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Key Takeaways

Despite their growth, active ETFs currently comprise a modest segment, accounting for just around 2%
of total ETF assets in Europe.

ETFs present a growth opportunity for active managers, but so far assets have mostly funneled to a few
issuers, like J.P. Morgan, Pimco, and Fidelity.

ETF investors love low fees. Reflecting this sentiment, the European market for active ETFs has exhibited
a notable shift toward greater cost efficiency, with the asset-weighted representative cost decreasing to
0.27% by March 2024 from 0.41% in March 2013.

Unlike in the US, in Europe, like-for-like strategies aren't typically available simultaneously in ETF and
open-end fund format.

Unlike mutual funds, ETFs can't close to new investors when they get too big. Strategy capacity is
critical in the ETF structure. Focusing on ETFs that hold liquid securities and reasonably diversified
portfolios is a good way to limit capacity risk.

Fixed income was the most popular active ETF asset class early on, but active equity ETFs have gained
the throne as the menu of available options broadened.

» The European active ETF market features many quantitative strategies and sustainability themes, across

both equity and fixed-income asset classes. However, most asset managers have yet to explore the
opportunities presented by actively managed multi-asset ETFs.

Most of the active ETFs available in Europe are "shy-active," with lower active share and/or tracking
error than similar active open-end funds. As a result, investors should moderate their excess returns
expectations from such products.
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A Source of Growth for Active Management

Exchange-traded funds are a type of investment vehicle that combines some of the key benefits of
traditional mutual funds, such as their ability to invest in a diversified basket of stocks and/or bonds,
with the flexibility and accessibility of stocklike real-time trading on an exchange.

The ETF market is typically identified with low-cost passive investing. This is a natural consequence of
how the market has developed. In fact, even now, most assets globally are in ETFs that track the
performance of an index, and so it is clear why investors and other stakeholders make this association.
However, an ETF is just a vehicle in which theoretically anything can travel. This includes actively
managed strategies, whose investment objective is typically that of delivering returns above a
benchmark of reference.

In recent years, assets in active ETFs in Europe have experienced exponential growth. As of March 31,
2024, European investors have access to 87 active ETFs, which have accumulated approximately EUR
33.8 billion in assets. While initial growth in the active ETF market coincided with a boom in bond
strategies (in an environment of low interest rates where active management was seen as higher-
potential), equity active ETFs have gained significant momentum over the past two years, aggregating
over EUR 20 billion. Traditionally, most active managers were reluctant to disclose their "secret sauce"
by revealing their holdings daily, as required by ETF regulations. However, traditional fund companies
are now embracing ETFs as an additional distribution vehicle for their strategies.

Exhibit 1 Active ETFs' Growth Has Accelerated in Recent Years
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Source: Morningstar Direct. Data as of March 31, 2024.

Although the active ETF market only accounts for around 6.5% of total US ETF assets and 1.9% of total
European ETF assets, active ETFs are gaining market share in both regions. The big shift in the US was
the SEC's approval of the ETF Rule in 2019, which allowed for custom creations/redemptions. This
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regulatory change was followed by the first mutual fund to ETF conversion in 2020, further accelerating
active ETF adoption in the US.

The European active ETF market is expected to experience accelerating growth as an increasing number
of prominent asset managers enter the field. Recent news has been flooded with announcements from
major players such as Robeco, BlackRock's iShares, Eurizon Capital, ARK Invest, and others, all either
launching or planning to introduce active ETFs in Europe. This interest from established institutions
suggests that the active ETF space is poised for expansion.

Exhibit 2 Active ETFs' Share of the Overall ETF Market (%) in Europe and the United States
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Source: Morningstar Direct. Data as of March 31, 2024.

Flows into active ETFs have increased in recent years, with the majority of the flows directed toward
equity strategies. Most of these products have seen net positive flows over the trailing 12-month period
through the end of March 2024 —totaling around EUR 6.4 billion in overall net inflows for the cohort.
This is an especially strong figure considering that European active equity funds have had large outflows
over that span—signaling that the active ETF segment has largely bucked the negative trend. JPM's
and Fidelity's research-enhanced ranges captured the bulk of the inflows. One notable exception is
Ossiam ESG Low Carbon Shiller Barclays CAPE US Sector UCITS ETF, which has shed over EUR 800
million in the first quarter of 2024 —around three fourths of its previous year-end assets.

In contrast, flows into fixed-income active ETFs have shown a seesaw pattern over the past two years.
These flows have largely been driven by the largest bond fund in the cohort: Pimco USD Short Maturity
ETF. For example, this fund experienced more than EUR 1 billion in outflows in the month of November
2023 alone, as investors tactically reallocated away from short-term USD rates. Furthermore, over 2023,
active ETFs in the ultra-short-term European bond space, such as Pimco Euro Short Maturity ETF, JPM
EUR Ultra Short Income ETF, and Franklin Euro Short Maturity ETF, experienced outflows. Conversely,
funds invested in longer maturities steadily gained net inflows during the same period.
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Exhibit 3 European Active ETFs' Asset Flows
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Active ETFs: A Threat to Strategic Beta?

The ETF market started off and grew on the merits of providing low-cost exposure to standard market-
cap-weighted indexes. However, many ETFs now offer a hybrid-type strategy known as strategic beta—
also known as smart beta —that aims to marry the benefits of passive and active investing strategies.

Strategic-beta ETFs are designed to capture academically substantiated factors such as value, low-
volatility, momentum, and quality, which have been shown to provide returns above the market over
long periods and have been understood and exploited by active managers for decades.

Strategic-beta ETFs track the performance of an index, and so from the point of view of fund
management, they are passive products. The market of strategic beta has grown in absolute terms in
the past decade on the back of flows, capital appreciation, and new launches. However, as a proportion
of total assets in the global ETF market, assets in strategic-beta ETFs have remained tightly range-bound
at 15%-17% (and in Europe have stayed even lower, never exceeding 8% of market share). This is often
interpreted as a sign that the strategic-beta ETF market has reached its potential.

Compared with traditional passive players, there is an additional burden to creating a distinctive
strategic-beta investment strategy. This also imposes an additional educational burden on the side of
promoters of these products to attract investors. The complexity of explaining and understanding the
mechanics of an intricate index is often highlighted as a barrier for further growth of the strategic-beta
ETF market. For this reason, strategic-beta ETFs, particularly those encapsulating the more complex
investment strategies such as, for example, multifactor ETFs, are sometimes touted as prime candidates
to transition into active ETFs.
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The rationale for this is twofold. First, freeing the ETF managers of these complex strategies from the
constraints of tracking an index affords them flexibility to better navigate changing market environments
and potentially exploit pockets of value ignored by the benchmark. Second, it could become easier for
the proponents of these products to market them to investors on the strength of in-house active
research capabilities.

In Europe, we had some anecdotal evidence to support this view with the decision by J.P. Morgan to
switch the JP Morgan Global High Yield Corporate Bond Multi-Factor ETF from strategic beta to active in
August 2023. In its passive incarnation, the ETF tracked an index that incorporated several construction
techniques akin to active decisions. The index screened the high-yield bond universe to exclude issuers
and bonds based on liquidity metrics—for example, a bond's minimum outstanding—and then
proceeded to select issuers with strong value, quality, and momentum characteristics. In other words,
this was not your run-of-the-mill passive fund.

High yield is one of the areas of the bond market where active managers have more latitude to add
value relative to a passive approach —for example, by exploring the less liquid areas of the market
typically ignored by benchmarks. Hence, the switch allowed J.P. Morgan to market the strategy by
selling the expertise of its team of high-yield bond managers and the additional value they could bring to
the fund. Also, J.P. Morgan has made its name in Europe as a leading provider of active strategies via
the ETF wrapper, and so from that perspective, the switch tied in with its overall business strategy.

