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Equity markets continue their robust rally in 2024,
despite a protraction of further Fed rate cuts and ongoing
economic uncertainty. Against the backdrop of shifting
market dynamics, we believe that our process, platform,
and integrated team position us well to address the ever-
evolving needs of our clients.

In spite of the extension of Fed rate cuts, equity markets have continued their upward march.

US large cap stocks continue to dominate equity market performance and flows in 2024, a
continuation of their leadership in 2023. Our index equity assets under management (AUM) reached
a high water mark of $2.78T at the end of March, buoyed by the S&P 500 Index up over 10% and the
MSCI World ex US Index up over 5% year-to-date on top of the double-digit performance generated
from both indexes in 2023 (Figure 1).
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Source: FactSet, State Street Global Advisors, S&P, MSCI, FTSE Russell. As of May 31,2024. Past performance is not a reliable
indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index
returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable.
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Noteworthy

Happenings in
Equity Indexing

Over the last six months we have also witnessed interesting side effects from the frothy equity
market. For example, the concentrated nature of the rally has shined a light on certain

cap-weighted index methodologies, in particular sector indexes and name-constrained indexes
that have guardrails in place to ensure compliance with IRS diversification rules. These guardrails,
designed to safeguard investors, ironically have been the cause for a few substantial index
rebalances which have resulted in additional trading costs incurred to the funds that track them.
Furthermore, persistently higher interest rates associated with the strong economy have negatively
impacted the cost of index futures contracts, a primary tool for cash equitization in index funds. This
development has also served as a catalyst to reevaluate the optimal amount of cash to maintain for
balances as well as the most efficient instrument used to equitize that cash.

Unrelated to the strong market, it is also worth noting that US trade settlement period moved from a
T+2to a T+1 settlement in May. This is a generally welcome change for investors, but one which has
implications for global strategies which may include countries with misaligned settlement cycles.

Fortunately, our systematic equity portfolio management team is one of the most experienced in the
industry and is supported by a global trading team that transacts over $2 trillion in notional value. As
aresult, the team continues to deliver the most efficient indexed products on the market with over
99% of our portfolios tracking within their assigned tolerance band.

What We Are Hearing

From Clients

Client needs are ever-evolving and the nature of our engagements continue to change. However,
over the last six to twelve months, overwhelmingly, we have received consistent client inquiries on
three topics in particular:

» Emerging markets, and more specifically, China
» US large cap performance concentration
e Liquid real assets

While emerging markets (EM) equities have underperformed developed market (DM) equities in
recent years, the case for investment remains strong in EM both as an opportunity to generate
alpha and to take advantage of high relative economic and demographic growth rates. We have
engaged with numerous clients on how best to approach the asset class from an active/passive
perspective. Furthermore, as the weight of China within EM has expanded in parallel with the
country’s geopolitical tensions, more clients have been seeking guidance on the treatment of China.
Generally speaking, we have found clients in one of three camps in this conversation on China:

1 Seeking explicit divestment options

2 Seekingalpha within China
3 Seeking control over the weight of China within their EM allocations

As a result of these discussions we continue to see flows into our Emerging Markets Equity and
Emerging Markets Ex-China Equity Strategies.
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https://www.ssga.com/library-content/assets/pdf/global/index-investing/2024/back-to-the-index-futures.pdf
https://www.ssga.com/library-content/assets/pdf/global/em/2024/optimizing-your-emerging-markets.pdf
https://www.ssga.com/library-content/assets/pdf/global/em/2024/optimizing-your-emerging-markets.pdf
https://www.ssga.com/library-content/assets/pdf/global/em/2024/optimizing-your-emerging-markets.pdf
https://www.ssga.com/uk/en_gb/institutional/ic/insights/what-to-know-about-an-em-ex-china-allocation

With regard to US equities, as mentioned earlier, the somewhat concentrated, Al-driven rally has
caused many clients to question the nature of their US large cap core index allocations and in
particular whether or not a cap-weighted approach is still optimal from a diversification perspective.
While there is a case to be made for alternative weighting schemes, it has been a perennial challenge

to beat the cap-weighted index. Correspondingly, most institutional clients have cap-weighted
policy benchmarks and to replace a cap-weighted strategy for that part of the allocation would
constitute a substantial active bet—one that has not paid off for many years. For these reasons, we
have seen continued inflows into core, cap-weighted US large cap equity exposures and relatively
limited interest in alternatives such as equal-weighted and factor strategies.

Finally, liquid real assets such as listed exposures to REITs, commodities, infrastructure, and natural
resources, have been of great interest to clients recently. Given the inflationary environment that
dominated in 2022 and has somewhat persisted (despite predictions of easing inflation) to present,
clients continue to show interest in these strategies as liquid and cost-effective exposures to
inflation hedging assets.

