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Visit: https://www.verusinvestments.com/insights/

Annual outlooks

REAL ASSETS OUTLOOK

Inflation fears have been subdued in the
market over the past year. Both core CPI
and headline CPI have been declining over
the past nine months and came in at 2.0%
and 1.9%, respectively, in March. Over the
past twelve months, core CPI has ranged
between 2.0 and 2.3%, near the Fed’s
inflation target. At this stage of the market
cycle, we view the risk of deflation from an
economic slowdown to be of greater
concern than unanticipated inflation.

Topics of interest

A PRACTICAL UNDERSTANDING OF LDI

For corporate pension plans, LDI can be an
effective way to reduce the range of
outcomes in funded status, which has
particular appeal given the asymmetric
trade-off associated with a declining funded
status relative to a stronger funded status.

Our Topics of Interest paper aims to provide
a practical introduction into these issues to
assist plan sponsors in evaluating whether
LDI makes sense for their organization.

LDI GLIDE PATH CREATION

Our latest Topics of Interest paper on LDI
glide path creation seeks to explain the
methodology and considerations of building
a glide path for a pension plan. It addresses
the following points:

— How much of the plan’s allocation should
be deployed in an LDI strategy?

— How do we align a glide path with the
plan’s objectives and financial
constraints?

— How does the risk of our glide path differ
based on changing objectives and
financial constraints?
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2nd quarter summary

THE ECONOMIC CLIMATE

— U.S. real GDP expanded 3.2% YoY in Q1 (3.1% quarterly
annualized rate). Year-over-year growth was the strongest
since the second quarter of 2015. The U.S. Congressional
Budget Office expects the U.S. economy to slow to a 2.1%
pace in 2020, near the growth rate of other developed
markets. p. 7

— Effective May 10th, U.S. tariff rates on $200 billion in
Chinese imports were hiked from 10% to 25%, and the
Chinese responded with commensurate tariff rate hikes. In
June, Presidents Trump and Xi met on the sidelines of the
G20 summit in Osaka. The meeting yielded a “trade truce”
in which both countries agreed to pause any additional
tariffs. p. 14

PORTFOLIO IMPACTS

— Equity performance in Q2 appears to have been largely
driven by higher prices, rather than improved earnings
expectations. Estimated Q2 S&P 500 earnings worsened
from -0.5% to -2.6% during this time. p. 25

— U.S. inflation remained stable at 2.1% YoY in June,
excluding food & energy. Headline inflation rose 1.6% YoY,
dragged down by falling energy prices. Core inflation has
been range-bound over the past five years, fluctuating
between 1.7% and 2.3%. Investors and consumers expect
this trend to continue. p. 9

THE INVESTMENT CLIMATE

— The Federal Open Market Committee left the range for its
benchmark interest rate unchanged at 2.25%-2.50% and
reiterated that it would continue to act appropriately to
sustain the expansion. Markets interpreted the press
conference as confirmation of a 0.25% rate cut in July. p. 18
& 19

— European Central Bank President Mario Draghi issued
dovish forward guidance, announcing that “additional
stimulus” was on the table should the economic backdrop
worsen, and inflation remain subdued. European and
international developed sovereign yields have fallen along
with U.S. yields. German 10-year bunds closed the month
at new lows of -0.33%. p. 18 & 19

ASSET ALLOCATION ISSUES

— Risk assets delivered strong returns over the quarter.
Global Equities gained +3.6% and U.S. high yield gained
+2.5%. Longer duration exposures generally outperformed
as interest rates fell. p. 41

— U.S. equity prices have continued to rise on expectations of
nearly three interest rate cuts in 2019 and perhaps an
assumption that U.S. earnings exceptionalism will extend
into the future. If domestic conditions converge with other
developed economies and these expectations turn out to
be overly optimistic, we believe U.S. equities may possess
greater downside risk. p. 26

A neutral risk
stance may be
appropriate in
today’s
environment
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What drove the market in Q27

. . . . RELATIVE EQUITY MARKET PERFORMANCE (CHINA VS. U.S.)