Exhibit 4 Strategic-Beta and Active ETFs' Market Share of the Overall ETF Market (%) in Europe
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Exhibit 4 shows that the market share of strategic-beta ETFs has been declining in recent years,

currently standing at 5.6%. Investor behavior has largely been influenced by performance chasing,
particularly favoring the dominant "Magnificent Seven" stocks, referring to the US tech sector. This
trend has prompted a shift away from strategic-beta ETFs toward market-cap-focused investments.
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Given that an increasing number of active managers are considering the merits of packaging and
distributing their investment strategies in an ETF format, we expect the menu of available options to
expand significantly as new entrants join the race. This is in recognition of the increasing popularity of
the ETF wrapper with investors. However, there can be advantages and disadvantages, both for asset
managers and investors, to using an ETF as the vehicle to market and access an active strategy. Below,
we list the most relevant.

Benefits of the ETF Structure

Transparency

The ETF wrapper typically provides full transparency of holdings on a real-time basis. Investors in ETFs
are seldom in the dark as to what their fund holds. This can help investors to make informed choices
about the merits of a strategy and enhance their trust in the asset manager. From a technical
standpoint, the transparency of holdings is also key to allow authorized participants and other market
makers to price ETFs with accuracy, thus potentially resulting in lower bid-offer spreads and improved
liquidity of ETF shares in the secondary market. In the US, regulatory changes have allowed the
distribution of not fully transparent ETFs, though that format has struggled to gain traction. In Europe,
meanwhile, all ETFs remain under obligation to disclose holdings fully.

Fase of access

The real-time stocklike trading nature of ETFs paves the way for the democratization of investing. At the
click of a button, anyone can have access to strategies—passive or active—that have been traditionally
out of bounds to the common investor. ETFs can thus allow active asset managers to reach a wider
client-base, across multiple markets, without having to build and maintain a dedicated distribution
network in each market. The benefits for investors are twofold. First, by lowering barriers to entry, ETFs
have the potential to significantly broaden the palette of available strategies for investors in each local
market. Secondly, ETFs bypass the traditional commissions-based distribution models that are still the
norm in many markets, including most of continental Europe. Avoiding retrocessions means that the cost
of owning an active ETF is drastically lower compared with a similar active mutual fund. Increased ease
of access can be a double-edged sword, however, by attracting investors with shorter-term horizons,
who might be tempted to use ETFs tactically. But overall, the active ETF structure has the potential to
largely improve investor outcomes.

Potentially lower management costs

Active managers considering the use of the ETFs could also benefit from the lower management costs
typically associated with the wrapper if they're able to build critical mass in terms of assets. This could
help active managers better compete against the tide of low-cost passive investing by improving
investor outcomes. Morningstar's long-held view is that one of the most damaging factors affecting an
investment over the long term is the impact of high management fees. The three-month rolling average
Morningstar Representative Cost Ex Transaction Fee (Annualized) for European active ETFs indicates a
marked decrease in recurring fees over the past decade. From a representative cost of 0.41% in March
2013, there has been a decline to 0.28% by March 2024, highlighting a trend toward enhanced cost
efficiency in the European ETF market.
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Exhibit 5 European Active ETFs' Asset-Weighted Average Morningstar Representative Cost (%)
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Source: Morningstar Direct. Data as of March 31, 2024. The Morningstar Representative Cost Ex Transaction Fee (Annualized) excludes transaction
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Drawbacks and Challenges of the ETF Structure

Transparency considerations

Active managers who are required to provide full transparency of holdings on a real-time basis may feel
it is too risky to publicize their intellectual property. After all, active management is predicated on the
human ability to pick stocks or make bets on certain economic sectors or countries to deliver returns
above the market. Revealing the “secret sauce” of alpha generation could expose active managers, they
argue, to the risk of front-running—that is, of other market stakeholders piggybacking on their research
efforts. This could negate their edge and ultimately penalize investors in the fund. This is more likely to
be a higher risk for managers of equity strategies than bond strategies due to the different nature of the
markets, the bond market being less transparent and operating over the counter. On the other hand,
transparency is unequivocally a positive for investors, as it allows them to fine-tune their portfolio
construction by having a clear understanding of their risks and exposures at any given time.

Transparency has often been cited as a barrier to the growth of the active ETF market. However, the
evidence in the United States is that active ETF providers have brushed aside these concerns and mostly
opted for the fully transparent framework.

Lack of capacity constraints

Any active manager considering using ETFs must assume that they will lose a key power, namely that of
saying "No" to new investors. The ETF structure doesn't allow —at least not yet— for the possibility to
enact soft, let alone hard, closures to new investors. While open-end funds can enact subscription fees
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to curb inflows, ETFs can only charge creation/redemption charges on the primary market: They cannot
institute any barriers to entry on the secondary market, where most trading takes place. The potential
for capacity issues is clear, particularly for the more concentrated strategies, and while some asset
managers may market strategies less aggressively as they start nearing capacity, they have no practical,
direct way of preventing asset bloat.

Liquidity

Drawing from the point above, launching an active ETF calls for careful assessment of liquidity
constraints of the underlying that could undermine the ability to create and redeem ETF shares. This
could also impair the tradability of the ETF on the stock exchange, leading to wide bid/offer spreads that
would add to the overall cost of buying and owning the fund. Alternatively, managers might respond to
liquidity challenges by increasing the number of holdings, trading up the market-cap ladder, or reducing
active risk. This is a bad outcome for investors, as it changes the nature of the strategy they initially
purchased.

Tax Considerations

In the US, ETFs generally have a tax advantage over mutual funds, but the extent of this advantage
varies depending on the fund's investment strategy and the type of assets it holds. ETFs can avoid
realizing capital gains by exchanging shares for underlying holdings and vice versa through their
creation and redemption process, which does not create a taxable event. This contrasts with mutual
funds, which must buy or sell holdings to accommodate inflows or redemptions, potentially triggering
taxable events. However, the ETF structure does not help with taxes on dividends, interest, or most
gains from derivatives. Consequently, stock ETFs typically benefit more from in-kind creations and
redemptions than bond funds, as they tend to have more capital gains. While investors still need to pay
capital gains taxes when selling their ETFs, the ability to choose when to realize gains can be
advantageous, and the higher tax efficiency of ETFs can lead to lower overall costs and improved long-
term results for investors.

In Europe, however, the tax treatment of ETFs differs from that in the US, and investors do not enjoy the
same tax advantages. In fact, some European countries may impose more stringent tax treatments on
ETFs compared with mutual funds or underlying securities. For example, in Spain, ETF investors cannot
benefit from the "Traspasos" tax break, which allows mutual fund investors to defer capital gains when
switching between funds. Meanwhile, Ireland-domiciled UCITS ETFs offer a unique tax advantage for
investors. By domiciling ETFs in Ireland, the percentage of withholding tax on US equity dividends is
halved to 15% from 30%.

These tax advantages highlight the importance of considering local tax laws and regulations when
making investment decisions, as the tax efficiency of ETFs may vary significantly across different
jurisdictions.

Regulation

ETFs domiciled in the European Union are regulated under two key EU Directives: the Markets in
Financial Instruments Directive and the Undertakings for Collective Investment in Transferable
Securities. MiFID is the regulatory framework for investment intermediaries and the trading of financial

© 2024 Morningstar, Inc. All rights reserved. The information contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report does not constitute investment Mﬁ“m”ﬂs‘ﬂlﬂ
advice, is for information purposes only, and should not be considered a solicitation to buy or sell any security. This presentation includes proprietary materials of Morningstar; reproduction,

transcription or other use, by any means, in whole or in part, without prior written consent of Morningstar is prohibited. Past performance does not necessarily indicate a financial product's future

performance. Please see important disclosures at the end of this report.


https://www.morningstar.com/business/insights/research/guide-to-us-active-etfs
https://www.morningstar.com/business/insights/research/guide-to-us-active-etfs

Page 9 of 30

Active ETFs in Europe: Small, Shy, and on the Rise | See Important Disclosures at the end of this report.

instruments. Under MiFID, firms are required to report ETF transaction details such as trade volume and
price. UCITS is the regulatory framework for managing and selling investment funds and deals with
aspects such as disclosure of holdings.

The implementation and enforcement of these legal frameworks, alongside the oversight of the local
fund markets, including the authorization of new fund launches, is the responsibility of the local
regulators of each EU member state.

Most European ETFs, and almost all active ETFs currently available for sale, are domiciled in Ireland or
Luxembourg. This makes the Central Bank of Ireland and the Commission de Surveillance du Secteur
Financier the two key local regulators for ETF-related matters in the region.

