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3rd quarter summary

THE ECONOMIC CLIMATE

— The U.S., Mexico, and Canada reached a new trade
agreement. The new deal, USMCA, involves few changes to
NAFTA, but may create mildly more favorable terms for U.S.
businesses. p. 13

— The U.S. continued to outshine other developed economies
in Q2 with its strongest quarterly growth since 2014. A few
smaller emerging market economies experienced
idiosyncratic weakness that led to concerns of economic
contagion, but fundamentals in most countries still appear
strong. p. 14, 16

PORTFOLIO IMPACTS

— Emerging market equities delivered slight losses in Q3, but
seem to have stabilized as currency depreciation recently
subsided (MSCI Emerging Markets Index -1.1%, JP Morgan
EM Currency Index -1.6%). We maintain a positive outlook
on emerging market equities. p. 30

— The Fed raised the target range for the fed funds rate by
0.25% to a range of 2.00%-2.25%. The probability of a
December rate hike was 78%, as of October 8th. p. 20, 22

— U.S. trade discussions have narrowed in on China.
Negotiations between the two countries in recent months
do not appear to have produced tangible results. p. 17

THE INVESTMENT CLIMATE

— Another strong quarter of U.S. corporate earnings is
expected in Q3 on both an absolute and relative basis. S&P
500 earnings and revenue growth are forecast to be 19.3%
and 6.9% YoY, respectively. p. 27

— Fixed income yields around the world rose slightly. The U.S.
Treasury yield hit a 7-year high of 3.23%, reigniting investor
concerns over rising interest rates. p. 20

— The Italian coalition government sparred with the
European Commission over its fiscal spending plans. Fading
ECB stimulus will likely lift interest rates on European

bonds, which is creating doubts around the sustainability of

Italy’s debt. p. 14, 15

ASSET ALLOCATION ISSUES

— Capital market returns have been largely flat-to-negative in
2018, with U.S. equities being the exception. Diversification
remains important, but has been painful for investors in
this environment. p. 26

— Trade conflicts between the U.S. and its trading partners
appear to be mostly resolved. All eyes are on negotiations
between U.S. and Chinese representatives, though it
increasingly appears that these negotiations are broader in
nature than trade alone. p. 17

A neutral to
mild risk
overweight
may be
warranted in
today’s
environment
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What drove the market in Q3?

) . U.S. VS. NON-U.S. EQUITY YTD PERFORMANCE
“Bullish U.S. stocks leave the rest of the world trailing”

S&P 500 VS. MSCI ACWI EX U.S. RELATIVE MONTHLY PERFORMANCE 112
Apr May Jun Jul Aug Sep 105
-3.1% 3.2% 1.4% 1.4% 4.6% -0.1% 100
Article Source: Financial Times, September 13% 2018 95
90

Dec-17 Jan-18 Feb-18 Mar-18  Apr-18 May-18  Jun-18 Jul-18 Aug-18

——S&P 500 —— MSCIACWI ex U.S. Hedged

“Traders take Fed’s cues, pile on bets on U.S. rate hikes”
Source: Bloomberg, as of 9/30/18

YEAR-END 2020 MARKET IMPLIED FED FUNDS RATE
MARKET IMPLIED FED FUNDS PRICING VS. FED DOTS (YEAR-END)

Apr May Jun Jul Aug Sep o
g 3.4%
2.70% 2.55% 2.65% 2.72% 2.62% 2.82% 20% 3% 3.0%
) 3% 24%  2.4%
Article Source: Reuters, September 17, 2018
2%
1%
“Fitch cuts Italy’s credit outlook on debt and governance concerns”
0%
10-YEAR ITALIAN-GERMAN YIELD SPREAD 2018 A Priczir?gw e s 2020
Apr May Jun Jul Aug Sep Source: Bloomberg, Federal Reserve, as of 10/8/18
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Article Source: Financial Times, August 315, 2018 10-YEAR ITALIAN-GERMAN SOVEREIGN YIELD SPREAD
3.0%
2.5%
“No breakthrough in U.S.-China trade talks as new tariffs kick in” 2.0%
1.5%
U.S. IMPORTS SUBJECT TO RECENTLY ENACTED TARIFFS ($ BILLIONS) 1.0%
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Article Source: CNBC, August 23, 2018
Source: Bloomberg, as of 9/30/18
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U.S. economics summary

— Real GDP growth was 2.9% year-
over-year in the second quarter.
Expectations for third quarter
growth have risen alongside
recently strengthening U.S.
economic data.

— U.S. inflation fell slightly to 2.3%
YoY, moving closer to the U.S. Core
CPI rate of 2.2% YoV.

— Non-farm payrolls added 134,000
jobs in September, missing the
consensus estimate of 185,000.
Hurricane Florence likely
contributed to the miss, as leisure
and hospitality employment fell by
17,000, the largest drop in a year.

— The U3 unemployment rate fell
from 3.9% to 3.7% in September,
the lowest rate since 1969. The U6
unemployment increased from
7.4% to 7.5%.

— The United States, Mexico, and
Canada reached an agreement on a
new trade deal to replace NAFTA.

The new deal, USMCA, included
provisions aimed towards
protecting the business interests of
North American auto
manufacturers as well as workers’
wages. The deal also partially
opened the Canadian dairy market
to U.S. farmers.

The U.S. imposed 10% tariffs on
$200 billion of Chinese goods on
September 24th, The White House
claimed that the tariff rate will
advance from 10% to 25% at year-
end if no progress is made through
negotiations in the meantime.
China retaliated with tariffs of 10%
on $60 billion of U.S. imports.

As expected, the Federal Open
Market Committee raised the
target range for the fed funds rate
by 0.25%, moving the new range to
2.00%-2.25%. The market implied
odds for an additional December
rate hike were 78%, as of October
8th.

GDP (YoY)

Inflation
(CPI YoY, Core)

Expected Inflation
(5yr-5yr forward)

Fed Funds Target
Range

10 Year Rate

U-3 Unemployment

U-6 Unemployment

Most Recent 12 Months Prior
2.9% 2.1%
6/30/18 6/30/17
2.2% 1.7%
9/30/18 9/30/17
2.2% 2.0%
9/30/18 9/30/17

2.00-2.25% 1.00-1.25%
9/30/18 9/30/17
3.1% 2.3%
9/30/18 9/30/17
3.7% 4.2%
9/30/18 9/30/17
7.5% 8.3%
9/30/18 9/30/17
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GDP growth

Real GDP growth accelerated to 2.9% YoY (4.2% quarterly
annualized rate) in the second quarter, driven in part by fiscal
stimulus. This quarterly growth rate marked the fastest pace
of expansion since the third quarter of 2014.

