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managers now lies in navigating this promising yet unpredictable future, Multi-Manager Strategies

particularly as the market has priced in substantial premiums for those perceived
to be the primary beneficiaries of this emerging technology.

Borrowing from the “gold rush” analogy, the most easily identified winners are akin to the manufacturers of “picks and
shovels”, such as the chip producers, like Nvidia and AMD, along with cloud providers. Extending this metaphor further, the
ownership of ‘mineral rights’ may be equated with the competitive edge granted to data-rich platform companies, as they
form the basis for training these Al models. Which industries and companies will most effectively leverage these models is
a more speculative endeavor. Some common areas of focus have been online retail, gaming, automation, tele-health and
cyber security.

The concentrated speculative interest in the Al winners has created unique challenges for Global managers, in which there
has been a decoupling of performance between growth stocks in the US and other developed markets. So far in 2023, the
MSCI All Country World index, which represents over 60 trillion dollars of global equity market cap, has been driven by this
single theme, and mostly in a small number of US stocks.

Table | Top 10 Contributors to MSCI ACWI Index Performance
1 | 12/31/2022 - 6/30/2023

Name Average Weight Total Return Contribution to Return
Apple Inc. 426 497 1.81
Microsoft Corporation 334 427 129
NVIDIA Corporation m 189.5 122
Amazon.com, Inc. 1.61 552 0.77
Meta Platforms Inc. Class A 0.77 138.5 0.67
Tesla, Inc. 0.84 125 0.65
Alphabet Inc. ClassA& C 1.05 357 0.68
Broadcom Inc. 0.45 571 0.23
Taiwan Semiconductor 0.70 28.0 0.8
Advanced Micro Devices, Inc. 0.25 75.9 0.15
7.66
Non-US Stock MSCI ACWI Index Total Return 13.93

Source: MSCl and FactSet

Opportunities to invest in Al-related themes are simply not plentiful in Non-US developed markets with a smaller, less
concentrated tech sector. Of the 85 stock Global X Al and Technology ETF, less than 15% of the weight is in developed, Non-
US markets.
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Chart | Exposure
T | Asof 6/30/2023

Country Weight (%) Country Weight (%)
B united states 69.30 Japan 230
B i 6.70 Taiwan 2.00
- South Korea 420 Netherlands 1.80
- Germany 3.80 Switzerland 1.20
- Ireland 3.70 Israel 0.50
- Canada 2.80 Other/Cash 1.70

Source: https;//www.globalxetfs.com/funds/aig/#holdings

In our previous work on “Alpha Opportunity,” Alpha Availability: Identifying the Drivers of Active Manager Returns Across
Markets and Investment Styles, we showed that index returns driven by a few large companies are a headwind for active
management. Table 1 showed this to be the case for Global managers this year. However, the fact that the theme has been
further concentrated into US megacap stocks (that trade at a premium to their non-US growth counterparts), offers a deeper
challenge to those managing global portfolios.

Outperforming the Global Growth benchmark was practically impossible without being overweight some of the US Al
related stocks. The portfolio construction methodology used likely dictated how difficult it would be to outperform this year.
Equal-weighted, conviction-weighted, risk-weighted (absolute, not active risk) positions were unlikely to beat the benchmark
without near-perfect stock selection. The challenge was amplified for valuation-conscious managers, who have a more
difficult time concentrating risk in the more expensive markets. Table 2 shows the extreme differences in how US and EAFE
growth benchmarks performed. The returns within the EAFE Growth index were fairly concentrated, yet Apple contributed
more to the Russell 1000 Growth index than the top 10 names contributed to the EAFE Growth index.

Table US and EAFE Growth Benchmarks
2 | 12/31/2022 - 6/30/2023

Top 10 Contributors to Russell 1000 Growth Index Performance

Name Average Weight Total Return Contribution to Return
Apple Inc. 12.47 497 5.69
Microsoft Corporation 10.97 427 4.48
NVIDIA Corporation 3.32 189.5 3.90
Amazon.com, Inc. 4.83 552 2.50
Tesla, Inc. 2.49 n2.5 2.01
Alphabet Inc. Class C 5.39 357 1.96
Meta Platforms Inc. Class A 0.60 138.5 0.46
Advanced Micro Devices, Inc. 0.60 75.9 0.39
Adobe Incorporated 0.90 453 0.38
ServiceNow, Inc. 0.49 4477 0.21
21.99
Russell 1000 Growth Index Total Return 28.82

Source: Data from FactSet
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Top 10 Contributors to MSCI EAFE Growth Index Performance

Name Average Weight Total Return Contribution to Return
ASML Holding NV 3.49 352 113
LVMH 323 30.8 0.90
Novo Nordisk A/S Class B 329 20.6 0.64
L'Oreal S.A. 1.36 32.7 0.41
Schneider Electric SE 118 328 0.35
Nestle S.A. 437 6.5 0.32
L'Air Liquide S.A. 113 291 0.30
Compagnie Financiere Richemont SA 1.08 30.8 0.30
Hermes International SCA 0.81 417 0.29
Tokyo Electron Ltd. 0.71 47.4 0.29
4.92
MSCI EAFE Growth Index Total Return 14.18

Index Valuation

P/E (FY 1)

12/31/2022 6/30/2022
Russell 1000 Growth 21.50 28.70
EAFE Growth 19.36 21.59
Source: Data from FactSet
In an effort to understand how managers are dealing with this unique environment, MAYTECH
we have engaged Maytech Global Investments, a high-conviction growth manager I I I

GLOBAL INVESTMENTS

who has had a long-standing thematic position in the Artificial Intelligence theme.