The choice of one domicile over another for European ETFs can be driven by several aspects, for
example, the different tax treatment of dividends of US equity holdings in physically replicated ETFs,
which as of now is more favorable for funds domiciled in Ireland. Meanwhile, Luxembourg's finance
minister announced in March 2024 a plan to cut the subscription tax, or taxe d'abonnement, currently
levied on active ETFs—ETFs that track an index are exempt from this tax in order to enhance the
competitiveness of the grand duchy as a domicile for active ETFs.

However, when it comes to the interpretation of UCITS regulations around the disclosure of holdings,
there is no difference. At present, any UCITS ETF domiciled in the EU is required to disclose all holdings
daily. In fact, the CBI explicitly says that “it will not authorize an ETF, including an active ETF, unless
arrangements are put in place to ensure that information is provided on a daily basis regarding the

identities and quantities of portfolio holdings.”"

Some confusion around disclosure of ETF holdings arises from the fact that local stock exchanges in
Europe where ETFs are listed and traded have different requirements about disclosure of holdings. For
example, the London Stock Exchange has no specific disclosure requirements, Deutsche Borse only
requires ETFs to disclose daily the top 20 positions, while Euronext requires full daily disclosure.
Besides, in the case of Euronext, a pan-European network of local exchanges including Amsterdam,
Milan, and Paris, investors also have had to contend with specific regulations of each country. For
example, in recognition of the growth of the active ETF market, the French government announced in
February 2024 the removal of all conditions under its monetary and finance code that had prevented the
listing of active ETFs in the Paris exchange.

This variety of rules at exchange level can be disconcerting and certainly add to the sense of
fragmentation and lack of harmonization of the European ETF marketplace. Importantly, however, these
rules do not supersede the requirement for daily full disclosure of holdings that ETFs must comply with
to be approved as UCITS funds by EU regulators. Said otherwise, providers of UCITS ETFs remain legally
bound to provide full holdings data to investors and other stakeholders. This is typically found in the ETF
providers' websites.

1 https://www.centralbank.ie/docs/default-source/regulation/industry-market-sectors/funds/ucits/guidance/ucits-qa-39-
edition.pdf?sfvrsn=9ceb991d_1
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In the European space, active ETFs also represent a leap in terms of distribution capabilities, potentially
providing an avenue to further demaocratize access to a broad set of strategies. As the EU has a diverse
set of rules on retrocessions, many local markets are still dominated by the commission-based model for
advisors. A blanket ban on retrocessions across the EU would force intermediaries to demonstrably
select funds based on client suitability and investment merit alone, which all else held equal would
favor cheaper funds, including active ETFs.

Characteristics of Prominent Asset Managers' Active ETF Ranges

In Europe, the active ETF landscape is biased toward lower-alpha, lower-active share products, as well
as quantitative and sustainability-tilted products, in both equities and fixed income. By contrast, only a
few asset managers have ventured into actively managed multi-asset ETFs.

J.P. Morgan currently offers the largest range of Europe-domiciled active ETFs (25). The firm is extremely
bullish on the benefits of transparency, liquidity, and tax advantages in the US brought by the ETF
wrapper. While these are not perfect clones of its existing mutual fund range, some are reasonably
similar, such as the JPM Green Social Sustainable Bond ETF JGN, which offers a similar exposure to the
JPM Green Social Sustainable Bond UCITS mutual fund LUZ545753671 at a lower cost. Within equities,
the firm offers multiple research-enhanced ETFs that incorporate its analysts' forward-looking
fundamental ratings on stocks, but in a diversified and systematic fashion rather than a concentrated,
high-conviction portfolio.

Fidelity is another group offering a similar range of research-enhanced equity strategies in ETF format.
The firm sees these as an interesting middle ground between fully active and fully passive portfolios: Its
active ETFs are benchmark-aware and systematic, using optimizers to incorporate analysts' forward-
looking fundamental ratings and sustainability assessments in a final, low-concentration portfolio. The
firm's research-enhanced equity ETFs bear a price tag of 30 to 50 basis points annually, closer to a
passive or strategic-beta strategy than a typical active strategy.

Similarities between J.P. Morgan and Fidelity don't stop there: Both firms also offer Paris Agreement-
aligned multifactor corporate credit portfolios in an active ETF format. These quantitative strategies
typically follow a rules-based approach to security selection, which also places them in a relative middle
ground between passive and full-fledged active management.

On the more active side, bond giant Pimco was one of the first to leverage the ETF format in the US,
pioneering the Pimco Active Bond ETF BOND in 2011 under former CEQ Bill Gross' watch. Its ETF product
development in Europe has been more timid, as the firm argues it will only launch a strategy in an ETF
format if it is convinced that it can bring a durable edge versus competitors. As of the date of this report,
Pimco's active ETF range in Europe consisted largely of very liquid short-duration products (Euro, US,
Sterling) and a covered bond product. The price tag for these is not particularly compelling: For example,
the 35-basis-point annual representative cost for the Pimco Sterling Short Maturity ETF falls in its
Marningstar Category's most expensive fee quintile. At the other end of the spectrum, the firm saw no
room for actively managed high-yield or emerging-markets bond ETFs, where transparency and/or
scalability could prove constraining. In other parts of the world (US, Canada), Pimco has launched ETF
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shares within its existing mutual fund structures and has indicated an interest to do the same in Europe,
contingent on regulatory advancements to make this more seamless.

As of the date of this report, AXA Investment Management offered a small number of active ETFs (two
on equities, three on fixed income) but indicated plans to add to its range, particularly on fixed income.
These products leverage resources from the group's fundamental analyst groups but are usually
managed with a lower tracking-error budget and lower alpha ambitions than a similar active open-end
fund. As an example, AXA IM ACT Biodiversity ETF ABIA tracks a proprietary strategy that incorporates
the team's bottom-up stock picks, but it produces a diversified portfolio of around 90 holdings with a
large-cap bias. That is markedly different from the team's actively managed AXA WF ACT Biodiversity
mutual fund LUZ429085033, which holds around 40 stocks and is biased toward mid-cap companies.
The firm views its ETF and mutual fund ranges as complementary and has not indicated plans to offer
ETF shares within its existing mutual fund structure.

Invesco is also present with five products, a range that has grown over time (and should expand further
in the future) since its 2019 launch of the ESG Global Equity Multi-Factor strategy, its oldest and largest
ETF to date. Most of its range is run by the Frankfurt-based quantitative solutions arm and the strategies
therefore rely on the proprietary factor-based investment models, employing a systematic approach that
the firm says is continuously enhanced as the team researches and develops new signals and systems.
The ESG bent is strong across all products.

Amundi also features in the list of largest active ETF providers, primarily, though, through one product,
the money market Lyxor Smart Qvernight Return ETF. The firm also offers three multi-asset active ETFs,
which it adopted from the Lyxor acquisition. At the time of writing, Amundi had not indicated plans to
launch additional active ETFs and argued that the appetite for such products in Europe was still very
limited in its view.

Last but not least, industry behemath iShares came in later to the party with two new fund launches in
April 2024 and even more in the hopper. The new products tick several boxes in terms of intercepting
emerging industry trends, from the integration of sustainability factors to an outcome-based investment
approach. The firm offers two income-oriented active equity ETFs targeting the global and US markets.
The strategies are run by the firm's systematic equity group and employ a quantitative process that
combines a proprietary "dividend rotation" model with an option and future overlay in order to target a
steep yield of 7% and a market beta of 0.9. While the strategies adopt a relatively complex process, they
also seize on the recent success and popularity of options-based strategies.
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Exhibit 6 10 Largest Active ETF Providers in Europe

Provider AUM (EUR Bil) No of ETFs Market Share (%)
JPMorgan 13.6 25 44.7
PIMCO 4.5 6 14.6
Fidelity 3.4 11 1.1
Amundi 3.0 4 il
Natixis 1.2 4 3.9
HSBC ([ 1 3.4
AXA IM 1.0 5 3.4
Vanguard 0.9 4 2.8
Franklin Templeton 0.7 6 2.7
Xtrackers 0.6 7 2.0

Source: Morningstar Direct. Data as of March 31, 2024.