“US-China trade truce leaves markets with big questions”
120

U.S. SOYBEAN EXPORTS TO CHINA (METRIC TONS) (000s)
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EUROZONE CONSUMER PRICE INFLATION (YoY %)
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U.S. economics summary

— U.S. real GDP expanded 3.2% YoY in

Q1 (3.1% quarterly annualized
rate). Year-over-year growth was
the strongest since the second
quarter of 2015.

— The U.S. economy is expected to

slow to a 2.1% pace in 2020, near
the growth rate of other developed
markets, as indicated by the U.S.
Congressional Budget Office.

— U.S.-China trade remained central

to headlines over the quarter.
Effective May 10t, U.S. tariff rates
on $200 billion in Chinese imports
were hiked from 10% to 25%, and
the Chinese responded with
commensurate tariff increases. In
June, Presidents Trump and Xi met
on the sidelines of the G20 summit
in Osaka. The meeting yielded a
“trade truce” in which both
countries agreed to pause any
additional tariff rate hikes.

— Headline CPIl inflation fell from a

YoY rate of 1.9% in March to 1.6%

in June. PCE inflation, the Fed'’s
preferred inflation gauge, ticked up
from a YoY rate of 1.5% at the end
of the 15t quarter to 1.6% in May.

Average hourly earnings grew 3.1%
YoY in June, below expectations of
3.2%. The average non-farm private
workweek fell slightly from 34.5
hours per week to 34.4.

The labor market continued to
show strength in Q2. The U-3
unemployment rate touched 50-
year lows at 3.6% in May and
ended the quarter in June at 3.7%.

The Federal Open Market
Committee messaged that it would
continue to “act as appropriate to
sustain the expansion”, which
markets viewed as dovish. Over the
guarter, expectations for additional
2019 rate cuts moved from a 64%
chance of a 0.25% cut to a 61%
chance of 0.75% in cuts.

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
3.2% 2.6%
3/31/19 3/31/18
2.1% 2.2%
6/30/19 6/30/18
1.9% 2.2%
6/30/19 6/30/18

2.25-2.50% 1.75-2.00%
6/30/19 6/30/18
2.0% 2.9%
6/30/19 6/30/18
3.7% 4.0%
6/30/19 6/30/18
7.2% 7.8%
6/30/19 6/30/18
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GDP growth

Real GDP grew at an annualized quarterly rate of 3.1% inthe  U.S. economic growth appears to face many of the same The U.S.
first quarter, ahead of analysts’ estimates for a 2.3% headwinds. The lack of a definitive trade resolution between economy is
expansion. Inventory builds and net exports, which tend to the U.S. and China, supply chain disruptions caused by new
be more volatile components of GDP, contributed 1.7% to tariff impositions, and the upside limitations of an expected to slow
the print, their most significant addition since 2013. unemployment rate near 50-year lows may dampen growth to 2.1% 1n 2020,
Corporate inventory builds added 0.6% to the overall 3.1% prospects for the second quarter. On June 28th, the Federal  npegr the growth
GDP print, a contribution which ranked in the 74th percentile Reserve Bank of Atlanta GDPNow forecast indicated
: . . . rate of the
over the past five years. Looking ahead, trade balance annualized quarterly GDP growth of 1.5% in the second
volatility may persist as firms around the globe adjust to quarter. This forecast suggests consumer expenditures will develOped world
evolving international trade policies. provide the greatest contribution of 2.5% to overall growth.
U.S. REAL GDP GROWTH (YOY) U.S. GDP GROWTH ATTRIBUTION
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Source: Bloomberg, as of 3/31/19 Source: BEA, annualized quarterly rate, as of 3/31/19
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Inflation

U.S. core inflation (ex-food & energy) remained stable at
2.1% YoY in June. Headline inflation rose 1.6% YoY, dragged
down by falling energy prices year-over-year. Core inflation
has been range-bound over the past five years, fluctuating
between 1.7% and 2.3%. Investors and consumers generally
expect this trend to continue, as indicated by market pricing
and consumer surveys.

