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MARKET BACKGROUND Q2 2024

The second quarter of 2024 saw inflation rates largely soften towards central banks'
targets for most developed market (‘DM”) economies. This set the stage for a shift
towards monetary policy easing. The European Central Bank (‘ECB”) cut interest rates
in June. Cooling inflation and a gradual loosening of the labor markets in the US
prompted markets to price in two cuts by the US Federal Reserve (“Fed”) by the end of
2024. The timing of potential rate cuts by the Bank of England (“BoE”) was pushed to
August despite waning price pressures, as service inflation remains elevated. Despite
this, bond yields rose over the quarter as inflation data came in above market
expectations in Q1 and April, especially in the US. Equity markets, barring Japanese
equities, continued to rally, with emerging market equities outperforming developed
markets. Political volatility remained high with a snap election called in the UK &
France while the first TV debate of the US election campaign took place in June.

The final estimate of US GDP for Q1 2024 has been revised higher to 1.4% (quarter-
on-quarter annualized), however, lower than the growth of 3.4% seen in Q4 2023. The
increase in Q1 primarily reflected increases in consumer spending, housing
investment and business investment. These were partly offset by a decrease in
inventory investment. Headline US inflation fell over Q2 2024, decreasing to 3.3% in
May from 3.5% at the end of March. Core US inflation has been declining in recent
months. The Federal Reserve, at its June meeting, decided to maintain policy rates at
5.50% but revised their outlook for rate cuts to just one in 2024.

Chinese GDP grew 5.3% (year-on-year) in Q1 2024, higher than 5.2% in Q4 2023,
boosted by strong growth in high-tech manufacturing. The economy continues to be
challenged by a property crisis and subdued business and consumer activity.
Policymakers are providing more support for the property sector and recent business
surveys are beginning to point towards a broadening out of stronger economic activity.
The People's Bank of China (PBoC) kept the one-year rates unchanged at 3.45%.

Q1 GDP in Japan declined 2.9% (quarter-on-quarter annualized), down from an earlier
estimate of a 1.8% contraction. This contraction was largely due to a safety scandal at
a large automaker which led to a factory shut down.

In the first quarter of 2024, seasonally adjusted GDP increased by 0.3% (quarter-on-
quarte) in the eurozone. Spain showed the strongest growth with 0.7% (quarter-on-
quarter), while Germany, France, and Italy were around the eurozone average. The
ECB reduced interest rates by 0.25% following their June meeting to 4.25% for main
refinancing operations, 4.50% for the marginal lending facility, and 3.75% for the
deposit facility. Headline inflation in the eurozone rose to 2.5% in June from 2.4% in
March.

UK GDP grew by 0.7% in Q1 (quarter-on-quarter), recovering from a decline of 0.3%
and 0.1% in the previous two quarters. Headline inflation in the UK fell to 2.0% in May
from 3.2% in March. This was led by a slowdown in the cost of food. However, core
inflation remains elevated at 3.5%. The Bank of England maintained interest rates at
5.25%.
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Equity Market Review

Global equities returned 2.9% in sterling terms and 3.5% in local currency terms
while sterling ended broadly flat against the US dollar.

Q2 2024 has been another positive quarter for equity markets. Equity markets,
especially in the developed market, are continuing to be narrowly led; with a small
number of stocks driving the returns. Corporate earnings have remained resilient
while subsiding inflationary pressures has created a more positive
macroeconomic environment for equities.

Within equities, emerging markets (“‘EM”) outperformed DM. Chinese and Latin
American equities exhibited lackluster performance as investors digested
economic data. However Asian equities outperformed helped by Taiwan’s
exposure to Al related names. India recovered after the surprise election results.
Emerging markets equities returned 5.8% in sterling terms (6.9% local currency).
US equities returned 4.0% in sterling terms, compared to 4.1% in local currency
terms, whilst European (ex-UK) equities returned 0.3% in sterling terms and 0.8%
in local terms. Japanese equities returned -4.6% in sterling terms and 1.4% in
local currency terms. The Bank of Japan's (“BoJ”) interest rate policy continues to
weigh on the Japanese currency.

Global small-cap stocks returned -2.7% in sterling terms (-1.9% in local currency).
Small-cap stocks suffered from confirmation of the higher-for-longer interest rate
environment.
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The FTSE All Share index returned 3.7% over the quarter, with the large-cap
FTSE 100 index returning 3.7%. More domestically focused equities (FTSE 250)
produced positive returns too. The small-cap index produced a positive 6.5%
return. Strong performance in telecom and financials supported the UK
performance relative to global equities.
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Bond Market Review
Government Bond Yield Curves
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Global government bond yields on the 10-year tenor rose over the quarter (bond
yields and prices move in opposite directions). The sell-off in bonds can be
attributed to prospects of delayed rate cuts. In the US, softening inflation and
growth, led to bond markets to price in two rate cuts in 2024. In Europe, although
the ECB cut interest rates, the subsequent press conference lacked concrete
forward guidance, leading markets to perceive the move as hawkish. Meanwhile,
easing UK Inflation has set the stage for a BoOE rate cut in August. The 10-year
benchmark bond yield in the US, UK, and Germany rose 0.20%, 0.24%, and
0.20%, respectively. Meanwhile, the yield curve across these regions continued
to be inverted. 10-year bond yields in Japan also moved past 1.0% on increasing
expectations of further policy tightening by the BoJ.