A Deeper Dive Into Existing Offerings

Not all active strategies are well suited to an ETF wrapper. The key limiting factors boil down to
transparency and capacity. Active managers tend to closely guard their "secret sauce," and as a result,
there are practically no concentrated, high-conviction active strategies available in an ETF format.
Transparency in itself is not a structural impediment, though. Either changes in the regulatory
framework or simply market participants getting more comfortable with the disclosure requirements
could potentially lead to wider adoption of high-conviction strategies with full transparency.

Capacity refers to the fact that ETFs cannot be closed to new investors in the event that the asset base
becomes so large that it could endanger the manager's ability to add value through active management.
As a result, only very scalable strategies, invested in instruments with deep liquidity, are suitable for
active ETFs. The ease of access can also potentially mean a more volatile asset base, which can
represent a headache for portfolio managers, meaning that active ETF strategies need to be designed in
such a way to withstand rapid inflows and outflows. On the plus side, though, the share
creation/destruction process inherent in the ETF format protects investors from extreme liquidity shocks.
The trading activity in ETFs often takes place in the secondary market and doesn't involve any direct
transactions in the funds' underlying components. Even in a mass-liquidation scenario where ETFs'

© 2024 Morningstar, Inc. All rights reserved. The information contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report does not constitute investment Mﬁ“m”ﬂﬁmﬂ
advice, is for information purposes only, and should not be considered a solicitation to buy or sell any security. This presentation includes proprietary materials of Morningstar; reproduction,

transcription or other use, by any means, in whole or in part, without prior written consent of Morningstar is prohibited. Past performance does not necessarily indicate a financial product's future

performance. Please see important disclosures at the end of this report.



Page 13 of 30

Active ETFs in Europe: Small, Shy, and on the Rise | See Important Disclosures at the end of this report.

prices fall below their net asset value, market makers can step in to exploit the arbitrage opportunity,
thus restoring the supply/demand balance.”.

Relative to their index-tracking counterparts, active ETFs have the benefit of flexibility in security
selection and portfolio construction. As a result, they solve an inherent limitation of strategic-beta
products—that is, the lack of adaptability to changing market conditions. Strategic beta is a form of
active management, but it takes a hardcoded, rules-based, formulaic approach to portfolio management.
Hence, asset managers entering the active ETF space have mostly focused on areas where active
management has a reasonable edge against both passive investments and, more broadly, indexed
products.

Investors typically associate ETFs with low fees—and that view is hard to shake. This means active
managers are nudged to offer competitively priced products, which typically implies more-constrained
strategies with lower potential for excess returns relative to a traditional passive, market-cap approach.
Moreover, product launches have also been focused in areas where demand is hot, such as sustainable
investing. In fact, around 80% of the active ETFs in our cohort are classified as either SFDR Article 8 or
Article 9. As ESG regulation continues to evolve, active ETFs' flexibility means they are better suited to
adapt to the increasingly stringent requirements mandated by regulators, compared with passive
options, which automatically follow index rules.

Taken together, these factors sketch out the typical profile of the active ETF: cheap, liquid, scalable,
transparent, sustainable, and benchmark-aware. These traits often rhyme with "shy actives" constructs.
Scalability also implies that asset managers often employ some form of systematic rules in their
investment processes, even if discretionary inputs are still relevant. Similarly, many are designed as core
building blocks of an asset-allocation framework. All the major European categories are represented,
with some exceptions such as global large-cap growth, global large-cap value, Europe ex-UK equity, and
global emerging-markets bond-local currency, where there are no available options at the time of
writing.

Thus far, thematic funds account for a relatively small proportion of overall assets under management
among European active ETFs. However, active management seems ideally suited for thematic investing
given the inherent difficulty of constructing robust thematic indexes. Additionally, since many active
thematic funds currently available in the market charge very high fees, there could be a place for active
ETFs priced more reasonably. Similarly, in the income investing space, active strategies have generally
had decent success rates and maintain a strong leadership in terms of market share. Active ETFs could
thus represent a major improvement relative to passive and strategic-beta products.

So far, most active ETF strategies are unique: In the European market, we find only one active ETF
applying a strategy already available in a mutual fund format (JPM UK Equity Core, GBOOB550SH09). As
a result, a "wrapper-agnostic" future, whereby strategies are offered across a variety of vehicles, seems
still distant. For the time being, mutual funds and active ETFs appear to have found a peaceful
coexistence, with specific strategies and asset classes best suited for one wrapper or the other.

2 Johnson, B. 2019. "ETFs Add Liquidity to the Bond Market, Not Risk." Morningstar. Oct. 4, 2019. https://www.morningstar.com/etfs/etfs-add-
liquidity-bond-market-not-risk
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Lastly, the ownership analysis reveals that fund-of-funds managers are an important target market for
active ETFs. By far the most popular product, JPM US Research Enhanced ESG ETF is present in 130
portfalios, including multi-asset funds from multiple providers (such as Erste Bank, Santander, and
Generali) across various domiciles in Europe and Asia. In some cases, though, these products are used
by other in-house teams, such as Fidelity's target-date range utilizing its research-enhanced lineup as
core portfolio building blocks, or Pimco's funds leveraging the short maturity ETF for cash-management
optimization.

Exhibit 7 Most Owned European Active ETFs

Name Number of Average
Portfolios Owning Portfolio
the Active ETF Weight

JPM US Research Enh Eq ESG ETF USD Acc 130 5.8

JPM Europe Rsrch Enh Eq ESG ETF EUR Acc 84 3.9

JPM Global Rsrch Enh Eq ESG ETF USD Acc Al 5.2

Lyxor Smart Overnight Return ETF C EUR 37 46

JPM Global EM Rsh Enh Eq ESG ETF USD Acc 35 5.3

JPM EUR Ultra-Short Income ETF EUR Acc 33 4.1

Fidelity Sust Rsh EnhPacexJpnEqETFUSDAcc 31 1.4

Fidelity Sust Rsh Enh Jpn Eq ETF JPY Acc 29 2.6

Pimco USD Short Mat ETF 21 3.8

Ossiam ESG Shiller BarclaysCAPE USETF1A$ 20 2.6

HSBC Multi Factor Worldwide Eq ETF 19 6.5

Franklin Sustainable Euro Green Bond ETF 17 3.1

Franklin Euro Short Maturity ETF 15 3.9

JPM EUR CorpBd RshEnh ESG ETF EUR Acc 13 3.2

Fidelity Sust Rsh Enh EM Eq ETF USD Acc 11 54

JPM Japan Rsrch Enh Eq ESG ETF USD Acc 11 3.3

Invesco Quant Strats ESGGIbEgMFETFUSDAcc 10 4.6

Pimco Euro Short Mat ETF EUR Inc 9 2.1

Fidelity Sust Rsh Enh US Eq ETF USD Acc 7 18.7

JPM AC APAC exJPRshEnhldxEq(ESG)ETF$Acc 7 0.9

Source: Morningstar Direct. Data as of March 31, 2024, based on most recently available portfolio data.

Equity: Young, Irish, and Shy

While in the US market high-conviction strategies don't fear the ETF structure, the European universe
features much fewer high-octane, concentrated strategies. ARK's April 2024 debut in the UCITS market
bucks this trend, yet thus far ARK seems to be the exception rather than the norm. In fact, the median
European active ETF investing in equities held more than 150 individual stocks in its portfolio as of the
end of 2023. (To put things in perspective, the median active fund in the global large-cap blend
Morningstar Category held around 70 stocks.) Three fourths of the active ETFs were launched in 2020 or
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later, which makes for a still relatively young cohort. All equity vehicles are domiciled in Ireland, and the
vast majority explicitly integrate ESG factors in their processes and are therefore tagged by Morningstar
as sustainable investments.

The following exhibit shows how the market has evolved by mapping out the earliest active ETF
inception date by fund company as well as the average fee across the fund range, with the size of each
bubble representing the overall AUM across the respective lineup.

