RATHBONES

RATHBONE MULTI-ASSET

TOTAL RETURN PORTFOLIO

MONTHLY UPDATE JULY 2026

The fund held up reasonably well in July, even as the wider
global stock index weakened. This was down to our wider
spread of assets, beyond the Al basket of companies and their
suppliers that have been doing extremely well and growing to
ever-larger proportions of global stock markets.

The more that stock market performance broadens to other areas of
the market, the better it should be for us. As multi-asset investors, we're
conscious that we tend to manage a big share of our clients’ wealth.
We're tasked with protecting our clients’ assets as well as delivering
growth, so the narrow market moves we've seen during 2026 have
focused our minds on diversification and risk. At times like this, you
can be torn between the fear of missing out and the fear of getting
involved. We believe we're well balanced and should be able to hit

our targeted returns.

The disintegration of the ceasefire in the Strait of Hormuz and
continued antagonism between Iran and the US sent oil prices surging
again in July. Briefly clearing $100 a barrel, Brent has fallen back to
roughly $90. The Middle Eastern uncertainty has helped our spread
of investments, especially our oil majors (which we hold partially to
protect against exactly this situation). There are others, though: our
‘HALO' trades (heavy assets, low obsolescence) include industrial
companies underpinning important sectors, and aerospace engineers
and contractors. To bolster this trade, we bought French aircraft
components manufacturer Safran during the month.

This jump in the oil price could cause some cracks on Main Street
(although we think it's unlikely unless the price rises above $100 and
stays there). The US economy is less sensitive to pump prices than in
the past, but there’s still a link — not least in people’s minds. High pump
prices are a constant reminder of cost-of-living pressures, so they can
have a psychological effect that dwarfs their actual impact on punters'’
wallets. And this effect will be felt in many other countries as well. It
can be much harsher in the emerging world, where energy makes up a
significantly larger share of people’s spending.

Al boom is flying high, but US consumer is the bedrock

Both the wonder and concern of the Al boom is that the huge sums
being spent on its development have accounted for the lion's share of
US GDP growth in the last year or so. Spending on Al is only roughly
5% of total GDP, but it's growing so vertiginously that it's having a huge
impact on US growth.

Some argue that the indomitable US consumer has been put in the
shade by the boom in investment in chips and data centres. Data is a
dangerous mistress, though. You can dress her up in countless different
ways to make whatever point you want. Some analysts note that most
of the chips and hardware are made overseas in places like Taiwan and

South Korea, so much of the spending leaks out of the US in imports
(which detract from economic growth calculations). Also, with such
astronomical supernormal profits falling to just a handful of companies,
there are fair questions about how much of that can be reinvested rather
than saved, and whether the ‘multiplier effect’ will boost the wider
economy as much as usual.

You can quibble about the exact magnitude, but the explosive growth
in Al is definitely the core cause pushing the economy and the stock
market higher. We're excited about the possibilities of Al and the
opportunities for productivity growth, higher profits and stronger
long-term GDP. But our greatest hope for the technology isn't really for
the Al businesses themselves, or the chip suppliers or the equipment
companies. Instead, over the next 10 to 30 years, we're excited about
how all the other industries use Al to deliver better products and
services for less cost.

So we were heartened to see that the second-quarter American GDP
growth estimate, while a slowdown, actually sketched out a helpful
broadening. Economic growth slowed from 2.1% to 1.5%, with
household spending accelerating significantly. The drop in overall
level was driven mostly by government spending falling back after a
Q1 balloon payment of government bills that went unpaid in the Q4
43-day shutdown. Business investment also decelerated, coupled with
a decrease in export growth.

Household spending makes up almost 70% of the economy, it just
grows at a much lower rate, so delivers less growth than red-hot
business investment in AL But it's the beating heart of the US economy.
While Al is hogging the headlines and posting phenomenal numbers,
it's important to keep an eye on the health of the US consumer. If any
recession arrives, this is where it will appear. For now, we're confident
about the strength of the American economy.

Bonds slip in July on resurgence in war and policy concerns

It was a tough month for government bonds, with both US and UK
10-year bond yields skipping higher (so prices dropped). The UK's
benchmark yield jumped 0.34% to 5.04 %, while its US counterpart
rose 0.27% to 4.75%. Partially, this was due to the resurgence in

the war in Iran heightening concerns about inflation. But it was also
partly down to bondholders rebuking new US Federal Reserve Chair
Kevin Warsh for appearing insufficiently concerned about another
inflationary spike. We are giving Warsh the benefit of the doubt for now.
We have sympathy for his attempts to roll back forward guidance and
try to extricate the Fed from its heavy influence in markets. To protect
ourselves in case inflation does come in higher than we expect over
coming years, we added to our holding of US Treasury Inflation-
Protected Securities 0.125% 2031, which we had first bought

in June.
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In the UK, we think gilts are intrinsically very attractive. They are
offering much more income than at any time since the Global Financial
Crisis: the benchmark 10-year ‘gilt’ yields 5.0% if held to maturity. Yet
we're hesitant to hold a lot of gilts right now, because we think there's a
reasonable chance that UK yields could rise sharply again in the short
term in response to political missteps. In fairness, we think that is a
possibility for a lot of countries right now, which is why we've spread
our Liquidity holdings across many nations.