The consumer was once again the biggest contributor to
growth after a slowdown in the previous quarter. Consumer
spending added 2.6% to the quarterly growth rate. Exports
and business investment also boosted growth — each
contributed 1.1% to GDP growth. However, some of the
increase in exports may have been a result of businesses

U.S. REAL GDP GROWTH (YOY)

attempting to ship goods ahead of pending tariffs, pulling
future growth into the current quarter.

GDP growth was
the highest since
Q3 2014

Although the current expansion is near the longest on
record, it still appears the economy is on solid footing
without many typical signs of late-cycle overheating. While
we are cautious about a potential prolonged economic war
between the U.S. and China, we do not believe the tariffs
that have been implemented thus far will in themselves
create a material drag on the domestic economy. We remain
watchful for any indirect effects on consumer and business
confidence that could lead to a slowdown in activity.

U.S. GDP COMPONENTS
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Source: Bloomberg, as of 6/30/18 Source: BEA, annualized quarterly rate, as of 6/30/18
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Inflation

Inflation has remained relatively muted throughout the globalization has contributed to stable core inflation of
current economic cycle. Headline and core CPI rose 2.2% around 1-3% per annum since the early 1990s.
and 2.3%, respectively over the 12 months ending in

September.

The potential impact of tariffs on inflation has been widely
scrutinized, but it is important to note that the flow-

Although there has been some occasional concern in the through from import prices to consumer prices is
market over a potential spike in inflation, we have yet to ambiguous. The flow-through will depend on numerous
see any sustained pressure on consumer prices. This effect factors including substitution effects and the price

has not been confined to the current cycle. In fact, secular elasticity of demand. At this point, we do not expect a

disinflation caused in part by automation and

U.S. CPI (YOY)

4%
3%

2% M
1%

16%

12%
Sep-16 Feb-18
8%
4%
0%
-4%

Jun-68 Feb-82 Oct-95 Jul-09
—— US CPI Ex Food & Energy —— US CPI

Source: Bloomberg, as of 9/30/18

material increase in inflation due to tariffs.

BREAKEVEN INFLATION RATES INFLATION EXPECTATIONS
2.4% 3 6%
2.0% 2.1% 2.0% 21%
1.8% 19% 5%
1.8%
4%
1.2% 3%
2%
0.6%
1%
0.0% 0%
12 Months Prior 6 Months Prior Sep-18 Dec-02 Nov-05 Nov-08 Oct-11 Oct-14 Sep-17
W 5-Year Breakeven M 10-Year Breakeven ——— US Breakeven 10 Year UMich Expected Change in Price

Source: Bloomberg, as of 9/30/18 Source: Bloomberg, as of 9/30/18
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Labor market

Labor market trends were largely unchanged over the Wage growth remained moderate as average hourly earnings
guarter. The economy continued to add jobs at a fairly steady for private workers rose 2.7% from the previous year in
pace and the U-3 unemployment rate fell further from 4.0%  September. On a real basis, however, wages rose 0.7% YoY,

to 3.7% in September. The broader U-6 unemployment rate in-line with the long-term average since 1970.

also tightened, dropping from 7.8% to 7.5%. This measure

has finally recovered to below its pre-global financial crisis Surging job openings, along with business survey responses,
level, indicating that there may be fewer pockets of labor suggest companies are having a difficult time finding

market slack as potential workers increasingly search for and qualified workers. As of August, there were 7.1 million job

find employment. However, looking at the broadest measure openings compared to only 6.2 million people classified as
of employment — the percentage of Americans currently unemployed.

employed, we are currently at 60%, compared to 63% prior
in 2006. This seems to suggests that labor slack remains.

UNEMPLOYMENT RATE AVERAGE HOURLY EARNINGS (YOY) JOB OPENINGS VS TOTAL UNEMPLOYED
20% 5% 18

7% T 1
16% T 4% 14

Sep-16 Sep-18 £ 15
12% =
3% = 10
8
8%
2% 6
4% 4
1% 2
0% 0
Jun-05 Jun-07 Jun-09 May-11 May-13 May-15 Apr-17 0% Nov-01 Nov-04 Nov-07 Nov-10 Nov-13 Nov-16
(]
—U3 uéb Jan-00 Jul-05 Jan-11 Jul-16 Job Openings Total Unemployed
Source: FRED, as of 9/30/18 Source: Bloomberg, as 9/30/18 Source: Bloomberg, as of 8/31/18
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The consumer

Real consumer spending rose 3.1% from the previous year in
August, in-line with the long-term average over the past 30
years. Conditions facing consumers, including moderate
income gains, a tight labor market, and low interest rates are
still supportive of spending. Despite some evidence that the
U.S. is moving into the later stages of the economic cycle, we
have yet to see big increases in consumer spending, which is
often indicative of overconfidence.

With the 30-year mortgage rate nearing 5%, there have been
increasing concerns over the impact of rising rates on the

REAL CONSUMER SPENDING (YOY)

7% $4.0
Average

6%
5%
4%
3%
2%
1%
0%
-1%
-2%

$3.5
$3.0
$2.5
$2.0
S1.5
$1.0
$0.5

$0.0

NON-HOUSING DEBT BALANCE (TRILLIONS)

cost of living. However, a rise in market interest rates will
impact various types of debt in different ways. For example,
nearly all U.S. mortgage debt issued since the global financial
crisis has been with fixed interest rates. Higher mortgage
rates will have a greater impact on new home buyers, rather
than all homeowners. In fact, household mortgage debt
service fell to a cycle low of 4.2% of disposable income in the
second quarter. On the other hand, interest rates on shorter-
term debt, such as auto and credit card loans, will be much
quicker to reflect changes in market rates.

14%
12%
10%
8%
6%
4%

2%

0%

DEBT SERVICE AS % OF DISPOSABLE INCOME

-3%
Oct-88

Jun-15

Jun-03 Jun-06 Jun-09 Jun-18

m Consumer

Jun-12
B Mortgage

Mar-03
W Auto

Mar-06
M Credit Card

Mar-09 Mar-12 Mar-15

M Student Loan

Mar-18

Oct-98 M Other

Oct-93 Oct-03  Oct-08  Oct-13

Source: Bloomberg, as of 8/31/18 Source: FRBNY, as of 6/30/18 Source: Federal Reserve, as of 6/30/18
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Sentiment

Sentiment readings from both households and businesses for personal finances, wages, and the economy. Consumers and

are incredibly strong. Americans across all income subgroups business are

expressed optimism for the future, according to the The NFIB Small Business Optimism Index reached 107.9 in .

University of Michigan C Sentiment Th ) o confident about
niversity of viichigan Lonsumer sentiment survey. fhe September — the third strongest reading in the 45-year

most often cited concern was U.S. tariffs, which were history of the index. NFIB commented, “In the small the future
mentioned by one third of respondents. Those surveyed
were optimistic about their personal financial situation,
continued economic growth, and low inflation.

business half of the economy, 2018 has produced 45-year
record high measures of job openings, hiring plans, actual job
creation, compensation increases (actual and planned), profit
growth, and inventory investment.” The positive outlook of
The Bloomberg U.S. Weekly Consumer Confidence Index has  small business owners is likely supportive of continued
surpassed its 17-year high of 59.3, reflecting a rosy outlook economic growth.