The market seems so far divided in two broad clusters. On one hand, a group of cheap, low-tracking-
error products often intended to provide a broad, core exposure to the market segment: HSBC, JPM,
Fidelity, and Invesco stand out in this area. JPM's and Fidelity's ranges, for instance, primarily consist of
a range of region-specific, research-enhanced strategies that share several similarities, from the
relatively low base fees to the benchmark-constrained portfolio construction approach. The tight
constraints offer a less punchy entry point for investors and allow for greater scalability, whereas the
low fees make it more competitive against both traditional active and passive propositions.

The second cluster includes more niche and expensive products that have mostly been launched in the
last two years. These comprise several thematic strategies such as the AXA Biodiversity and Climate
Equity strategies, as well as the style-focused JPM US Value and Growth ETFs.

Exhibit 8 Active ETFs Earliest Inception Date, Average Fees, and Asset Size (Bubble) by Firms in the Equity Arena

Average Fee (%)

VanEck Investl
0.9 ) - Investlinx
®
HANe First Trust
Natixis =
06 AXA IM
JPMorgan .
: Fidelity International abrdn
0.3 .
e
Invesco
0
2016 2017 2018 2019 2020 2021 2022 2024

Earliest inception date

Source: Morningstar Direct. Data as of April 1, 2024. Earliest inception date refers to the date when strategies became active as some vehicles were repurposed from passive ETF vehicles. Only live ETFs
included.
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It is also worth examining the average historical active share of the largest 20 equity active ETFs against
a category-specific, representative passive ETF. This is depicted in the next exhibit, where each
individual ETFs' active share, represented by the blue triangles, is compared with the median active
share exhibited by active funds in the same category (the red dots), which helps contextualize active
share according to the level that is most typical in the specific asset class. The data confirms that most
strategies tend to be "shy active" and follow a more benchmark-aware approach than most active peers,
as most of the blue triangles are located on the left of the red dots—with half of the ETFs in this sample
displaying active shares of less than 50%. Unsurprisingly, thematic and more narrowly focused
strategies tend to exhibit larger active share relative to the broad indexes used as yardsticks.

Exhibit 9 Active ETF Average Active Share (in Blue) vs. Peer Group Median's Active Share (in Red)

AXA IM ACT Biodiversity Eq ETF USD Acc
AXAIM ACT Climate Equity ETF USD Acc
Fidelity Sust Rsh Enh EM Eq ETF USD Acc
Fidelity Sust Rsh Enh Furp Eq ETF EURAcc
Fidelity Sust Rsh Enh Jpn Eq ETF JPY Acc
Fidelity Sust Rsh Enh US Eq ETF USD Acc
HSBC Multi Factor Worldwide Eq ETF

Invesco Quant Strats ESGGIbEqMFETFUSDAcc
Invesco Qunt StrtsGIbEqLwVolLwCrbETFAcc
JPM Europe Rsrch Enh Eq ESG ETF EUR Acc
JPM Eurozone Rsch EnhcdidxEqESGETFEURacc
JPM GIb Rsh Enh [dxEqSRIPrsAlgnE TFUSDAcc
JPM Global EM Rsh Enh Eq ESG ETF USD Acc
JPM Global Rsrch Enh Eq ESG ETF USD Acc
JPM Japan Rsrch Enh Eq ESG ETF USD Acc
JPM UK Equity Core ETF GBP Acc

JPM US Research Enh Eq ESG ETF USD Acc
Ossiam ESG Shiller BarclaysCAPE®USETF1A$
Ossiam Furope ESG Machine Ling ETF1C €

Ossiam US ESG Lw Carb Eq Facs ETF TAUSD

50

Source: Morningstar Direct. Data as of April 1, 2024. Peer group's active share represents trailing three-years average.
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Allocation: The ETF Squared

Multi-asset investing is an area where lower-cost active ETFs can have a disruptive role, especially since
so few traditional active managers manage to beat their own benchmark after fees (see this paper and
this paper). Benchmarking multi-asset funds is a challenge in itself. There's hardly a single, universally
accepted, investable index, as active decisions cannot be escaped —from the asset split to the
rebalancing frequency. For that reason, passive investing has historically represented a small niche in
this arena, and active ETFs are thus a potential disruptor.

European multi-asset active ETFs essentially take the form of ETF squared—that is, ETFs of ETFs. The
underlying ETFs are typically in-house, passive vehicles, with the typical active ETF holding anywhere
from 10 to 20 strategies. The "ETF Squared" format gets around a significant challenge for asset
managers: Multi-asset ETFs constructed using individual underlying securities such as stocks and bonds
require tapping into both equity and fixed-income market makers to exchange ETF shares for baskets of
underlying ETF securities. As such, the need to contract across multiple asset classes for creating and
redeeming shares adds a layer of complexity that makes it difficult for market makers to arbitrage,
resulting in potentially wider bid-ask spreads. An ETF of ETFs circumvents this difficulty by only trading
in shares of the underlying ETFs.

Four major players now dominate this small field. DWS was the first entrant, offering two balanced
active ETFs funds more than a decade ago. Then in 2020 came BlackRock (whose active ETF products
were recently rebranded as iShares) and Vanguard. Their respective ranges share several similarities,
offering a globally diversified, one-stop solution spanning multiple asset classes, with strategic asset-
class splits in accordance with their target risk. Amundi essentially acquired the products in the Lyxor
deal— as those were originally launched by Commerzbank's ETF arm ComStage.

The relative cheapness of the iShares and Vanguard ranges represents a major edge relative to
traditional multi-asset funds and makes them potentially enticing for do-it-yourself investors. However,
in many European countries, multi-asset funds are often the home turf of local players, heavily
dependent on commission-based remuneration models. These firms have little incentive to endanger
their existing fund range and the high costs they charge on active mutual funds. Indeed, the largest
active multi-asset ETF in our cohort had less than EUR 600 million in assets under management at the
end of March 2024, which is a long way from the largest open-end fund players in the field.
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Exhibit 10 European Multi-Asset Active ETFs

Name Morningstar Category Inception Date  Fund Size (Mil) Ongoing
Costs (%)
Amundi Multi-Asset Prtf Defen ETF Dist EUR Moderate Allocation - Global March 7, 2018 25 0.38
Amundi Multi-Asset Prtf ETF Dist EUR Moderate Allocation - Global April 12,2016 183 0.42
Amundi Multi-Asset Prtf Offen ETF Dist EUR Aggressive Allocation - Global ~ March 7, 2018 19 0.49
Investlinx Balanced Income ETF EUR Moderate Allocation - Global Feb. 27,2023 41 0.85
iShares Conservative Ptf ETF EUR Acc EUR Cautious Allocation - Global Sept. 8,2020 16 0.26
iShares Growth Portfolio ETF EUR Acc EUR Aggressive Allocation - Global ~ Sept. 8, 2020 54 0.28
iShares Moderate Portfolio ETF EUR Acc EUR Moderate Allocation - Global Sept. 8,2020 35 0.27
Vanguard LifeStrategy 20% Eq ETF EUR Acc EUR Cautious Allocation - Global Dec. 8, 2020 60 0.25
Vanguard LifeStrategy 40% Eq ETF EUR Acc EUR Moderate Allocation - Global Dec. 8, 2020 125 0.25
Vanguard LifeStrategy 60% Eq ETF EUR Acc EUR Moderate Allocation - Global Dec. 8, 2020 341 0.25
Vanguard LifeStrategy 80% Eq ETF EUR Acc EUR Aggressive Allocation - Global ~ Dec. 8, 2020 473 0.25
Xtrackers Portfolio ETF 1C EUR Moderate Allocation - Global Nov. 27,2008 569 0.71
Xtrackers Portfolio Income ETF 1D EUR Cautious Allocation - Global Feb. 4, 2011 65 0.65

Source: Morningstar Direct. Data as of April 1, 2024.

Fixed Income: Short-Term Credit Reigns

Since active management as a whole tends to be more prevalent in the fixed-income arena, it's also no
surprise that active ETFs first developed in this asset class, initially with a focus on the most liquid part
of the universe: short-term bonds. Particularly in an environment of low (even negative) rates on the
front end of the curve, active management held some promise for slightly better returns compared with
a pure indexing approach. Even today, more than two thirds of fixed-income active ETF assets are
invested in short-term strategies, and the menu only recently expanded to include other categories such
as European corporate bonds or high yield. Additionally, strategies with an ESG focus are
overrepresented in this cohort, a similar phenomenon to what we have observed in the equity space.
Finally, there is a striking presence of multifactor corporate credit strategies, which take systematic
exposure to factors like quality, value, momentum, size, and so on. These rules-based products sit
somewhere at the confines of both active and passive management.