Could you explain how you have thought about Al as an investible theme?

MayTech'’s long-term belief has been that the next big computing platform shift would relate to machine learning,
accelerated computing and Artificial Intelligence (“Al"). We see the Al transformation as one of the most important
technological advances, potentially bigger than the development of the Internet.

Our investment approach to Al follows our proven path of focusing on where in an industry’s supply chain value will
accrue, and which companies will potentially come to dominate. Our ongoing research around Al led us to several
conclusions. First, that graphic processing units (GPU) would be the central and foundational technology. Secondly,
that the core intellectual ideas driving the algorithms will be open-sourced. Consequently, the cost and complexity of
managing large amounts of data and fining tuning the algorithms will create a competitive advantage that will favor
companies with large scale. Finally, each technology platform shift has given rise to new dominating companies.

The three essential ingredients for Al are data, algorithms and computing power. We are in a period where advances in
the three ingredients have crossed a threshold where Al can become commercially viable. Individuals, companies and
governments have access to massive amounts of digital data with more being created every day.
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We have long held that view that central processing units (“CPU") would not be able to handle the workload of Al and
that GPUs will become the central semi-conductor technology in the next wave. CPUs will still be needed but all the
heavy lifting will be done by the GPU. This is because CPUs process instructions serially, one at a time. GPUs, on the other
hand, process many thousands of instructions at the same time which is well suited to Al algorithms which are the same
mathematical operation applied across billions of data. The potential for Al to radically improve productivity and drive
change will increase the need for more semi-conductor chips.

We believe the underlying need for Al will increase, becoming insatiable and lead to an “arms race” for the most advanced
chips. Originally, the demand for GPUs was from “gamers”, then expanded into data centers. Going forward, the need for
this technology will include every industry.

How are you addressing other holdings in your portfolio that have seen sharp valuation
expansion related to the strong sentiment shift toward anything “Al” related? Have you
considered selling any names that you believe the market has “overreacted” to the benefit of Al
to their business?

Many of the information technology holdings in our portfolio have seen their value increase in the first half of the year.
Their exposure to Al is not the only contributing factor. At this point, we don't see the valuation increase as an overreaction
and have not made changes for that reason. We have trimmed some positions to keep them within policy limits.

Most of the Al-driven performance has been in the US market. Do you see any direct or second-
order opportunities in other markets? Is there anything structurally about these markets that
will hamper the business case of Al implementation, or is it simply the concentration of large
tech companies in the US?

We do see some beneficiaries in other markets including Europe, the UK, Taiwan and South Korea. There are some
structural issues which are contributing to the concentration of Al leadership in US companies. First, the large tech
platforrn companies which have the data, computing power and financial resources to execute Al are based in the US.
Secondly, foundational semiconductor technology is largely controlled by US companies or companies in countries closely
allied with the US. Thirdly, potential regulation could impact various regions. Fourthly, politics inside of China have in our
opinion delayed their progress in Al. Finally, geopolitics will play an important role.

Given the substantially higher energy consumption of Al-based computing, how are your Al-
affiliated holdings planning for expected surges in power consumption that would come with
the growth of Al utilization, in an already tight energy market?

Some companies in this segment have developed solutions to lower power consumption and cooling requirements
within the data centers. Ultimately, this question will be about how Al increases productivity per unit of incremental
power consumed. If Al leads to improved productivity overall power consumption could decrease as the world's economy
becomes more efficient.

This report is neither an offer to sell nor a solicitation to invest in any product offered by Xponance® and should not be considered as investment advice. This report
was prepared for clients and prospective clients of Xponance® and is intended to be used solely by such clients and prospects for educational and illustrative
purposes. The information contained herein is proprietary to Xponance® and may not be duplicated or used for any purpose other than the educational purpose
for which it has been provided. Any unauthorized use, duplication or disclosure of this report is strictly prohibited.

This report is based on information believed to be correct, but is subject to revision. Although the information provided herein has been obtained from sources which
Xponance® believes to be reliable, Xponance® does not guarantee its accuracy, and such information may be incomplete or condensed. Additional information is
available from Xponance® upon request. All performance and other projections are historical and do not guarantee future performance. No assurance can be given
that any particular investment objective or strategy will be achieved at a given time and actual investment results may vary over any given time.
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