MANAGER RESEARCH | March 2025

Active Management Isn't Going

Away Anytime Soon
It's in decline, but on an upward slope.
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Active Management Isn't Going Away Anytime Soon

Stating the Obvious: Actively Managed Funds Are Losing Share to Passive in the US

Morningstar Manager Research | 2

As Morningstar’s fund flow reporting has shown for years, outflows have ravaged actively managed funds in the US. They've suffered net withdrawals in nine of the past

10 calendar years. Indeed, roughly 60% of firms that had at least 75% of their assets in actively managed funds (a threshold herein used to define an active shop) suffered
outflows over the trailing five-year period through December 2024.
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Source: Marningstar Direct Asset Flows. Data as of December 2024. See Important Disclosures at the end of this report.
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Active Fund Flows Have an Ugly Skew ...

The graph below shows the distribution of active shops’ five-year compound organic growth rates as a histogram, with the blue line representing the cumulative share of
assets represented by the firms in each column grouping. Most firms have experienced outflows at an average rate between 0% to 10% of assets per year. Of the firms
enjoying inflows, many were confined to no more than 10% growth. Though some of the firms enjoyed strong growth, they tended to have smaller asset bases.
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Source: Marningstar Direct Asset Flows. Author Calculations. Data as of December 2024. See Important Disclosures at the end of this report.
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... but Flows Are Only Part of the Story

Money management is a wonderful business. It has high margins, is capital light, and can be done in an office from most places in the world. But its greatest feature
is its operational leverage. Costs are relatively fixed, but revenues grow and decline with markets. Since markets tend to go up over the long term, this can lead

to tremendous profit growth. Despite suffering over $2 trillion in investor outflows over the trailing 10 years through December 2024, actively managed funds' assets
appreciated by over $7 trillion.
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Source: Morningstar Direct Asset Flows. Author Calculations. Data as of December 2024. See Important Disclosures at the end of this report.
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The Picture Looks Better for Active in Terms of Asset Growth

Histogram of Active Manager 5-Year Annualized Growth in Assets
5-Year Annualized Growth in Assets %
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Comparison Table: Change in Flows vs. Change in Assets
Firm Type % of Firms With b-Year Outflows % of Firms With b-Year Asset Declines Number of Firms
Equity 6/ 39 292
Fixed Income 53 52 60
Alternative 21 13 39
Allocation 58 62 26
Diversified 6/ 38 116
All Shops 62 39 533
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For a firm to keep growing its asset (and fee) base, it must
at least offset net outflows with appreciation. Roughly
speaking, if an equity fund sheds 5% of its assets in a given
year, it can break even if its portfolio increases by 5%.
While asset-class returns clearly can't be controlled, active
managers enjoyed some good luck as a strong equity
market acted as a buoy. Overall, when considering market
appreciation, the picture brightens for active managers.

Active equity shops have experienced the worst flow trends
but were closer to the average in terms of change in assets.
Alternative firms fared the best in terms of flows.

Note: All firm types other than diversified have at least 75%
of their assets in stated category grouping.

Source: Morningstar Direct Asset Flows. Author Calculations. Data as of December 2024

See Important Disclosures at the end of this report.
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The Market's Potential Paths Will Be Critical, but The Scenarios Aren’t All Dire for Active Shops

Very strong equity returns have bolstered active managers in recent years, but a different market environment could change the math quickly. A firm would be in danger of
shrinking if its expected asset appreciation fell below its historical rate of outflows. The table below depicts a range of scenarios based around long-term average stock and
bond returns since 1988. A firm is considered to be in danger if its expected appreciation (based on its asset-class distribution and return assumptions) under a given
scenario falls below its trailing five-year average rate of outflows.

Scenario % of Firms in Danger by AUM % of Firms in Danger by Count
Strong Scenario (50% Above Average Returns) 3 20
Average Scenario (Using Long-Term Returns) 8 32
Weak Scenario (50% Below Average Returns) 27 46

Source: Marningstar Direct Asset Flows. Author Calculations. Data as of December 2024. Please see Disclosures at the end of the presentation. See Impartant Disclosures at the end of this report.
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Equity Firms Are Likely to Have A Tougher Road, but Some Have a Chance to Grow

Fixed-income shops were more resilient than their equity counterparts but noticeably less so than alternative shops, which appear the least vulnerable to the whims of the
market. Despite the steady drip of outflows from active funds, many shops can survive, and some may yet grow. Those facts will change if the pace of outflows grows more
severe and market appreciation can’t make up the difference, but even then, active management won't exactly disappear overnight.