Overall, most of the assets in this cohort have accrued to existing bond behemoths Pimco, Amundi, and
J.P.Morgan, suggesting that a successful prior track record in fixed-income strategies is key to scaling
assets.
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Exhibit 11 Fixed-Income Active ETFs Earliest Inception Date, Product Range, and Total AUM (Bubble) by Firm
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Nr of products
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Source: Morningstar Direct. Data as of April 1, 2024.

The key takeaway from our data is that active fixed-income ETFs also exhibit "shyness" in terms of active
risk-taking. Active share analysis is not as straightforward in the bond universe, but looking at a
strategy's typical tracking error to its stated prospectus benchmark can be an indication of the degree to
which its managers are willing to deviate. The chart below takes each fund's one- and three-year
tracking error (where available) versus its prospectus benchmark's and rescales it to the average
tracking error of active open-end funds in its respective category. For example, Fidelity Sust USD EM Bd
ETF's one-year tracking error of 1.66% is much lower than the one-year tracking error of the average
fund in its global emerging-markets bond Morningstar Category (4.37%): The ratio of its tracking error to
the category average tracking error is around 38%. Based on this metric, most active ETFs show a lower
level of active risk than their active open-end fund counterparts. (Some exceptions are notable for funds
that are an odd fit with their peer group, such as the Pimco Covered Bond ETF, which sits in the EUR
corporate bond category but focuses specifically on covered bonds.)

Like in equities, high-conviction active ETFs are difficult to find. In many cases, the ETF format hosts a
lower-alpha, lower-conviction version of an existing strategy from the same fund company. Fund name
similarities can be misleading. For example, AXA IM US High Yield Opportunities (AHYU) leverages to an
extent the strong bottom-up research conducted by the managers of the AXA WF US High Yield Bond
fund (ISIN: LU0276015889, whose Process Pillar is currently rated Above Average by Morningstar
analysts). But, despite including "opportunities” in its name, usually a sign of a higher-octane approach,
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the ETF's portfolio consists of almost 300 issuers—compared with less than 200 in the original fund.
Meanwhile, its assets under management, at EUR 50 million currently, are only a fraction of the open-
end fund's EUR 1.8 billion. Given the liquidity challenges inherent in the high-yield space, a more
diversified approach is probably inevitable when choosing the ETF format, but that also implies that
active ETF investors should probably moderate their excess return expectations.

Pimco's USD Short Maturity ETF (MINT) is also a more constrained version of Pimco GIS US Short Term
Bond (IEOOBMTRWY37): It steers clear of the non-investment-grade paper, non-US bonds, and
currencies that its open-end counterpart occasionally uses. Despite this, Morningstar analysts have
assigned Pimco USD Short Maturity ETF a High Process Pillar rating, as it features sufficient strengths to
sitamong our preferred options in its peer group.

Finally, fees range widely in this cohort, from 4 to 49 basis points per year, levels that are overall
significantly lower than those of active open-end funds. At the cheapest end of the spectrum, J.P.
Morgan's range of research-enhanced ESG European corporate bond strategies is priced more
aggressively than many passive ETFs. The low-fee approach taken here is consistent with the funds' low
alpha generation ambitions.

Exhibit 12 Average Active ETF One-Year and Three-Year Tracking Error as a % of Category Average Tracking Error
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Mortality Looms

One persistent issue plaguing the active fund landscape is the large number of offerings that get
liquidated or merged over time. This is usually a product of waning investor interest or because fund
companies restructure their fund ranges, or in many cases, it is collateral damage when an asset
manager encounters financial woes or merges with a competitor. Our data shows that in the global
large-cap blend equity category, for example, only 35% of active funds survived (that is, were not
liquidated or merged away) the trailing 15-year period through December 2023. By contrast, passive
ETFs tend to have more staying power: 53% of them were still alive at the end of that same 15-year
period. Other Morningstar Categories, such as global bond, illustrate the same pattern. Overall, these
survival odds make passive ETFs more straightforward building blocks for long-term allocation portfolios.

Exhibit 13 List of Active ETFs Liquidated Since 2007

Name ISIN Global Broad Inception Date Obsolete Obsolete Date Total Ret % Total Ret % Rank
Category Group Type Rank Cat 1 Yr  Cat 3 Yr trailing
trailing before before
liquidation liquidation

Alpha Dividende Plus ETF DEQOOETF7508 Equity 7/1/2016 Merged 12/11/2020 90 9
Bayerninvest DE Msanleihen ETF AL LU0903441706 Fixed Income 4/2/2013 Merged 8/3/2015 68

BMO Enhanced Income Euro Equity ETF |IEQ0BF1K7917 Equity 7/7/2017 Liquidated 1/21/2020 33

BMO Enhanced Income UK Equity ETF IEOOBF1K7800 Equity 7/7/2017 Liquidated 1/21/2020 62

BMO Enhanced Income USA Equity ETF IEQ0BF1K7792 Equity 7/7/2017 Liquidated 1/21/2020 51

CBK Europe SectorTrend ETF | LU0861096898 Equity 6/24/2013 Liquidated 4/21/2023 95 95
ComStage Alpha Dtschl Dividende Plus ETF DEQOOETF7516 Equity 12/14/2017 Merged 8/5/2020 89

HSBC Economic Scale Worldwide Equity ETF  IEO0BKZG9Y92 Equity 6/25/2014 Liquidated 9/21/2020 68 51
JB Smart Equity ETF Asia S-EUR LU0747924560 Equity 3/30/2012 Liquidated 9/25/2015 51 45
JB Smart Equity ETF Emerg Mkts S-USD LU0747924057 Equity 3/30/2012 Liquidated 9/24/2015 86 85
JB Smart Equity ETF Europe S-EUR LU0747923752 Equity 3/30/2012 Liquidated 9/24/2015 35 12
JB Smart Equity ETF World S-USD LU0747923083 Equity 3/30/2012 Liquidated 9/24/2015 60 42
JPM Equity Long-Short ETF USD Acc IEO0BF4G7308 Equity 11/8/2017 Liquidated 6/19/2020

JPM Managed Futures ETF USD Acc |IEO0BF4G7290 Alternative 11/8/2017 Liquidated 11/17/2020

JPM RMB Ultra-Short Income ETF USD Acc  IEQOOREOWX27 Fixed Income 3/1/2022 Liquidated 12/12/2023

Lyxor ETF Wise Quantitative Strategy FR0010540690 Equity 12/3/2007 Liquidated 9/4/2012 66 54
Nordea Global EM Equities UCITS ETF F14000064282 Equity 9/25/2013 Liquidated 10/14/2016 16 51
Nordea Stable Equities UCITS ETF F14000064274 Equity 9/25/2013 Liquidated 10/14/2016 9 4
Ossiam World ESG Machine Ling ETF 1A EUR IEOOBF4Q4063 Equity 11/26/2018 Liquidated 4/20/2023

Saturna Sustainable ESG Eq HANzero ETF |IEOOBMGRZP89 Equity 7/7/2021 Liquidated 4/11/2023

UBS ETF MAP Balanced 7 SF EUR A acc IEOOBTFR5140 Allocation 2/5/2015 Liquidated 6/21/2018 5 96
Vanguard Glb Ligd Fac ETFShrUSDAcc IEOOBYYROD71 Equity 12/9/2015 Liquidated 2/26/2021 n 44
Vanguard Glb Min Vol ETFShr USDAcc IEO0BYYROC64 Equity 12/9/2015 Liquidated 2/26/2021

Vanguard Glb Momt Fac ETFShrUSDAcc IEOOBYYR0935 Equity 12/9/2015 Liquidated 2/26/2021 24 18
Vanguard Global Val Fac ETFUSDAcc IEOOBYYROB57 Equity 12/9/2015 Liquidated 2/26/2021 84 86

Source: Morningstar Direct. Data as of March 29, 2024.