CONSUMER COMFORT INDEX CONSUMER SENTIMENT NFIB SMALL BUSINESS OPTIMISM INDEX
70 140 1o 110
LENVAVAS,
60 120 90 105
Jun-17 Jun-18 \A
50 100 100
95
40 80
90
30 60
85
20 40
Jul-89  Jul-94  Jul-99  Jul-04  Jul-09  Jul-14 Jun-85 Jun-90 Jun-95 Jun-00 Jun-05 Jun-10 Jun-15 30
Bloomberg US Weekly Consumer Comfort Index U of Michigan Consumer Sentiment Survey May-98 Dec-02 Jul-07 Feb-12 Sep-16
Source: Bloomberg, as of 9/30/18 (see Appendix) Source: University of Michigan, as of 9/30/18 (see Appendix) Source: NFIB, as of 9/30/18 (see Appendix)
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Housing

Single-family home prices appreciated at a strong pace. As borrowing rates have moved back towards pre-2008

of July, the Case-Shiller National Home Price Index was up  levels.

4.7% year-to-date. Over the past 5 years home prices have

risen 5.3% per annum, outpacing wage growth and likely (s home affordability has dropped materially in 2018

creating difficulties for those planning new purchases. and is now back to a level not seen since late 2008. The
30-year fixed mortgage interest rate rose from 4.0% in

Nationwide home prices are now 11% above the previous January to more than 4.7% through the end of September.

high reached in mid-2006. Lower interest rates have Home sales have recently slowed - perhaps a result of less

partially offset rising prices, though this effect is fading as  buyer-friendly conditions.

HOUSING AFFORDABILITY INDEX EXISTING HOME SALES (MILLIONS) U.S. HOME PRICE INDEX
230% 7.5 320
210% 7.0
190% 6.5
' @ 160
170% 60 5
515 &
150% g
5.0 Y
130% 0
4.5 & 8o
110% 4.0
90% 3.5
70% 3.0 40
Mar-90 Mar-95 Mar-00 Mar-05 Mar-10 Mar-15 May-05 May-07 May-09 May-11 May-13 May-15 May-17 Jan-87 Jan-92 Jan-97 Jan-02 Jan-07 Jan-12 Jan-17
Source: Bloomberg, as of 6/30/18 Source: Bloomberg, SAAR, as of 8/31/18 Source: Case-Shiller National Home Price Index, as of 7/31/18
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International economics summary

— The U.S., Mexico, and Canada
reached an agreement on a trade
deal to replace NAFTA. The new
U.S.-Mexico-Canada Agreement
(USMCA) involves few material
changes to NAFTA, but the terms
appear mildly more favorable for
U.S. businesses.

— U.S. negotiations with China, its
largest trading partner, continued
with little apparent progress. The
U.S. imposed 10% tariffs on $200
billion of Chinese goods on
September 24th, The White House
claimed that the tariff rate will
advance from 10% to 25% at year-
end if no progress is made in the
meantime. China responded with
retaliatory tariffs of 10% on $60
billion of U.S. imports.

— Trade negotiations with other
trading partners appear to be
mostly resolved, easing concerns of
a global trade war.

— Developed market economies are
expected to grow less quickly in the
coming years, while emerging
economy growth rates are
expected to rise.

— PMI readings around the globe
have weakened during 2018, led by
the Eurozone. U.S. PMIs remain
very high, indicating expansion in
the manufacturing and services
sectors.

— The Italian coalition government
sparred with the European
Commission over its fiscal spending
plans. Fading ECB stimulus will
likely lift interest rates on European
bonds, creating doubts around the
sustainability of Italy’s debt.

— The U.S. dollar appreciated by 1%
during the quarter. A stable dollar
would help dampen the volatility of
unhedged equity investments,
particularly in emerging markets
where currency moves have been
larger.

-
Verus”’

GDP Inflation
Area (Real, YoY) (CPI, YoY) Unemployment
United States 2.9% 2.7% 3.8%
6/30/18 8/31/18 9/30/18
2.1% 2.1% 8.3%
e 6/30/18 9/30/18 6/30/18
Japan 1.3% 1.3% 2.4%
6/30/18 8/31/18 6/30/18
BRICS 5.8% 2.5% 5.5%
Nations 6/30/18 6/30/18 6/30/18
. 1.0% 4.5% 12.2%
Brazil 6/30/18 9/30/18 9/30/18
Srasls 1.9% 3.4% 4.6%
6/30/18 9/30/18 8/31/18
India 8.2% 3.7% 8.8%
6/30/18 8/31/18 12/31/17
i 6.7% 2.3% 3.8%
6/30/18 8/31/18 6/30/18
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International economics

While U.S. economic growth improved, international growth
remained moderate. In the Eurozone, real GDP rose 2.1% YoY
in Q2, down from 2.4% in Q1. In addition to slowing growth,
political uncertainty in Italy and less stimulus from the
European Central Bank has clouded the economic outlook.
The political situation in Italy highlights the problems caused
by an uneven recovery across the Eurozone. While the
French and German economies may be in a position to
withstand monetary tightening, it does not appear that this
is the case in places such as Italy, Spain, and Portugal.

REAL GDP GROWTH (YOY)
L 10%
8% 8%

6%

4% 2%

0% =

0%

-4%
2%

INFLATION (CPI YOY)

Political issues have also created much uncertainty in the
United Kingdom with the March 2019 deadline for a Brexit
deal fast approaching. Theresa May’s initial plan was rejecte
by the European Union, and it appears both sides have at
least considered how to move forward without a deal.

Synchronized
g global growth
has moderated

Developed international inflation remains well below central
bank targets, which may provide greater flexibility for
management of these economic imbalances.

UNEMPLOYMENT RATE
14%

12%
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8% N\
6% / \} \J/\\
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-8% -4%
Mar-95 Jan-99 Oct-02 Aug-06 Jun-10 Apr-14 Jan-18 Jun-02 Apr-06 Feb-10 Dec-13 Oct-17 Dec-03 Jan-06 Feb-08 Feb-10 Mar-12 Apr-14 Apr-16 May-18
U.s. Japan Eurozone BRICS —Us. Japan China U.K. Eurozone —UsS. Eurozone Japan BRICS
Source: Bloomberg, as of 6/30/18 Source: Bloomberg, as of 8/31/18 Source: Bloomberg, as of 8/31/18 or most recent release
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Italian debt ownership

2.5

Trillions of Euros

Dec-88 Dec-91

Source: Bank of Italy, as of 6/30/18
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Dec-15

European
banks have
helped
suppress
Italian bond
yields

This support
may be
dwindling as
central bank
stimulus ends
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Emerging economies

Several events over the quarter helped lead to broad weakness
in emerging markets assets and to investor concerns about
contagion, including a 25% plunge in the Turkish lira in August
and Argentina securing a $50 billion bailout from the IMF.
Contagion events in EM economies, such as the Asian financial
crisis in the 1990s, have been characterized by a trigger event
that caused mass capital outflows, currency depreciation, rising
domestic interest rates, and eventually recession. These
economies have withstood multiple recent shocks, but the last
serious emerging market contagion occurred nearly 20 years
ago. This likely reflects material changes in these economies
that have made them more resilient to exogenous events.