The market is pricing inflation to fall over the next five years
(as indicated by U.S. TIPS 5-year breakeven rate of 1.5%) and

U.S. CPI (YOY)

4%

Z%QOW

0%
Jun-18 Dec-18 Jun-19

16% 2.4%

12% 1.8%

8%
1.2%
4%
0.6%
0%
0.0%
-4%
Dec-70 Nov-77 Sep-84 Jul-91 May-98 Mar-05 Jan-12 Nov-18

—— US CPI Ex Food & Energy ——US CPI

Source: Bloomberg, as of 6/30/19

U.S. BREAKEVEN INFLATION RATES

12 Months Prior

Source: FRED, as of 6/30/19

is pricing inflation to stay lower for longer (U.S. TIPS 10-year
breakeven rate of 1.7%).

We believe subdued inflation of around 2% has been, and
will be, a key influence on Federal Reserve policy. Lower
inflation provides the Fed with more legroom for easier
positioning to support economic growth and strong
employment. If the inflation trend were to shift in either
direction, this may put Fed officials in a more tenuous
position. We will be watching inflation trends closely.

INFLATION EXPECTATIONS

2.1% 2.1% o%

5%

1.7%

1.7%
1.5%

1.5%

6 Months Prior

4%

3%

2%

1%

0%
Jun-19 Jun-01 Dec-03 Jun-06 Nov-08 May-11 Oct-13 Apr-16 Sep-18

M 5-Year Breakeven W 10-Year Breakeven

——— US Breakeven 10 Year UMich Expected Change in Price

Source: Bloomberg, as of 6/30/19
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Labor market

The U.S. labor market remains tight. Unemployment during Given the relatively limited number of unemployed persons U.S. labor

h h level of h i 1969. he high i i j .
the quarter reached a level of strength not seen since 1969 and the high percentage of companies reporting that jobs are market remains

Nonfarm payrolls expanded by 224,000 in June, well above hard to fill, we believe it may be difficult for job growth to
the consensus estimate of 160,000. The number of U.S. job  continue at its recent pace. strong, though
openings now exceed the number of jobs available. further up81de

Wages have grown modestly but have slowed year-to-date. may be limited
The U.S. unemployment rate was 3.7% in June, accordingto ~ Weak wage growth limits the spending power of consumers,

the narrower U-3 measure which only encompasses those but also reduces the risk of corporate margin deterioration
workers seeking a job. The broader U-6 unemployment rate  and may limit general price inflation. In June, average hourly
was 7.2%, which also includes discouraged and part-time earnings rose 3.1% year-over-year.

workers who seek full-time employment.

U.S. UNEMPLOYMENT U.S. JOB OPENINGS VS. UNEMPLOYED U.S. WAGE GROWTH
20% 18 3.8%
16
16% 14 3.4%
12
129 2
% 510 3.0%
=3
8% =
6 2.6%
4% 4
2 2.2%
0% 0
Jun-05 Jun-07 Jun-09 May-11 May-13 May-15 Apr-17 Apr-19 Dec-00 Dec-03 Dec-06 Dec-09 Dec-12 Dec-15 Dec-18 1.8%
U3 U6 Total U.S. Unemployed U.S. Job Openings Nov-12 Nov-13 Nov-14 Nov-15 Nov-16 Nov-17 Nov-18
Source: FRED, as of 6/30/19 Source: Bloomberg, as 6/30/19 Source: FRED, as of 6/30/19
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The consumer

Headline retail sales grew 3.4% from the prior year in June.
Core retail sales, which exclude spending on automobiles,
gasoline, building materials, and food services, grew at a

strong pace of 4.6% from the prior year. Typically, core retail

sales correspond most closely with the consumer

expenditures component of the quarterly GDP calculation.

U.S. personal incomes grew at a YoY rate of 4.1% in May, up

from 3.5% at the end of the first quarter. Personal

inflation, improving real wages, and consumers’ perceptions
of a strong labor market have all likely played a key role in
the resilience of consumer spending patterns as of late.

Consumer credit growth has remained tempered over the

expansion, but the composition of that credit has shifted.