While the cohort of active ETFs in Europe is still too small to draw any definitive conclusions, it's fair to
say that mortality isn't an uncommon scenario. Our data shows 25 active ETFs launched between 2007
and 2021 have already been merged or liquidated, an overall mortality rate of around 23%. On average,
these ETFs were shut down three and half years after launch, with most products failing to reach critical
mass (size over EUR 100 million) over their life span.
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Exhibit 14 Number of European Active ETF Launches, Closures by Year
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Source: Morningstar Direct. Data as of March 31, 2024.
Similar to active open-end funds, these closures tended to affect ETFs that failed to attract meaningful
assets, such as JPMorgan's RMB Ultra-Short Income ETF (launched in 2022, liquidated in 2023), and
thus were unprofitable to maintain. They have also affected thematic strategies, such as Ossiam World
ESG Machine Learning ETF (launched in 2018, liquidated in 2023), in a grim reminder of how difficult
such niche strategies are for investors to use. Vanguard's global factor ETF range (launched in 2015) also
stagnated for years at a subscale asset level, and poor relative performance for its global value and
liquidity factor ETFs in 2020 might have accelerated their liquidation in 2021. Another example is HSBC's
Economic Scale Worldwide Equity ETF (launched in 2014), which used countries' and regions' GDP-
weighting instead of market-weighting. Interestingly, this ETF reached assets of EUR 900 million within
one year after launch, making it the largest in our cohort (at peak). However, its value tilt was a drag on
relative performance, and the fund was liquidated in 2020, right before the value style made a
comeback.
In some cases, this also illustrates the difficulty of some fund companies to continue operating as ETF
providers, with the cost and infrastructure that it entails. BMO, for instance, decided to withdraw from
the European ETF market in 2020. Nordea also launched a small ETF range in 2013 in hopes of
broadening the appeal of its active strategies across European borders—an experiment that proved to
be too early and was abandoned in 2016.
Investors in active ETFs can mitigate this mortality risk in much of the same way as active investors more
generally: by choosing established products in core, traditional asset classes, focusing on asset
managers that are financially stable and have tended to manage their fund ranges responsibly, and
avoiding funds launched on gimmicky themes or fads. Il
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Morningstar Manager Research Services, EMEA Report Disclosure

This Report is for informational purposes, intended for financial professionals and/or sophisticated
investors (“Users”) and should not be the sole piece of information used by such Users or their clients in
making an investment decision.

The analysis within this report is prepared by the person(s) noted in their capacity as an analyst for
Momingstar. The opinions expressed within the Report are given in good faith, are as of the date of the
Report and are subject to change without notice. Neither the analyst nor Morningstar commits
themselves in advance to whether and in which intervals updates to the Report are expected to be
made. The written analysis and Morningstar Medalist Rating within this Report are statements of
opinions; they are not statements of fact.

Morningstar believes its analysts make a reasonable effort to carefully research information contained in
their analysis. The information on which the analysis is based has been obtained from sources which are
believed to be reliable such as, for example, the fund’s prospectus and shareholder reports (or their
equivalents), fund company website, interviews with fund company personnel, and relevant and
appropriate press sources as well as data, statistics and information within Morningstar's own database.
Morningstar does not perform an audit or seek independent verification of any of the data, statistics, and
information it receives.

Unless otherwise provided in a separate agreement, Users accessing this Report may only use it in the
country in which the Morningstar distributor is based. Unless stated otherwise, the original distributor of
the report is Morningstar Inc., a U.S.A. domiciled financial institution.

This Report is for informational purposes only and has no regard to the specific investment objectives,
financial situation or particular needs of any specific recipient. This publication is intended to provide
information to assist institutional investors in making their own investment decisions, not to provide
investment advice to any specific investor. Therefore, investments discussed and recommendations
made herein may not be suitable for all investors; Users and User clients must exercise their own
independent judgment as to the suitability of such investments and recommendations in the light of their
own investment objectives, experience, taxation status and financial position.

The information, data, analyses and opinions presented herein are not warranted to be accurate, correct,
complete or timely. Unless otherwise provided in a separate agreement, Morningstar makes no
representation that the Report contents meet all of the presentation and/or disclosure standards
applicable in the jurisdiction the recipient is located.

Except as otherwise required by law or provided for in a separate agreement, the analyst, Morningstar
and its officers, directors and employees will not be responsible or liable for any trading decisions,
damages or other losses resulting from, or related to, the information, data, analyses or opinions within
the report. Morningstar encourages Users and User clients to read all relevant issue documents (e.g.,
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prospectus) pertaining to the security concerned, including without limitation, information relevant to its
investment objectives, risks, and costs before making an investment decision and when deemed
necessary, to seek the advice of a legal, tax, and/or accounting professional.

The Report and its contents are not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation or which would
subject Morningstar or its affiliates to any registration or licensing requirements in such jurisdiction.

This Report may be distributed in certain localities, countries and/or jurisdictions (“Territories”) by
independent third parties or independent intermediaries (“Distributors”). Such Distributors are not acting
as agents or representatives of the analyst or Morningstar. In Territories where a Distributor distributes
our Report, the Distributor, and not the analyst or Momingstar, is solely responsible for complying with
all applicable regulations, laws, rules, circulars, codes and guidelines established by local and/or regional
regulatory bodies, including laws in connection with the distribution third-party research reports.

For a list of funds which Morningstar currently covers and provides written analysis on please contact
your local Morningstar office. For information on the historical Morningstar Medalist Rating for any Fund
Momingstar covers, please contact your local Morningstar office.

Please note that investments in securities (including mutual funds) are subject to market and other risks
and there is no assurance or guarantee that the intended investment objectives will be achieved. Past
performance of a security may or may not be sustained in future and is no indication of future
performance. A security investment return and an investor’s principal value will fluctuate so that, when
redeemed, an investor's shares may be waorth more or less than their original cost. A security’s current
investment performance may be lower or higher than the investment performance noted within the
report. Morningstar's Risk, Return and Star Rating serves as useful data points with respect to
evaluating a fund’s risk profile.

A current yield percentage is not a reflection of the actual return an investor will receive in all cases as
market prices for securities are constantly changing due to such things as market factors. Where a
security is denominated in a different currency than the currency of the User or User’s clients, changes
in rates of exchange may have an adverse effect on the value, price or income of or from that
investment.

Indexes noted within the report are unmanaged, their returns do not include payment of any sales
charges or fees an investor would pay to purchase securities, and cannot be invested in directly.

In certain jurisdictions, the Report contents, except for the Morningstar Medalist Rating and key
analysis/ opinions, may be shared with the fund company prior to publication. In the unlikely event that
Morningstar would change their analyses/opinions and/or the Morningstar Medalist Rating based on
feedback as result of such review, the Report would disclose such a fact.
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Conflicts of Interest

Analysts may own (actual or beneficial) interests in the financial products that are the subject of the
Report. No material interests are held by Morningstar, the analyst or their immediate family in the
financial products that are the subject of the Report. The Conflicts of Interest disclosure above also
applies to relatives and associates of Manager Research analysts in India.

Analysts’ compensation is derived from Morningstar's overall earnings and consists of salary, bonus and
in some cases restricted stock. Analysts’ receive no compensation or material benefits from product
issuers or third parties in connection with the Report. The Conflicts of Interest disclosure above also
applies to associates of Manager Research analysts in India. The terms and conditions on which
Morningstar Investment Adviser India Private Limited offers investment research to clients, varies from
client to client, and are detailed in the respective client agreement.

Morningstar does not receive commissions for providing research and does not charge financial product
issuers to be rated.

Analysts may not pursue business and employment opportunities outside Morningstar within the
investment industry (including but not limited to, working as a financial planner, an investment adviser
or investment adviser representative, a broker-dealer or broker-dealer agent, a financial writer, reporter,
or analyst).

Morningstar may provide the product issuer or its related entities with services or products for a fee and
on an arms’ length basis including software products and licenses, research and consulting services,
data services, licenses to republish our ratings and research in their promotional material, event
sponsorship and website advertising.