EMERGING VS. DEVELOPED ECONOMY REAL GDP GROWTH (YOY)
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-2%
-4%
-6%
-8%

First, the development of local savings institutions has created
a marginal buyer of debt when foreign investors sell that has
helped combat interest rate shocks. Second, more emerging
economies have moved to flexible exchange rate systems and
accumulated significant FX reserves, which gives them more
control to slow currency depreciation. Third, many emerging
markets have trimmed their reliance on foreign capital,
particularly in terms of hard currency debt. Overall, we believe
emerging economies remain on solid footing, and provide
investors with opportunities in both the short- and long-term.

Economic
contagion fears
seem overblown

FX RESERVES (% OF GDP)

50%
45%
40%
35%
30%

25%

20%

15%

10%
5% l
0%

Jun-95 Jun-97 Jun-99 Jun-01 Jun-03 Jun-05 Jun-07 Jun-09 Jun-11 Jun-13 Jun-15 Jun-17 Thailand Malaysia  China Korea Russia Brazil India Mexico South
Afri
EM Growth Premium Emerging Developed MW Current 20-Year Average e
Source: IMF, as of 6/30/18 Source: IMF, GDP as of 6/30/18, FX reserves as of 8/31/18
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U.S.-China trade

Following the successful renegotiation of NAFTA, the Trump As the conflict between the two side continues to drag on, it The U.S.-China
Administration has clearly focused in on U.S. and China trade appears that this may be more than just a trade war. Recent .

terms. The U.S. implemented 10% tariffs on an additional $200  developments, including U.S. sanctions on Chinese military conflict appears
billion of Chinese imports that may rise to a 25% rate at the leaders and naval run-ins in the South China Sea, point towards to be about more
beginning of next year if no progress is made in the meantime.  a much broader struggle centered around global hegemony. than just trade

China responded with retaliatory tariffs of 5-10% on $60 billion  U.S. policy focused on confronting China’s rise as a world

of U.S. imports. Based on equity market reactions to this point, power would represent a marked break from the past and

and the growing divide between U.S. and China market widen the potential outcomes. If this is the case, the chances of
performance, it appears investors may be more concerned with a trade deal may be lower, and even the conclusion of a

the impact of trade on China. Chinese equities are down more  successful trade deal may not be a safe indicator of a return to
than 30% from their recent peak in January, while U.S. equities  stable relations between the two countries.

have moved steadily higher.

U.S. IMPORTS SUBJECT TO TARIFFS ($ BILLIONS)

Proposed: $880

1000
Implemented: $306
750
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250 f"
o f—]
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Source: Verus, as of 9/30/18, only includes recently proposed or implemented tariffs

1-YEAR EQUITY PRICE MOVEMENT (INDEXED TO 100)
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U.S. trade

U.S. TRADING PARTNERS (SBILLIONS)

U.S.

China negotiations
Canada have focused on
Mexico our largest

Japan I trade partners

S‘:h:y — NAFTA will be
—— replaced by the
United Kingdom I U.S.-Mexico-
France INNNIEEGEGN Canada
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Taiwan (NN
Brazil [N
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o
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Source: U.S. Census Bureau, year 2017
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Interest rate environment

— The Federal Reserve raised the also stated that bond purchases of Area Short Term (3M) 10 Year
target range for the fed funds rate $30 billion euros per month would United Stat 5 19% 3.06%
by 0.25%, to a range of 2.00%- be cut in half beginning in nited States e R
2.25%. The odds for a December October, and would stop

. ’ G 0.56% 0.47%

rate hike were 78%, as of October altogether at the end of the year. ermany ( ‘) °
8th.

— The yield spread between Italian France (0.56%) 0.80%

— Fixed income yields around the and German 10-year bonds has )

. . . . . o Spain (0.39%) 1.50%
world moved slightly higher during exhibited significant volatility
the quarter. The US Treasury yield followmg Italy’s polltlcal.shake'up Italy 0.01% 3.15%
rose to a 7-year high of 3.23%, in the second quarter. Discussions
r_el'gnlt'mg investor concerns over argund compliance with European Greece 1.12% 4.18%
rising interest rates. The spread Union budget rules, and the
between 2- and 10-year yields has general fear that Italy may push UK. 0.77% 1.57%
remained steady at around 30 bps. either for structural monetary

policy changes, or to leave the Japan (0.13%) 0.13%

— In September, the European Eurozone, contributed to a
Central Bank Ieft |nte.rest ra'FES tumultuous quarter. Austra“a 189% 267%
unchanged, and confirmed its
intent to leave rates at current — Emerging market local and hard china 2.97% 3.63%
levels “at least through the yields were rangebound in Q3, but
summer of 2019, and in any case remained elevated due to Brazil 6.58% 11.76%
for as long as necessary to ensure continued idiosyncratic risks in
the continued sustained countries such as Turkey and Russia 7.02% 8.69%
convergence of inflation to levels Argentina.

that are below, but close to, 2%

over the medium term.” The ECB
Source: Bloomberg, as of 9/30/18
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Yield environment

U.S. YIELD CURVE
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Fed tightening vs. expectations

The market raised its expectations for further Fed tightening  expectations. From 2010 to 2015, the market consistently
during the quarter. Investors are now pricing in a fourth rate  overestimated when and by how much the Fed would hike
hike in December, but only two more through the end of rates. However, beginning in 2016 the Fed has been more
2020, which would bring the fed funds rate to near 3%. aggressive than the market expected. Given the current
Meanwhile, Fed officials have communicated a slightly more  differences between market pricing and Fed expectations,
aggressive path of tightening with expectations to increase this trend has the potential to continue, which would likely
the benchmark interest rate to 3.4% by the end of 2020. act as a headwind to financial asset prices. However, it is
important to remember that official guidance from the Fed
dot plot assumes that economic conditions unfold as
expected. Based on the uncertain future state of the
economy, the Fed may be cautious relative its current
expectations.