Exactly how sound new Prime Minister Andy Burnham will be with

the finances is the open question that keeps us from buying more gilts
right now. We hope that Burnham will clearly set out his stall soon —and
that it will be a fiscally credible plan — so that we can take advantage

of very attractive gilt yields. Because the alternative is that Burnham's
plans scare bondholders, sending yields yet higher. The make-up of gilt
holders has changed substantially over the past 10 years. Now much
more is held by overseas investors who tend to be much more price
sensitive than our local bank, insurer, or household investors, who hold
them more for safety, and matching future liabilities, than speculation or
relative-value trades with other national debt. We think that makes the
yield more sensitive and fickle than it was in years gone by.

BIG CHANGES IN WHO OWNS UK GILTS SINCE GFC
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Corporate bonds also faltered in July, which has been unusual of late.
From near record lows, credit spreads — the extra return offered to
compensate for the chance of default — ticked noticeably higher in
July.

July’s credit spread widening seems to have been driven by the
Al hyperscalers.

The hyperscalers and software giants were once known and admired for
needing virtually no debt or equity to reinvest in their businesses. They
could fund all they wanted to do from the money fountains they had
created. But as the demands of each successive tier of Al models have
become exponentially more expensive, and the costs of building the Al
infrastructure continue to increase, the money fountains can no longer
sustain the outflow of cash required.

This has driven them to raise further capital, including selling more
shares, but also issuing huge blocks of debt. The share of debt financing
for these companies is likely to increase in the next few years. We're
unconcerned about the effect of this extra debt — huge as it is — on

the creditworthiness of our holdings here (Microsoft and Alphabet).
These companies are sitting on massive cash piles that rival their
debts, and their total borrowing is less than 1% of their operating
cashflow (EBITDA). Smaller and less-robust members of the Al pack are
straining, however: cloud computing business Oracle (which we don't
own) was downgraded to BBB- (one above junk status) by S&P Global
because it was concerned about the path to profitability for Oracle’s Al
infrastructure business, given huge outlays.

The increasing bond issuance is starting to distort the investment-grade
credit market, particularly in the US, as extra supply has sent prices
lower (and yields higher). And supply is expected to increase rapidly,
including in other currencies, like sterling. Year-to-date issuance of all
hyperscaler investment-grade debt made up almost 9% of the total
worldwide. That's up from 1-2% over the past 15 years.

Even as global equity index falls, companies are

performing spectacularly

The market and fundamentals had fallen out of step with each other
over the course of the year, so the July pull-back in global stocks doesn't
overly concern us in and of itself. Rather, it's the leverage lurking behind
some of these moves, especially the heavily retail element, that makes
us think some signals are flashing amber. This led us to sell our RAM-
chip-heavy Franklin Templeton FTSE Korea ETF in full, having
bought it only in May, as the market lost connection with reality. This
index was pushed rapidly higher by extreme retail leverage, so we sold
and looked for better alternatives in other countries.

There's incredible demand for chip makers in general, where bottlenecks
are significant and very difficult to fix in the short term. With limited
capacity coming on line, these shortages are likely to last until the end
of the decade, helping to turbocharge earnings for the sector. To balance
our limited exposure, we bought American CPU manufacturer Intel

and chip-making equipment manufacturer Applied Materials as

their prices fell back. We also added to chip factory TSMC, data centre
connection specialist Arista Networks, and ARM Holdings, whose
technology is critical for most mobile and power-efficient chips.

Semiconductor manufacturing is an infamously cyclical industry. In
the past, it tended to go through bouts of constrained capacity followed
by overeager expansion. This remains a risk; however, we think today's
market dynamics create strong tailwinds that should continue for some
time yet.

The Al trade is obscenely profitable for a handful of firms standing in
front of a wall of money for Al-critical technology. When revenue and
profit growth rates become this exponential, it's tough to accurately
price a company. At some point, the growth will have to subside,

but whether that's in one year or three makes a huge difference in a
company’s value. Let alone if it continues for five to 10 years. In this
type of calculation, it's inevitable that some mistakes will be made.
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Yet there are plenty of other companies making great returns, too.

At any other time, you would say they were outstanding — it's just that
today they're dwarfed by the gargantuan amounts being made by the
tech industry. There's no other way to describe it: the second quarter
was a blockbuster for earnings.
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With companies and the economy in fine fettle, we're excited about

the rest of the year. It will no doubt be volatile and full of unexpected
events, but that's the reality of life at the intersection of the unknowable
future and the Trump era.

There are a few areas where things could be better than forecast: if the
US and Iran come to terms, a sharp fall in energy prices would act as

a helpful economic stimulant. Similarly, we think inflation could be
more benign than many fear, allowing the Fed to keep rates on hold for
the year.
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For more info on our fund, including factsheets, performance and fund
manager views, please click here.
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