Percentage of Firms That Would See Declining Assets

Scenario Equity (%) Fixed Income (%) Alternative (%) Allocation (%) Diversified (%)
Strong Scenario (50% Above Average Returns) 21 28 10 35 15
Average Scenario (Using Long Term Returns) 35 35 15 38 21
Weak Scenario (50% Below Average Returns) 50 37 18 00| 47
Bear Scenario (/5% Below Average Returns) 59 ‘ 45 21 58 ‘ 58
0 50 100 0 50 100 0 50 100 0 50 100 0 50 100

Source: Morningstar Direct Asset Flows. Author Calculations. Data as of December 2024. Please see Disclosures at the end of the presentation. See Important Disclosures at the end of this report.



Assumptions
Basis for Return Assumptions
Equity — MSCI ACWI GR
Fixed Income — Bloomberg US Aggregate
Alternative — Assumed 0.3 Beta X MSCI ACWI Return
Allocation — Assumed 50/50 blend of Equity and Fixed Income

A given firm’s expected asset appreciation is calculated as a weighted-average of its asset allocation to the four categories above and the

corresponding returns.

Category Grouping Definitions

Equity — Funds classified as US Equity, Sector Equity, or International Equity

Fixed Income —Funds classified as Taxable Bond or Municipal Bond

Alternative — Funds classified as Commadities, Nontraditional Equity, Miscellaneous, or Alternative
Allocation — Contains funds in the Allocation category group

Fund Flow Data Universe

All flow data shown is taken from the aggregate market of US open-end funds and ETFs, excluding money market funds, funds-of-funds, and

feeder funds.
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General Disclosure

Unless otherwise provided in a separate agreement, recipients 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 Research Services LLC, 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 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 investars; recipients 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, neither
Morningstar, Inc. nor the Manager Research Group represents 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, Inc. and the Manager Research Group and their officers, directors and employees
shall 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. The Manager
Research Group encourages recipients of this report to read all relevant issue documents for
example, 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, Inc. or its affiliates to any registration or licensing
requirements in such jurisdiction.

Where this report is made available in a language other than English and in the case of
inconsistencies between the English and translated versions of the report, the English version will
control and supersede any ambiguities associated with any part or section of a report that has
been issued in a foreign language. Neither the analyst, Morningstar, Inc., nor the Equity Research
Group guarantees the accuracy of the translations.

This report may be distributed in certain localities, countries and/or jurisdictions ("Territories") by
independent third parties or independent intermediaries and/or distributors ("Distributors"). Such
Distributors are not acting as agents or representatives of the analyst, Morningstar, Inc. or the
Manager Research Group. In Territories where a Distributor distributes our report, the Distributor
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.

Risk Warning

Please note that investments in securities 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 worth 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 Uncertainty Rating serves as a useful data
point with respect to sensitivity analysis of the assumptions used in our determining a fair value
price.

Conflicts of Interest

»  Analysts may own (actual or beneficial) interests in the managed investments that are the
subject of the Report. No material interests are held by the analyst or their immediate family
with respect to the security subject of this report.

> In general, Morningstar will not hold a material interest in the security subject of this report.
If a material interest is held by Morningstar, or if Morningstar owns a net long or short
position in the security that is the subject of this report that exceeds 0.5% of the total issued
share capital of the security, it will be disclosed at
https://www.morningstar.com/company/disclosures/holdings

> Morningstar employees' compensation is derived from Morningstar's overall earnings and
consists of salary, bonus and in some cases restricted stock.

»  Neither Morningstar nor its analysts receive compensation or material benefits from product
issuers or third parties in connection with this report.

»  Morningstar's overall earnings are generated in part by the activities of the Investment
Management and Research groups, and other affiliates, who provide services to product
issuers. Morningstar does not receive commissions for providing research and does not
charge issuers to be rated.

»  Morningstar employees 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 professional or investment professional representative, a
broker-dealer or broker-dealer agent, a financial writer, reporter, or analyst) without the
approval of Morningstar's Legal and if applicable, Compliance teams. Morningstar may
provide the investment product issuer or its related entities with services or products for a
fee and on an arms' length basis including software prodcuts and licenses, research and
consulting services, data services, licenses to republish our ratings and research in their
promotional material, event sponsorship and website advertising.

> Certain managed investments use an index created by and licensed from Morningstar, Inc.
as their tracking index. We mitigate any actual or potential conflicts of interests resulting
from that by not producing qualitative analysis on any such managed investment as well as
imposing information barriers (both technology and non-technology) where appropriate and
monitoring by the compliance department.