Over the past few years, there has been an interesting shift
in how Fed policy has come in relative to market

FED FUNDS RATE VS. MARKET EXPECTATIONS FED FUNDS EXPECTATIONS AT YEAR-END
8% 4.0%
359 1o 3.4%

2.9%

0,
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0
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. ’,v’,‘// )
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0.0%

Fed Funds Rate ====- 2011 @ ee—-- 2012 @ 0 ee——-- 2013 2018 2019 2020

----- 2014 ====-2015 -===-2016 2017
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Source: Bloomberg, as of 9/30/18, dotted lines are forward pricing at the start of the year Source: Bloomberg, Federal Reserve, as of 10/8/18

Investment Landscape

77
VBI’U.S7 4th Quarter 2018



Credit environment

Spreads in both bank loans and high yield credit are well below  U.S. high yield option-adjusted spreads tightened to a decade  (redit Spreads

their historical averages. Loans are outperforming high yield low in September, despite concerns over a global growth are tight
bonds for only the second time in the last 13 years. Bank loans  slowdown, rising U.S. Treasury yields, and a volatile landscape h
have limited duration risk due to their floating-rate nature, in emerging markets. The asset class generated a 2.4% total across the
which is a quality that some investors have seen as attractive return over the quarter. capltal
due to the rising rate story. However, credit quality in bank structure
loans has deteriorated throughout the cycle as covenant-lite Based on low interest rates and tight spreads, we do not
loans have dominated new issuance. While bank loans offer believe investors are being properly compensated for credit risk
interest rate protection and a small spread premium over high 314 recommend an underweight to U.S. investment and high
yield, investors may be paying for this by taking greater yield credit.
downside risk.
SPREADS HIGH YIELD SECTOR SPREADS (BPS)
20% 1500 Credit Spread Credit Spread
Market (OAS 9/30/18) (1 Year Ago)
. 1200 o US
© ong o o
900 Corporate 1.5% 1.5%
10% 600
US Aggregate 1.0% 1.0%
300
5% /J/\% . US High Yield 3.2% 3.5%
Sep-12  Sep-13  Sep-14 Sep-15 Sep-16 Sep-17 Sep-18
0% US Bank Loans* 3.7% 4.2%
Dec-00 Dec-04 Dec-08 Dec-12 Dec-16 Bloomberg US HY Energy USD HY ConsDisc. OAS
USD HY Financials Snr OAS USD HY Comm. OAS
Barclays Long US Corp. Barclays US Agg. USD HY Comm. OAS USD HY Materials OAS
Barclays US HY Bloomberg US HY Energy USD HY Technology OAS USD HY Industrial OAS
—— G Energy USD HY HealthCare OAS USD HY ConsStaple OAS
Source: Barclays, Bloomberg, as of 9/30/18 Source: Bloomberg, as of 9/30/18 Source: Barclays, Credit Suisse, Bloomberg, as of 9/30/18
*Discount margin 4-year life
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Issuance and default

Default activity has been low and stable in the U.S. credit
market. The par-weighted default rate remains below its
long-term average of 3.0-3.5%, currently at 2.0% for high
yield bonds. Total default activity in the last six months
encompassed five defaults and $3.8 billion in affected bonds
and loans, the lightest volume over a six-month period since

June 2011.

Senior loan and high yield markets have essentially
recovered from a wave of defaults seen in 2015-2016,
generated from the energy and metals/mining sectors.

HY DEFAULT TRENDS (ROLLING 1 YEAR)
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Jan-18

Recovery rates for high yield bonds have vastly improved
since that time.

High yield new issue activity has totaled $175 billion so far
this year, which is down 35% over the same period a year
ago. Meanwhile, issuance in leveraged loans totaled $611
billion year-to-date. Notably, repricing activity represents
38% of total volume. New issue spreads continue to
compress with strong demand supported by significant retail
and institutional inflows into both high yield and senior loan
asset classes, as well as CLO formation.

HY SECTOR DEFAULTS (LAST 12 MONTHS) GLOBAL ISSUANCE (BILLIONS)
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Source: BofA Merrill Lynch, as of 9/30/18 — par weighted

Source: Bloomberg, BofA Merrill Lynch, as of 9/30/18
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Equity environment

— U.S. equities delivered strong
returns during the quarter (S&P
500 +7.7%), and have
outperformed year-to-date. We
remain concerned about the large
valuation difference between U.S.
and international equities, though
the relatively positive outlook for
the domestic economy should
justify some of the valuation
difference.

— Emerging market equities
delivered slight losses in Q3, but
seem to have stabilized as
currency depreciation subsided
(MSCI Emerging Markets Index
-1.1%, JP Morgan EM Currency
Index -1.6%). Many emerging
market currencies have
rebounded from their lows. We
maintain a positive outlook on
emerging market equities.

— Developed non-U.S. equities have
remained range bound following
the selloff in the first quarter.
International equity performance

outside of emerging markets has
been flat (MSCI EAFE +1.4%
unhedged, +2.9% hedged).

Another strong quarter of U.S.
corporate earnings is expected in
Q3 on both an absolute and
relative basis. S&P 500 earnings
and revenue growth is expected
to be 19.3% and 6.9% YoY,
respectively. Earnings growth in
2019 is expected to be 10.2% YoY.

Large cap equities (Russell 1000
7.4%) outperformed small cap
(Russell 2000 3.6%) during the
guarter. Value stocks lagged
growth by a similar margin
(Russell 1000 Value 5.7% vs.
Russell 1000 Growth 9.2%).

— The performance gap between

growth and value equities
widened further in Q3. The
differential continued to be driven
by strong returns generated by
large names in the tech sector.

1 YEAR TOTAL
QTD TOTAL RETURN  YTD TOTAL RETURN RETURN
(unhedged) (hedged) (unhedged) (hedged) (unhedged) (hedged)
L(J:uﬁ;ﬁelggoﬁ 7.4% 10.5% 17.8%
Uéij;ﬂ'ggg; 3.6% 11.5% 15.2%
US Large Value
(Russell 1000 5.7% 3.9% 9.5%
Value)
US Large Growth
(Russell 1000 9.2% 17.1% 26.3%
Growth)
International
Large 1.4% 2.9% 0.1% 2.9% 2.7% 7.1%
(MSCI EAFE)
Eurozone

(Euro Stoxx 50)

U.K.
(FTSE 100)

Japan
(NIKKEI 225)

Emerging
Markets
(MSCI Emerging
Markets)

(0.2%)  1.2%  (2.5%)  1.6%

(1.8%)  (0.2%) (2.7%)  2.0%

6.2% 8.7% 6.8% 7.4%

(1.1%) (0.2%) (7.7%) (3.8%)

Source: Russell Investments, MSCI, STOXX, FTSE, Nikkei, as of 9/30/18

(4.6%)

19.7%

(0.3%)