Morningstar affiliates (i.e., its investment management group) may have arrangements with a fund
company'’s affiliate to provide investment consulting advice some of which an analyst may issue an
investment research reports on one or more of the fund company’s funds. However, analysts do not
have authority over Morningstar's investment management group's business arrangements nor allow
employees from the investment management group to participate or influence the analysis or opinion
prepared by them.

Morningstar, Inc. is a publicly traded company (Ticker Symbol: MORN) and thus a fund which is the
subject of this Report may own more than 5% of Morningstar, Inc.’s total outstanding shares. Please
access Morningstar, Inc.’s proxy statement, “Security Ownership of Certain Beneficial Owners and
Management” section http://investorrelations.morningstar.com/sec.cfm?doctype=Proxy&year=&x=12. A
fund’s holding of Morningstar stock has no bearing on and is not a requirement for funds Morningstar
determines to cover.

Analysts do not have any other material conflicts of interest at the time of publication. Users wishing to
obtain further information should contact their local Morningstar office or refer to
https://corporate.morningstar.com/us/asp/subject.aspx?xmlfile=540.xml.
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Morningstar Medalist Rating™

The Morningstar Medalist Rating is the summary expression of Morningstar’s forward-looking analysis of
investment strategies as offered via specific vehicles using a rating scale of Gold, Silver, Bronze, Neutral,
and Negative. The Medalist Ratings indicate which investments Morningstar believes are likely to
outperform a relevant index or peer group average on a risk-adjusted basis over time. Investment
products are evaluated on three key pillars (People, Parent, and Process) which, when coupled with a
fee assessment, forms the basis for Morningstar’s conviction in those products’ investment merits and
determines the Medalist Rating they're assigned. Pillar ratings take the form of Low, Below Average,
Average, Above Average, and High. Pillars may be evaluated via an analyst’s qualitative assessment
(either directly to a vehicle the analyst covers or indirectly when the pillar ratings of a covered vehicle
are mapped to a related uncovered vehicle) or using algorithmic techniques. Vehicles are sorted by their
expected performance into rating groups defined by their Morningstar Category and their active or
passive status. \When analysts directly cover a vehicle, they assign the three pillar ratings based on their
qualitative assessment, subject to the oversight of the Analyst Rating Committee, and monitor and
reevaluate them at least every 14 months. When the vehicles are covered either indirectly by analysts or
by algorithm, the ratings are assigned monthly. For more detailed information about the Medalist
Ratings, including their methodology, please go to

http://global.morningstar.com/managerdisclosures

The Morningstar Medalist Ratings are not statements of fact, nor are they credit or risk ratings. The
Morningstar Medalist Rating (i) should not be used as the sole basis in evaluating an investment
product, (ii) involves unknown risks and uncertainties which may cause expectations not to occur or to
differ significantly from what was expected, (iii) are not guaranteed to be based on complete or accurate
assumptions or models when determined algorithmically, (iv) involve the risk that the return target will
not be met due to such things as unforeseen changes in changes in management, technology, economic
development, interest rate development, operating and/or material costs, competitive pressure,
supervisory law, exchange rate, tax rates, exchange rate changes, and/or changes in political and social
conditions, and (v) should not be considered an offer or solicitation to buy or sell the investment product.
A change in the fundamental factors underlying the Morningstar Medalist Rating can mean that the
rating is subsequently no longer accurate.

Analysts do not have any other material conflicts of interest at the time of publication. Users wishing to
obtain further information should contact their local Morningstar office or refer to the Analyst Conflicts of
Interest and Other Disclosures for North America, EMEA, or APAC at:

http://global.morningstar.com/managerdisclosures

under Section “Methodology Documents and Disclosures”.

Morningstar Rating

The Morningstar Rating for funds is a proprietary data point that is quantitatively driven. Funds are rated

from 1 to 5 stars based on how well the fund performed (after adjusting for risk and accounting for sales
charges) in comparison to similar funds. Within each Morningstar Category, the top 10% of funds
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receive b stars and the bottom 10% receive 1 star. Funds are rated for up to three time periods—three,
five, and 10 years—and these ratings are combined to produce an overall star rating, which is noted
within the Report. Funds with less than three years of history are not rated. Morningstar Ratings are
based entirely on a mathematical evaluation of past performance. Star ratings are in no way to be
considered a buy or sell signal nor should be viewed as a statement of fact.

For Recipients in Australia: This Report has been issued and distributed in Australia by Morningstar
Australasia Pty Ltd (ABN: 95 090 665 544; ASFL: 240892). Morningstar Australasia Pty Ltd is the
provider of the general advice ('the Service') and takes responsibility for the production of this report.
The Service is provided through the research of investment products. To the extent the Report contains
general advice it has been prepared without reference to an investor’s objectives, financial situation or
needs. Investors should consider the advice in light of these matters and, if applicable, the relevant
Product Disclosure Statement before making any decision to invest. Refer to our Financial Services Guide
(FSG) for more information at

http://www.morningstar.com.au/fsg.pdf.

For Recipients in Hong Kong: The Report is distributed by Morningstar Investment Management Asia
Limited, which is regulated by the Hong Kong Securities and Futures Commission to provide services to
professional investors only. Neither Morningstar Investment Management Asia Limited, nor its
representatives, are acting or will be deemed to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar Investment Management Asia Limited. For
enquiries regarding this research, please contact a Morningstar Investment Management Asia Limited
Licensed Representative at

https://shareholders.morningstar.com.

For Recipients in India: This Investment Research is issued by Morningstar Investment Adviser India
Private Limited. Morningstar Investment Adviser India Private Limited is registered with the Securities
and Exchange Board of India (Registration number INA0O00001357) and provides investment advice and
research. Morningstar Investment Adviser India Private Limited has not been the subject of any
disciplinary action by SEBI or any other legal/regulatory body. Morningstar Investment Adviser India
Private Limited is a wholly owned subsidiary of Momingstar Investment Management LLC. In India,
Morningstar Investment Adviser India Private Limited has one associate, Morningstar India Private
Limited, which provides data related services, financial data analysis and software development.

The Research Analyst has not served as an officer, director or employee of the fund company within the
last 12 months, nor has it or its associates engaged in market making activity for the fund company.

For Recipients in Japan: The Report is distributed by Ibbotson Associates Japan, Inc., which is
requlated by Financial Services Agency. Neither Ibbotson Associates Japan, Inc., nor its representatives,
are acting or will be deemed to be acting as an investment advisor to any recipients of this information.

For Recipients in Singapore: This Report is distributed by Morningstar Investment Adviser Singapore
Pte Limited, which is licensed by the Monetary Authority of Singapore to provide financial advisory
services in Singapore. Investors should consult a financial adviser regarding the suitability of any
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investment product, taking into account their specific investment objectives, financial situation or
particular needs, before making any investment decisions.
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About Morningstar Manager Research

Morningstar Manager Research provides independent, fundamental analysis on managed investment
strategies. Momningstar views are expressed in the form of Morningstar Medalist Ratings, which are
derived through research of three key pillars—People, Process, and Parent. The Morningstar Medalist
Rating is the summary expression of Morningstar’s forward-looking analysis of investment strategies as
offered via specific vehicles using a rating scale of Gold, Silver, Bronze, Neutral, and Negative. A global
research team issues detailed research reports on strategies that span vehicle, asset class, and
geography.

Medalist Ratings are not statements of fact, nor are they credit or risk ratings, and should not be used as
the sole basis for investment decisions. A Medalist Rating is not intended to be nor is a guarantee of
future performance.

About Morningstar Manager Research Services

Momingstar Manager Research Services combines the firm's fund research reports, ratings, software,
tools, and proprietary data with access to Morningstar's manager research analysts. |t complements
internal due-diligence functions for institutions such as banks, wealth managers, insurers, sovereign
wealth funds, pensions, endowments, and foundations. Morningstar’'s manager research analysts are
employed by various wholly owned subsidiaries of Momningstar, Inc. including but not limited to
Morningstar Research Services LLC (USA), Morningstar UK Ltd, and Morningstar Australasia Pty Ltd.

For More Information
Momingstar Manager Research Services
ManagerResearchServices@Morningstar.com
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