The last point worth mentioning here from a trend perspective, is that clients are looking for
additional means to enhance their index allocations in alternative ways. One of those is by way of
lending, where we have seen almost a two-fold increase in client allocations to lending vehicles in
less than 10 years. Lending has become a terrific way for clients to enhance their index return profile
without materially impacting the risks associated with their investment. The other method is by

way of crossing, where State Street Global Advisors leverages its own internal liquidity in order to
mitigate external transaction costs and implicit market impact. In 2023 we crossed over $100 billion
in equity securities and saved clients an estimated $35 million in trading costs.
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Source: State Street Global Advisors. As of March 31,2024.
* CIT refers to collective investment trust and CTF refers to common trust fund.
Closing Thoughts While market dynamics change and client interests evolve, we have structured the team in an agile

way to optimally support our clients and to deliver results. Our focus remains to provide a broad
menu of products to our clients with the tight tracking across the entire suite. However, as our clients
demand more bespoke solutions, our platform has evolved to engage those conversations and
support those needs. In the meantime, we appreciate the responsibility entrusted in us, and we look
forward to advancing relationships as a trusted partner and solutions provider for our clients.
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https://www.ssga.com/us/en/institutional/ic/insights/why-an-equal-weighted-index-is-not-in-fact-equal
https://www.ssga.com/us/en/institutional/ic/insights/why-an-equal-weighted-index-is-not-in-fact-equal

About State Street
Global Advisors

For four decades, State Street Global Advisors has served the world’s governments, institutions,

and financial advisors. With a rigorous, risk-aware approach built on research, analysis, and market-
tested experience, we build from a breadth of index and active strategies to create

cost-effective solutions. As pioneers in index and ETF investing, we are always inventing new ways to
invest. As a result, we have become the world’s fourth-largest asset manager* with US $4.42 trillion*

under our care.

* Pensions & Investments Research Center, as of December 31,2023.
* This figure is presented as of June 30,2024 and includes ETF AUM of $1,393.92 billion USD of which approximately
$69.35 billion USD is in gold assets with respect to SPDR products for which State Street Global Advisors Funds Distributors,
LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Global Advisors are affiliated. Please note all

AUM is unaudited.
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Important Information

The information provided does not constitute
investment advice and it should not be relied on
as such. It should not be considered a solicitation
to buy or an offer to sell a security. It does not
take into account any investor’s particular
investment objectives, strategies, tax status or
investment horizon. You should consult your tax
and financial advisor.

Investing involves risk including the risk of loss
of principal.

The views expressed are the views of John
Tucker through July 10,2024 and are subject to
change based on market and other conditions.
This document contains certain statements that
may be deemed forward-looking statements.
Please note that any such statements are not
guarantees of any future performance and actual
results or developments may differ materially
from those projected.

Companies with large market capitalizations go in
and out of favor based on market and economic
conditions. Larger companies tend to be less

volatile than companies with smaller market
capitalizations. In exchange for this potentially
lower risk, the value of the security may not
rise as much as companies with smaller
market capitalizations.

Investing in foreign domiciled securities may
involve risk of capital loss from unfavorable
fluctuation in currency values, withholding taxes,
from differences in generally accepted
accounting principles or from economic or
political instability in other nations. Investments
in emerging or developing markets may be more
volatile and less liquid than investing in
developed markets and may involve exposure to
economic structures that are generally less
diverse and mature and to political systems
which have less stability than those of more
developed countries.

There are risks associated with investing in Real
Assets and the Real Assets sector, including real
estate, precious metals and natural resources.
Investments can be significantly affected by
events relating to these industries.

Investing in REITs involves certain distinct risks in
addition to those risks associated with investing
in the real estate industry in general. Equity REITs
may be affected by changes in the value of the
underlying property owned by the REITs, while
mortgage REITs may be affected by the quality of
credit extended. REITs are subject to heavy cash
flow dependency, default by borrowers and
self-liquidation. REITs, especially mortgage

REITs, are also subject to interest rate risk (i.e.,
as interest rates rise, the value of the REIT
may decline).

This document provides summary information
regarding the Strategy. This document should be
read in conjunction with the Strategy’s Disclosure
Document, which is available from SSGA. The
Strategy Disclosure Document contains
important information about the Strategy,
including a description of a number of risks.

The trademarks and service marks referenced
herein are the property of their respective
owners. Third party data providers make no
warranties or representations of any kind relating
to the accuracy, completeness or timeliness of
the data and have no liability for damages of any
kind relating to the use of such data.

Equity securities may fluctuate in value and can
decline significantly in response to the activities
of individual companies and general market and
economic conditions. This communication is
directed at professional clients (this includes
eligible counterparties as defined by the
appropriate EU regulator who are deemed both
knowledgeable and experienced in matters
relating to investments. The products and
services to which this communication relates are
only available to such persons and persons of any
other description (including retail clients) should
not rely on this communication.

The information contained in this
communication is not a research
recommendation or ‘investment research’
and is classified as a ‘Marketing
Communication’ in accordance with

the Markets in Financial Instruments
Directive (2014/65/EU) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared in
accordance with legal requirements
designed to promote the independence

of investment research (b) is not subject
to any prohibition on dealing ahead of the
dissemination of investment research.

Allinformation has been obtained from sources
believed to be reliable, but its accuracy is not
guaranteed. There is no representation or
warranty as to the current accuracy, reliability, or
completeness of, nor liability for, decisions based
on such information.

The whole or any part of this work may not be
reproduced, copied, or transmitted or any of its
contents disclosed to third parties without State
Street Global Advisors’ express written consent.

© 2024 State Street Corporation.

All Rights Reserved.
1D2256667-5474109.31GBL.INST 0724
Exp. Date: 07/31/2025
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