Over the past ten years, student loans have increased their

consumption expenditures grew at a YoY rate of 4.2% in May,
slightly lower than the pace of 4.4% at the end of Q1. Benign

REAL RETAIL SALES GROWTH (YOY)
15%
10%
5%
0%
-5%
-10%

-15%

Jul-00 Jul-03  Jul-06  Jul-09  Jul-12  Jul-15  Jul-18

Source: Bloomberg, as of 6/30/19

PERSONAL INCOME AND NOMINAL PERSONAL
CONSUMPTION EXPENDITURES (YOY)

12%

9%

6%

3%

0%

-3%

-6%

-9%

Jul-03 Jul-06 Jul-09 Jul-12 Jul-15 Jul-18

Personal Income PCE

Source: Bloomberg, as of 5/31/19

share while mortgage debt has decreased its share.

SHARE OF CONSUMER CREDIT OUTSTANDING

100%

75%

50%
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M Auto Loans
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W Mortgage Debt
M Credit Card Debt

Home Equity Loans
M Student Loans

Source: Federal Reserve Bank of NY, Bloomberg as of 6/30/19
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Sentiment

Consumer sentiment indicators were mixed over the quarter
but remain very strong relative to history. In May, the
University of Michigan Consumer Sentiment Index registered
its highest reading since September 2018 at 100.0 but ended
the quarter at 98.2, slightly below its March reading.
According to the University of Michigan, consumers were
concerned about the impact of ongoing trade tensions on
the economic outlook and a moderating job market.

The Bloomberg Consumer Comfort Index rose from 58.9 to

62.6 over the quarter, remaining at cycle highs.

CONSUMER COMFORT INDEX
70
60
50
40
30

20
Jul-92 Jul-97 Jul-02 Jul-07 Jul-12 Jul-17

Bloomberg US Weekly Consumer Comfort Index

Source: Bloomberg, as of 6/30/19 (see Appendix)

The Conference Board’s Consumer Confidence Index
advanced in April and May before falling at quarter-end. In
June, the indicator fell from 131.3 to 121.5, below
expectations for a slight dip to 131.0. While the index
remained at a high level, consumers were less optimistic
about the current economic climate and the near-term
future. The percentage of consumers expecting business
conditions to improve in the next six months fell from 21.4%

to 18.1% and the percentage expecting conditions to worsen

rose from 8.8% to 13.1%.

CONSUMER SENTIMENT

140 L0

100
M\ AW

90
Jun-18  Dec-18  Jun-1¢

100

80

60

40
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U of Michigan Consumer Sentiment Survey

Source: University of Michigan, as of 6/30/19 (see Appendix)

CONSUMER CONFIDENCE
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Conference Board Consumer Confidence Index

Source: Conference Board, as of 6/30/19 (see Appendix)
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Housing

Some weakness has appeared in the U.S. housing market.
U.S. home sales appear to have peaked in late 2017 and have
continued to fall, declining -1.1% YoY in May. Higher prices
have damaged affordability, and rising interest rates through

homebuilder optimism.

the end of 2018 likely contributed to weaker purchase

activity. On the other hand, the notable shift of the Federal
Reserve from rate hikes to rate cuts, and the subsequent
drop in interest rates and therefore mortgage rates, may help

reignite buying activity.

U.S. HOME SALES (YOY)

Housing starts in May were down -4.7% from one year prior,
while building permits fell -0.5%. Slowing home construction
activity may reflect affordability issues and/or falling

Home prices have fallen slightly. The median U.S. home sale
price was down -3% year-over-year as of May. Home price
trends can vary significantly by location, which means

national statistics are sometimes difficult to interpret at a

local level.

HOUSING STARTS & PERMITS

MEDIAN U.S. HOME SALES PRICE

50 3500 1500 400
Median U.S. home sales
40 3000 Y, Q D Y price down -3% YoY
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US New One Family Houses Sold Jan-60 May-68 Sep-76 Jan-85 May-93 Sep-01 Jan-10 May-18 150
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——— US Existing Homes Sales YoY SA Housing Starts Housing Permits
Source: FRED, as of 5/31/19 Source: Bloomberg, NAHB, as of 5/31/19 (see appendix) Source: FRED, as of 5/31/19
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International economics summary

— U.S.-China trade remained central
to headlines over the quarter.
Effective May 10, U.S. tariff rates
on $200 billion in Chinese imports
were hiked from 10% to 25%, and
the Chinese responded with
commensurate tariff rate hikes. In
June, Presidents Trump and Xi met
on the sidelines of the G20 summit
in Osaka. The meeting yielded a
“trade truce” in which both
countries agreed to pause any
additional tariff rate hikes.