3.2% 7.4%

20.7%

(0.8%) 1.9%
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Domestic equity

U.S. equities delivered strong returns during the quarter Another strong quarter of U.S. corporate earnings is U.S. equjtjes
(S&P 500 +7.7%), and have outperformed year-to-date. expected in Q3 on both an absolute and relative basis. have risen with
Fears of trade conflict crowded the headlines, with the S&P 500 earnings and revenue growth are expected to be . th
focus nearly all on China as the U.S. successfully concluded 19.3% and 6.9% YoY, respectively. Earnings growth in 2019 earnings grow
negotiations with other trading partners. Equity markets is expected to be 10.2% YoY. If analyst forecasts are as and strong
on both sides have generally rallied on news of potential overly optimistic as they typically are, this would put 2019 fundamentals,
resolution, though the performance gap between U.S. and earnings growth at a more average rate of 5-6%. While despite trade
Chinese equities has trended wider. Trade frictions will average earnings growth can be conducive to moderate CONCETNS
likely remain a headwind to performance. positive equity returns, current relatively high valuations
could case concerns once growth rates decelerate.
U.S. EQUITIES CALENDAR YEAR EARNINGS GROWTH S&P 500 PRICE & EARNINGS
10000 25% 125
21.0%
9000 20% 120
0 115
8000 15% 13.6% 11.9%
10.2% 110
10%
et 64% s5.99 ©8% 105
5%
6000 0.5% 100
0% —o - o5
5000 b Oct-17 Dec-17 Jan-18 Mar-18 May-18 Jul-18  Sep-18
Jul-14 Jul-15 Jul-16 Jul-17 Jul-18 -5%
Russell 3000 2011 2012 2013 2014 2015 2016 2017 2018E 2019E S&P 500 Price EPS
Source: Russell Investments, as of 9/30/18 Source: FactSet, as of 10/12/18 Source: Bloomberg, as of 9/30/18
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Domestic equity size & style

Large cap equities (Russell 1000 7.4%) outperformed small

and away the best performing sectors over the past year.

cap equities (Russell 2000 3.6%) during the quarter.

Growth stocks outpaced value stocks by a similar margin
(Russell 1000 Growth 9.2% vs. Russell 1000 Value 5.7%).

Differences between sector composition in large-cap style
benchmarks have explained much of the recent growth
outperformance. Nearly 50% of the Russell 1000 Growth

Size and value factor performance continues to frustrate
investors. While the extent of underperformance is not
anomalous, it may be testament to the long-term nature
of factor investing. Unless an investor believes that these
risk premia no longer exist, maintaining exposure and
avoiding capitulation should be the primary goal.

Index is in the more cyclical Information Technology and
Consumer Discretionary sectors, which have been by far

SMALL CAP VS LARGE CAP (YOY)
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International developed equity

Unhedged international equities underperformed U.S. Regional divergence in earnings remained a story in Q3. Year-
equities during Q3 (MSCI EAFE +1.4% vs. S&P 500 +7.7%). On  over-year growth in forward earnings reached 23% for U.S.

a currency hedged basis, international equities delivered equities, while estimates fell from 14% to 9% in emerging
returns of 2.9%. markets and from 12% to 10% in international developed

markets, according to MSCI estimates.

Currency movement continued to create losses for unhedged

equity investors. U.S. investors that hedged their Differences in forward P/E multiples between U.S. and non-

international equity exposure outperformed their unhedged  U.S. equities remained high. At quarter-end, this valuation

peers by approximately 5% year-to-date (MSCI EAFE Index). gap relative to international developed equity ranked in the
96t percentile since 2005. The U.S.-EM valuation gap ranked
in the 89t percentile over the same period.

EFFECT OF CURRENCY (1-YEAR ROLLING) EARNINGS GROWTH (YOY) FORWARD P/E SPREADS RELATIVE TO U.S.
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Emerging market equity

Emerging market equities delivered a slight loss in Q3 but
seem to have stabilized as currency depreciation subsided
(MSCI Emerging Markets Index -1.1%, JP Morgan EM
Currency Index -1.6%). Many of these currencies have
rebounded from their lows.

Developed markets are expected to grow less quickly in
the coming years while emerging economic growth is
expected to rise. A positive growth premium of emerging
economies relative to developed economies has

EQUITY PERFORMANCE (3YR ROLLING)
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historically acted as a tailwind for EM outperformance.

We believe positive emerging economy growth trends,
attractive valuations, a strong earnings environment, and
depressed currencies should provide an environment of
strong relative equity performance across these markets.
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though volatility
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Emerging market currency movement

Currency moves across most of EM are in-line with DM (~5% depreciation)
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Equity valuations

Forward equity P/E multiples moved lower during the quarter  Looking at markets through our carry, value, trend, and macro
and year-to-date as strong earnings growth expectations came lens, carry and value have improved through lower prices and

to fruition. We remain concerned about the large valuation higher underlying earnings. Trend has flattened out in
difference between U.S. and international equities, though international markets as equity performance has been

the relatively positive domestic economic outlook and strong  rangebound year-to-date. The macro environment has
expected earnings growth through year-end should justify weakened outside the U.S., with economic data indicating a
some of the valuation difference. However, because a more average backdrop.

significant portion of U.S. earnings outperformance has been
due to a one-time tax cut, it may become more difficult to
justify the valuation disparity beyond 2018.

FORWARD P/E RATIOS MOMENTUM (1YR) VALUATION METRICS (3-MONTH AVERAGE)
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Source: MSCl, as of 9/30/18 Source: Standard & Poor’s, MSCI, as of 9/30/18 Source: Bloomberg, as of 9/30/18 - trailing P/E
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Equity volatility

U.S. equity volatility remains muted. The VIX index ranged
from 11 to 16 for the entirety of the quarter. Despite such
an extended period of below-average volatility, it may be

helpful to remember that the VIX Index has averaged 19.3
since 1990. Volatility has remain depressed or elevated for

extended periods of time.

Stories of idiosyncratic emerging market crises dominated  (Global equity
news headlines over the quarter. However, emerging
market equity volatility is at an average level (MSCI EM). At
the end of the third quarter, the one-month implied
volatility of the index was 17.1%, slightly below its three- ~ aV€rage

volatility
remained below

year average of 18.5%. In Q3, the MSCI EM Index fell 1.1%,
bringing the year-to-date decline to 7.7%.