»  Morningstar's Investment Management group has arrangement with financial institutions to
provide portfolio management/investment advice, some of which an analyst may issue
investment research reports on. In addition, the Investment Management group creates and
maintains model portfolios whose underlying holdings can include financial products,
including securities that may be the subject of this report. 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 security
which is the subject of this report may own more than 5% of Morningstar, Inc's total
outstanding shares. Please access Morningstar, Inc's most recent Proxy Statement and refer
to the section title "Security Ownership of Certain Beneficial Owners and Management" at
https://shareholders.morningstar.com/investorrelations/financial/sec-filings/default.aspx. A
security's holding of Morningstar stock has no bearing on and is not a requirement for which
securities Morningstar determines to cover.

Morningstar, Inc. 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.

Further information on Morningstar, Inc.'s conflict of interest policies is available from
https://shareholders.morningstar.com/investor-relations/governance/Compliance--
Disclosure/default.aspx. Also, please note analysts are subject to the CFA Institute's Code of
Ethics and Standards of Professional Conduct.

For a list of securities which the Manager Research Group currently covers and provides written
analysis on please contact your local Morningstar office. In addition, for historical analysis
of securities covered, including their fair value estimate, please contact your
local office.

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 abjectives, 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, or FSG, for more information at
http://www.morningstar.com.au/fsg.pdf.

For Recipients in New Zealand: This report has been issued and distributed by Morningstar
Australasia Pty Ltd and/or Morningstar Research Ltd (together ‘Morningstar’). This report has
been prepared and is intended for distribution in New Zealand to wholesale clients only and has
not been prepared for use by New Zealand retail clients (as those terms are defined in the
Financial Markets Conduct Act 2013).

The information, views and any recommendations in this material are provided for general
information purposes only, and solely relate to the companies and investment opportunities
specified within. Our reports do not take into account any particular investor’s financial situation,
objectives or appetite for risk, meaning no representation may be implied as to the suitability of
any financial product mentioned for any particular investor. We recommend seeking financial
advice before making any investment decision.

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
investment research and investment advisory 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 Recipients in Japan: The Report is distributed by Ibbotson Associates Japan, Inc., which is
regulated by Financial Services Agency, for informational purposes only. 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 Korea: The Report is distributed by Morningstar Korea Limited, which is
regulated by Financial Supervisory Service, for informational purposes only. Neither Morningstar
Korea Limited, 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 and regulated by the Monetary Authority of Singapore to
provide financial advisory services in Singapore. Recipients of this report should contact their
financial adviser in Singapore in relation to this report
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For Recipients in India: This Investment Research is issued by Morningstar Investment Research
India Private Limited (formerly known as Morningstar Investment Adviser India Private Limited).
Morningstar Investment Research India Private Limited is registered with SEBI as an Investment
Adviser (Registration number INA000001357), as a Portfolio Manager (Registration number
INPO00006156) and as a Research Entity (Registration Number INHO00008686). Morningstar
Investment Research India Private Limited has not been the subject of any disciplinary action by
SEBI or any other legal/ regulatory body. Morningstar Investment Research India Private Limited
is a wholly owned subsidiary of Morningstar Investment Management LLC. In India, Morningstar
Investment Research 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.

*The Conflicts of Interest disclosure above also applies to relatives and associates of Manager
Research Analysts in India. 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.
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About Morningstar Manager Research

Morningstar's global manager research team conducts objective, qualitative analysis of managed investment strategies such as mutual funds and exchange-traded funds. Manager research analysts
express their views through the Morningstar Medalist Rating, which takes the form of Gold, Silver, Bronze, Neutral, or Negative. The analysts arrive at a strategy’s Medalist Rating by assessing key
areas including its management team and supporting resources (People Pillar), its investment approach and rationale (Process Pillar), and the investment organization backing the strategy concerned
(Parent Pillar). The analysts juxtapose those assessments with the strategy's cost in arriving at a final Analyst Rating, which expresses their conviction in the strategy’s ability to outperform a relevant
benchmark index or category peers over a market cycle, adjusted for risk. The Morningstar Medalist Rating methodology is forward-looking in nature and applied consistently across geographies and
markets. (The Medalist Rating is an opinion, not a statement of fact, and is not intended to be nor is a guarantee of future performance.)

About Morningstar Manager Research Services

Morningstar Manager Research Services combines the firm's fund research reports, ratings, software, tools, and proprietary data with access to Morningstar's manager research analysts. It
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 Morningstar, Inc. including but not limited to Morningstar Research Services LLC (USA), Morningstar UK Ltd, and Morningstar
Australasia Pty Ltd.

©2025 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information,
data, analyses, and opinions presented herein do not constitute investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not
warranted to be correct, complete, or accurate. The opinions expressed are as of the date written and are subject to change without notice. Except as otherwise required by law, Morningstar shall not
be responsible for any trading decisions, damages, or other losses resulting from, or related to, the information, data, analyses, or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. To order reprints, call +1 312-696-6100. To
license the research, call +1 312 696-6869.
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