Changes in the UK Bond Yield Curve over the Quarter

5.0% 40bps
4.0% I —
‘ ‘ ‘ ‘ ‘ ‘ -
3.0%
2.0% | Obps
1 5 10 15 20 25 30 35 40 45 50

Term (years)
mmmm Yield change over quarter (RHS)
Nominal yield as at 30/6/2024
Nominal yield as at 31/3/2024

Source: Mercer

MERCER

Changes in the UK Index-Linked Gilt Yield Curve over the Quarter
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UK real yields rose across most of the curve over the last quarter, with the 10-
year tenor increasing 0.28%. There remain concerns that stubborn services
inflation and still-healthy wage growth may keep core inflation elevated. UK 10-
year breakeven rates finished the quarter at ~3.59% (0.06% lower over the
quarter). Despite this, the BoE is widely expected to commence with a rate cut in
August.
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Spreads on UK investment-grade credit widened marginally over the quarter, with
spreads on lower-rated credit widening more (0.04%) than for higher-rated credit
(0.02%)).



Commodities
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Commaodity prices marginally increased over the quarter. Higher prices in
industrial metals and precious metals offset the price falls in other components of
the index. Economic activity around the world is expected to pick up as DM
central banks cut interest rates, which is boosting the price of commaodities.
Furthermore, as real yields decline, the price of precious metals, such as gold,
tend to perform strongly. Within energy, the Organization of Petroleum Exporting
Countries and its allies (OPEC+) stuck to its forecast for relatively strong growth
in global oil demand in 2024. Summer fuel demand is also supporting crude oil
prices as global travel remains robust. Agriculture prices declined over the quarter
as cocoa prices pulled back. They remain volatile following the sharp move higher
earlier in the year.

Change in US Dollar Price to 30 June 2024 - Gold and Brent Crude Oil - Rebased
to $100 on 31 December 2013
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Currency Market Review
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Sterling was broadly unchanged versus US dollar over the quarter, while it
appreciated 0.8% and 6.4% against the euro and the yen, respectively. The US
dollar index rose a little over 1.0% in the quarter, supported by incoming macro
data. On a 12-month basis, sterling significantly outperformed against the yen
and marginally versus the euro, while weakening 0.6% against the US dollar.

Other Assets

UK property as measured by the MSCI Index increased by 1.7% over the second
quarter of 2024.

2024 Mercer. All rights reserved
This appendix was written on 16 July 2024.
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Important Notices
References to Mercer shall be construed to include Mercer Limited and/or its associated companies.
© 2024 Mercer Limited. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. Its content may
not be modified, sold or otherwise provided, in whole or in part, to any other person or entity without Mercer's prior written permission.

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not sought to verify it
independently. As such, Mercer makes no representations or warranties as to the accuracy of the information presented and takes no responsibility or liability (including
for indirect, consequential or incidental damages) for any error, omission or inaccuracy in the data supplied by any third party.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions with tax or legal implications.
This does not constitute an offer to purchase or sell any securities. The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are
subject to change without notice. They are not intended to convey any guarantees as to the future performance of the investment products, asset classes or capital
markets discussed.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see http://www.mercer.com/conflictsofinterest.

This does not constitute an offer to purchase or sell any securities.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not intended to convey
any guarantees as to the future performance of the investment products, asset classes or capital markets discussed.

This does not contain investment advice relating to your particular circumstances. No investment decision should be made based on this information without first
obtaining appropriate professional advice and considering your circumstances. Mercer provides recommendations based on the particular client's circumstances,
investment objectives and needs. As such, investment results will vary and actual results may differ materially.

Past performance is no guarantee of future results. The value of investments can go down as well as up, and you may not get back the amount you have invested.
Investments denominated in a foreign currency will fluctuate with the value of the currency. Certain investments, such as securities issued by small capitalization,
foreign and emerging market issuers, real property, and illiquid, leveraged or high-yield funds, carry additional risks that should be considered before choosing an
investment manager or making an investment decision.

Mercer universes: Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group comparisons over a chosen
timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all strategies available to investors.

Issued in the United Kingdom by Mercer Limited which is authorised and regulated by the Financial Conduct Authority. Registered in England No. 984275. Registered
Office: 1 Tower Place West, London, EC3R 5BU

Please see the following link for information on indexes: https://www.mercer.com/content/dam/mercer/attachments/private/nurture-cycle/gl-2020-i nvestment-
management-index-definitions-mercer.pdf
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