Realized volatility of the S&P 500 was below average at
9.1%. International equities have also exhibited muted
volatility (MSCI EAFE 9.1%, MSCI Emerging Markets

13.3%).
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Long-term equity performance

3000
2500

2000

Growth of $1,000

1500

1000

Sep-08 Sep-10 Sep-12

Sep-14 Sep-16
e S&P 500 ——— Russell 2000 = MSCI EAFE =~ =====- MSCI EAFE Small Cap ~ =====- MSCI EM

------ MSCI ACWI

Source: Morningstar, as of 9/30/18

_,77 Investment Landscape
Verus 4th Quarter 2018



Other assets

-
Verus”’

Investment Landscape
4th Quarter 2018

35



Currency

The U.S. dollar appreciated 1% during the quarter on a trade- push up the value of the dollar. Because foreign currencies The U.S. dollar
weighted dollar basis. A stable dollar going forward would have been positively correlated with equity markets, these

help dampen the volatility of unhedged equity investments, movements have added to total volatility. materlglly

particularly in emerging markets where currency moves have appreqlated,

been larger. Some of the worst performing emerging market  \yide short-term interest rate differentials between the U.s. ~ T€VErSINg a

currencies have partially recovered from 2" quarter losses.  and the rest of the world have created a tailwind for those multi-year

hedging U.S. dollar exposures. For example, based on current  downtrend

Major currencies have fluctuated widely relative to the U.S. FX forward pricing, an investor would lock in an annualized

dollar in 2018. Most currencies strengthened through the gain of 3.3% when hedging the euro, which is typically the

first quarter, but this trend reversed when international biggest foreign currency exposure in portfolios.

economic growth began to show weakness, which helped

U.S. DOLLAR TRADE WEIGHTED INDEX USD MOVES VS MAJOR CURRENCIES ANNUALIZED FX HEDGING COSTS (GAINS)
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Source: Federal Reserve, as of 9/30/18 Source: Verus, Bloomberg, as of 9/30/18 Source: Bloomberg, as of 9/30/18, based on 3-month FX forwards
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Alternative beta

Alternative beta strategies have suffered sharp losses so far ~ drawdown in the value factor is within normal bounds based
this year, near a two standard deviation downside event for on history, but it has been the longest on record. Momentum
many strategies based on historical returns and volatility. in U.S. equities has performed well, but this has not been

Returns from managers we follow were better in the third enough to offset negative value returns.

guarter, but most strategies are still digging out of a hole
created in the first two quarters of the year. Factor exposure,
in particular equity value, can help explain some of the poor
performance. The long drawdown in the value factor has
come at a time when other factors that are often relied on in
alt beta strategies, including trend-following and short
volatility, have also experienced losses. The magnitude of the

U.S. MARKET NEUTRAL FACTOR PERFORMANCE (12-MONTH ROLLING)
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We reiterate our belief that alternative beta strategies are
not “broken” per se, but instead have reflected extreme
drawdowns in some factors and muted returns in others. We
will continue to closely monitor these strategies and engage
in frequent discussions with managers.
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Hedge funds

Hedge funds delivered modestly positive results across Within the fixed income markets, managers that focused on
strategies in Q3 (HFRI Fund Weighted Composite +0.6%). the credit and asset-backed securities sectors, in aggregate,
Equity-focused managers had mixed results. Funds were up about +1.5% for the quarter. Most other fixed
specializing in health care (+5.0%) stood out as strong income focused investment styles were modestly positive to
performers. At the beginning of the quarter, growth-oriented flat for the period. Due to the relatively tight credit spreads,
managers had enjoyed a run of favorable results relative to many credit-oriented managers are now carefully allocating
value-oriented peers dating back to Q4 2017. Growth capital to idiosyncratic long positions to protect against

manager results relative to peers suffered as a narrow set of  downside losses from a potential increase in spreads.
high growth equity names sold off in the quarter. Many other

equity-focused managers were marginally positive or flat.

Emerging market fund results ranged from small losses in

Latin America to significant losses in China and India.

GROWTH VS VALUE BIAS IN LONG-SHORT EQUITY MANAGERS (1-YR
HFRI HEDGE FUND STYLE PERFORMANCE ROLLING PERFORMANCE)
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Private markets

Deals increased in buyouts and venture; multiples are steady; buyout

fundraising has slowed

— Buyout activity has continued to increase in 2018. Through the third quarter buyouts are up 25% and 24% when measured by dollar value and number of
transactions, respectively. The size of the average buyout is virtually unchanged from 2017 (5142 million). Unlike deal flow, fund capital raising has
slowed from the peaks of 2017. Only 143 buyout funds representing $121 billion closed so far this year, down from 184 funds representing $178 billion
through the same period last year. Trailing-twelve-month funds raised is down 25% from a record $224 billion in 2017.

— Buyout multiples are largely unchanged from 2017. Average EV/EBITDA is 11.9x through September 30, 2018 (down from 12.1x in 2017) with debt
multiples averaging 5.7x through the third quarter. Debt as a percentage of transaction value remains at 50%, which is down from 60% in 2013.

— Venture capital fundraising and deal volumes continue to set records. $32 billion of venture capital has been raised in the U.S. through the first 9 months
of 2018, an increase of 33% over the same period last year. Similarly, venture deals are up 37%. In fact, year-to-date venture deal volume (584 billion)
exceeds the record of $82 billion that was set in 2017.

— Balancing high deal multiples and a growing number of deals against a slowdown in fundraising, we advocate selectivity in fund investments.

BUYOUTS DEAL VOLUME & CAPITAL RAISED

TRANSACTION MULTIPLES

VENTURE DEAL VOLUME & FUNDRAISING
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Periodic table of returns

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 YTD 5-Year 10-Year
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Source Data: Morningstar, Inc., Hedge Fund Research, Inc. (HFR), National Council of Real Estate Investment Fiduciaries (NCREIF). Indices used: Russell 1000, Russell 1000 Value, Russell 1000 Growth, Russell 2000,
Russell 2000 Value, Russell 2000 Growth, MISCI EAFE, MSCI EM, BBgBarc US Aggregate, T-Bill 90 Day, Bloomberg Commodity, NCREIF Property, HFRI FOF, MSCI ACWI, BBgBarc Global Bond. NCREIF Property Index

performance data as of 6/30/18.
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Major asset class returns

ONE YEAR ENDING SEPTEMBER

TEN YEARS ENDING SEPTEMBER
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S&P 500 sector returns

THIRD QUARTER

ONE YEAR ENDING SEPTEMBER

_ 14.5% Health Care _ 32.5% Consumer Discretionary
_ 10.0% Industrials _ 31.5% Information Technology
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Detailed index returns

