment Management casut@icinber 31, 2021.
Somewhatounterintuitively, i tthecy ctl eefr epfoant d ollii koe Igy otwh &t ex\pea

decade to the poiwherdt may make semsgain exposure to maratilityassetso achieve investment objectiveis. d lgisod
example okingsmart diversificattenhniquesmoothing the ridacarefullgelectedrowthholdingmstead aklyingpnexpensive
traditional defensive exposures. Still, there is a poterdiabfatility in portfolio returns and temporary drawdowns are there.

Qurrency exposisa@nothavailableoolthatmaybehighly underratbgmanynvestorg-or examplaetUs dollar and thiapanese

yen tend to behavesas a | dafehdverfieurreniesin periods of broad market desdlocating smartly across the currency universe,
wecanlean on the protective characteristics of the dollar and the yen where it makes sense to do so and have recently boost:
exposure.

KeyTakeaways for Risk Management
The hardestet most effectimpproactvhen protecting against losglistioguishetween volatilityducedetbackand valuatien
inducetbssesPeriods of volatility will come and go, whidnaeat the time, theyrarely impagbal attainment.

As advocates of great investngustollectivelgsist impulsigetionand understand thiadroad wdbbestraightAccepting some
volatilitys a preequisitéor good returimanymarketoutt oday €s mar ket ar guahblhogrviewhgui r es
necessitatess tdarget the best assets to protect andifarareful sizing and smiaersification.

A final thought on downside protee@ishould bleappy to forego some of the gains in strong upwards markets, acknowledging th
won't participate in losses to the same extent as others if we rHaictigiedsagigkoach. lgielve can limit losses by investing in a
riskfocused wawe are less likely to trigger an irrational response from investors, meaning Iyt delpribemiilséay invested,

giving them a better chance of achieving their goals over time.

Matt WacherChief Investment Offissia Pacific
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Protecting@ 1 eRortfolé $ronmflation

When it comes to the most insidious risks f agpeanuptili nvest
investors compare gains to the climbing cost of living. To achieve any meaningful progress toward finameiblayoldar theestors
inflation hurdle.

@

We view inflation as investor

Consumer Inflation Expectations
Inflation Expectations Next 12 Months and b Years, Univ. of Michigan

Univ of Michigan Survey Results
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Portfolios need to be robust
against a wide range of scenari
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Global Central Bank Balance Sheets
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We acknowledge modern risk
including the large debt burde
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Sourcdor All Three Cha@earnomiddorningstar Investment Managemeni@ageather 32021This is for illustrative purposes only.
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Beating Inflation is Investing 101

For many years, clearm@iftatohn ur d1 e hasn€t b e e nandienfafidibalande,tthe codVofliving heas bsoadéy b |
risen at a predictable, modestiaaewite falling rates, expanding valuations, and individual compashasedtedsd bread

market gains at a rate well above historical norms.

But when inflation does materialize, particularly at higher levels, its impact can be widesirezstatewagtasbarter time

horizons, who typically have greater exposure to bonds, are particularly vulnerable. A significant portjenerfatesl totahretur
bonds comes from income, which, #@6ri moemeponds,i nél at ed
delivered by the bond is worth less. In response, investors may sell bonds, driving prices down and further hurting returns.

Among investors with shtater horizons are retirees, who no longer wegesatkat could potentially rise to irdidjtisted levels.

But it&€s not just the bond i nvequiwnmarkesswbpn E€f asebj eénsokne dut h
conundrum, their total return can also be in jeopardy; their dividend payments are worth less, and thdémoeamgius agrusuffer
costs, particularly if they are not in a position to pass ghoitghightereir consumers. As earnings come under pressure, so can tt
ability to generate inflabeating returns.

Evenhighl yi ng growth stocks aren€t i mmune to infl alatiorotiman | n
their value brethren. The explanation involves the expectations around earnings: as inflation rises, soldméztesastvesttEsswh
expecting higher earnings from growth companies discount them back to present dayzivith laweboé ipesralst rates.

This leaves us with two questsone enter 2022:

1. Ifinflation is inconsisteahd unpredictablé@ow do you protect your portfolio from it?

2. If you could predict it, given that both bonds and stocks are vula¢hainéeanyithing you can do to protect against it anyway,
even if you could see it coming?

On the first point, you don€t need to know wdise ¢f prababilit,ai n
weighing one markavironment against another. We build portfolios for a range of environments and rarely make binary calls
outcomes.

Fortunately, our research suggests that many of the assets best suited for inflation petateaynvest pieed. These assets
include:

91 Shortduration bonds or cadixed payments have very short durations and thus can reset as rates rise)

1 Equities that aositively correlated to inflatisnch as energy stocks

1 Highquality companiegthhigh degrees of pricing power that can pass along rising input costs

However, there are also sources of protettmmvefor ekamplaflatiorotead bondéncludingreasury InflatiBrotected
Securitiesr TIPFareacommogoto sourcghowevethesere less attractively priceour viewrhe same applidsighryield bonds
and floatintate bonds, both of which benefit from improving credit profiles during inflaioharg pkxindractively pricéd
aresult, we have limited exposure to these asset classes, despitepttoeacindiatpoperties.
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Key Takeawafegarding Inflation

Inflation is a w&thown risk facing invesiocswe take it seriodsly022, as always, we believe inflatbothiprotecting agaitstt
wecaution investors away frgimg to prediciflation outcomegh precision

The key is to understeowd each asset may imetfiffererinflatioroutcomesssessirthetotal portfolionpacatndwhether ivill
deliver on itshjectivd. t € s w0 r domessets that hage been i vogue for the pastifeaspearally.S growth stocks
strike us as not only overpriced tagwalserable aninflatiorshock.

Those considerations above aside, over the pasttualgealityer al
theyneedtoface,d t oday€s mar ket could very well prove to be mo
probability rather than forecasts and account for a range of market environments. In thecenalgy#imfiilioto malieg as a

real threatve do not believe our portfolios will be at a disadvantage; the driving thrust of their positioning &tiealuations, not infl

Marta NortonChief Investment Officer, Americas
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LettingrourMoney\ork folYou intdaterlife.

One of the primary motifiasesting is to fund a comfortable retjreitteat202@orningstdehavioral Reseaatvey showing

that this remains tihenbeone goal amoimglividual$qgwhile retirement planning rera&nsdatical pillaof the financial advice

i ndustry, wenakingpouronareyework fotlmuie a timelyasd reldvarit, as is no secret that income generation

is getting harder, with severaloftsdend potential pathways to navigate.

@

Lower interest rates have me
retirement funding complex

Traditional Sources of Bond Yield
Yield to Worst and Averages Since 2009

nll

Income and total return
approaches cdroth make sense

Yield to Worst

High Yield

MBS Investment Grade

X

[

Goal attainment should be yo
north star when investing.

Sourcdor All Three Cha@earnomidBloomberdylorningstar Investment ManagemenDexeafber 2021.
This is for illustrative purposes only and not indicative of any investment. An investment cannot bendeade directly in an
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