DOMESTIC EQUITY FIXED INCOME

Month QTD YTD 1Year 3Year 5Year 10Year Month QTD YTD 1Year 3Year 5Year 10Year
Core Index Broad Index
S&P 500 0.6 7.7 10.6 17.9 17.3 13.9 12.0 BBgBarc US TIPS (1.1)  (0.8)  (0.8) 0.4 2.0 1.4 33
S&P 500 Equal Weighted 0.1 5.4 7.3 13.9 15.4 12.5 13.1 BBgBarc US Treasury Bills 0.2 0.5 1.3 1.5 0.8 0.5 0.4
DJ Industrial Average 2.0 9.6 8.8 20.8 20.5 14.6 12.2 BBgBarc US Agg Bond (0.6) 0.0 (1.6) (1.2) 1.3 2.2 3.8
Russell Top 200 0.8 8.4 11.7 19.3 18.1 14.5 12.0 Duration
Russell 1000 0.4 7.4 10.5 17.8 17.1 13.7 121 BBgBarc US Treasury 1-3 Yr (0.1) 0.2 0.2 (0.0) 0.4 0.6 1.1
Russell 2000 (2.4) 3.6 11.5 15.2 17.1 11.1 11.1 BBgBarc US Treasury Long (3.0) (2.9) (5.8) (3.6) 0.7 4.4 5.5
Russell 3000 0.2 7.1 10.6 17.6 17.1 13.5 12.0 BBgBarc US Treasury (0.9) (0.6) (1.7) (1.6) 0.2 1.3 2.7
Russell Mid Cap (0.6) 5.0 7.5 14.0 14.5 11.7 12.3 Issuer
Style Index BBgBarc US MBS (0.6) (0.1) (1.1) (0.9) 1.0 2.0 33
Russell 1000 Growth 0.6 9.2 17.1 26.3 20.6 16.6 14.3 BBgBarc US Corp. High Yield 0.6 2.4 2.6 3.0 8.1 5.5 9.5
Russell 1000 Value 0.2 5.7 3.9 9.5 13.6 10.7 9.8 BBgBarc US Agency Interm (0.2) 0.2 0.0 (0.3) 0.6 1.1 2.2
Russell 2000 Growth (2.3) 5.5 15.8 21.1 18.0 12.1 12.7 BBgBarc US Credit (0.3) 0.9 (2.1) (1.1) 3.0 3.4 5.9
Russell 2000 Value (2.5) 1.6 7.1 9.3 16.1 9.9 9.5
INTERNATIONAL EQUITY OTHER
Broad Index Index
MSCI ACWI 0.4 43 3.8 9.8 13.4 8.7 8.2 Bloomberg Commodity 1.9 (2.0) (2.0) 2.6 (0.1) (7.2) (6.2)
MSCI ACWI ex US 0.5 0.7 (3.1) 1.8 10.0 4.1 5.2 Wilshire US REIT (2.8) (5.4) 2.2 4.0 7.1 9.2 7.4
MSCI EAFE 0.9 1.4 (1.4) 2.7 9.2 4.4 5.4 CS Leveraged Loans 0.7 4.4 4.4 5.6 5.4 4.4 5.8
MSCI EM (0.5) (1.1) (7.7) (0.8) 12.4 3.6 5.4 Alerian MLP (2.0) 7.0 5.2 3.3 3.9 (2.8) 10.0
MSCI EAFE Small Cap (0.7) (0.9) (2.2) 3.7 12.4 8.0 9.7 Regional Index
Style Index JPM EMBI Global Div 1.5 2.3 (3.0) (1.9) 6.0 5.4 7.5
MSCI EAFE Growth (0.2) 1.5 0.6 5.8 10.3 5.6 6.2 JPM GBI-EM Global Div 2.6 (1.8) (8.1) (7.4) 5.2 (1.7) 2.7
MSCI EAFE Value 2.1 1.2 (3.5) (0.4) 8.1 3.1 4.5 Hedge Funds
Regional Index HFRI Composite (0.2) 0.6 .5 4.1 5.4 4.1 4.6
MSCI UK 1.8 (1.7) (2.7) 2.9 6.2 2.2 4.9 HFRI FOF Composite (0.0) 0.4 1.2 3.3 3.4 3.2 2.6
MSCI Japan 3.0 3.7 1.6 10.2 12.1 6.8 6.0 Currency (Spot)
MSCI Euro (0.1) (0.4) (3.6) (3.2) 8.5 3.9 3.4 Euro (0.2) (0.5) (3.3) (1.8) 1.3 (3.0) (1.9)
MSCI EM Asia (1.7)  (1.8) (6.8) 1.0 13.5 6.7 8.2 Pound 0.3 (1.2)  (3.6) (2.8) (49  (4.2) (3.1)
MSCI EM Latin American 4.7 4.8 (6.9) (9.1) 13.7 (2.3) 0.7 Yen (2.4) (2.5) (0.8) (0.9) 1.8 (2.9) (0.7)

Source: Morningstar, HFR, as of 9/30/18
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Definitions

Bloomberg US Weekly Consumer Comfort Index - tracks the public’s economic attitudes each week, providing a high-frequency read on consumer sentiment. The index, based on cell and landline telephone interviews with a
random, representative national sample of U.S. adults, tracks Americans' ratings of the national economy, their personal finances and the buying climate on a weekly basis, with views of the economy’s direction measured
separately each month. (www.langerresearch.com)

University of Michigan Consumer Sentiment Index - A survey of consumer attitudes concerning both the present situation as well as expectations regarding economic conditions conducted by the University of Michigan. For
the preliminary release approximately three hundred consumers are surveyed while five hundred are interviewed for the final figure. The level of consumer sentiment is related to the strength of consumer spending.
(www.Bloomberg.com)

NFIB Small Business Outlook - Small Business Economic Trends (SBET) is a monthly assessment of the U.S. small-business economy and its near-term prospects. Its data are collected through mail surveys to random samples
of the National Federal of Independent Business (NFIB) membership. The survey contains three broad question types: recent performance, near-term forecasts, and demographics. The topics addressed include: outlook,
sales, earnings, employment, employee compensation, investment, inventories, credit conditions, and single most important problem. (http://www.nfib-sbet.org/about/)

Notices & disclosures

Past performance is no guarantee of future results. This report or presentation is provided for informational purposes only and is directed to institutional clients and eligible institutional counterparties only and should not
be relied upon by retail investors. Nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation to buy, sell or hold a security or pursue a particular investment vehicle or any trading strategy.
The opinions and information expressed are current as of the date provided or cited only and are subject to change without notice. This information is obtained from sources deemed reliable, but there is no representation
or warranty as to its accuracy, completeness or reliability. Verus Advisory Inc. expressly disclaim any and all implied warranties or originality, accuracy, completeness, non-infringement, merchantability and fitness for a
particular purpose. This report or presentation cannot be used by the recipient for advertising or sales promotion purposes.

The material may include estimates, outlooks, projections and other “forward-looking statements.” Such statements can be identified by the use of terminology such as “believes,” “expects,” “may,” “will,” “should,”
“anticipates,” or the negative of any of the foregoing or comparable terminology, or by discussion of strategy, or assumptions such as economic conditions underlying other statements. No assurance can be given that
future results described or implied by any forward looking information will be achieved. Actual events may differ significantly from those presented. Investing entails risks, including possible loss of principal. Risk controls
and models do not promise any level of performance or guarantee against loss of principal.

“VERUS ADVISORY™ and any associated designs are the respective trademarks of Verus Advisory, Inc. Additional information is available upon request.
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