— The U.K. Prime Minister Theresa
May announced her resignation
effective June 7th. In July,

Boris Johnson defeated

Jeremy Hunt and will

replace Theresa May as Britain’s
next prime minister. Mr. Johnson
has taken a harder line on Brexit
than Mr. Hunt, and his election
likely increases the probability that
the U.K. exits the E.U. without a
deal.

— President Trump called off

prospective 5% tariffs on Mexican
imports after the two countries
signed an immigration deal aimed

at reducing illegal border crossings.

The deal expanded the Migrant
Protection Protocols program,
which requires asylum-seekers to
wait on the Mexican side of the
border while their cases are
reviewed.

Chinese GDP growth slowed 0.2%
to 6.2% YoY in the second quarter,
its slowest rate in 27 years. On a
brighter note, YoY growth in
industrial production and retail
sales both surprised to the upside,
supporting the view that Beijing’s
countercyclical easing measures
have proven effective.

The Citi Global Economic Surprise
Index fell from -18.8 to -27.7 in
June, registering its 15t
consecutive month in negative
territory.

GDP Inflation
Area (Real, YoY) (CPI, YoY) Unemployment

United States 3.2% 1.6% 3.7%
3/31/19 6/30/19 6/30/19

1.2% 1.1% 7.5%

Eurozone 3/31/19 5/31/19 5/31/19
Japan 0.9% 0.7% 2.4%
3/31/19 5/31/19 5/31/19

BRICS 5.2% 2.4% 5.2%
Nations 3/31/19 3/31/19 3/31/19
: 1.4% 3.4% 12.4%
Brazil 3/31/19 6/30/19 6/30/19

Srasls 2.7% 4.7% 4.5%
12/31/18 6/30/19 5/31/19

India 7.2% 3.2% 8.5%
12/31/18 6/30/19 12/31/17

i 6.4% 2.7% 3.7%
3/31/19 6/30/19 3/31/19
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International economics

Developed countries are generally exhibiting growth rates
between 1-2% YoY. The U.S. remains an exception, at a 3.2%

pace, though the domestic economy is forecast to slow to

around 2.1% in 2020 as government stimulus fades.
Economists expect global growth of 3.3% in both 2019 and

2020, according to Bloomberg.

Inflation remains stable and subdued in developed
economies, at or below 2%. Emerging economies have also

markets, though the rate of job gains in some economies
appears to be slowing.

The U.K. Prime Minister Theresa May announced her

resignation effective June 7th. In July, Boris Johnson defeated

Jeremy Hunt and will replace Theresa May as Britain’s next
prime minister. Mr. Johnson has taken a harder line on Brexit
than Mr. Hunt, and his election likely increases the

exhibited lower than average inflation — a 2.4% rate across
the BRICS nations. Employment continues to improve in most

REAL GDP GROWTH (YOY)
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Jun-09 Mar-12 Dec-14
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Source: Bloomberg, as of 3/31/19
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probability that the U.K. exits the E.U. without a deal.

UNEMPLOYMENT RATE

14%

12%

10%

8%

6%

4%

2%

0%

Dec-03 Jun-09 Mar-12 Dec-14

Sep-06

Sep-17

US. =====-- Eurozone Japan BRICS

Source: Bloomberg, as of 6/30/19 or most recent release
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Global PMI

GLOBAL PMI
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Below 50 indicates
business contraction
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——Global Manufacturing PMI

Source: JPMorgan, as of 6/30/19

Jun-18 Dec-18  Jun-19

—— Global Services PMI

The PMI business surveys attempt to gauge
business sentiment and conditions around the
world.

Surveys have indicated weakening since late 2017
and resumed their decline in the second quarter.

The Global Manufacturing PMI fell from 50.5 in
March to 49.4 in June, below the neutral level of
50.0 that separates expansion from contraction.
The stickier Services PMI, which is less cyclical in
nature than the Manufacturing PMI, fell from 53.7
to 51.9 over Q2.

Developed economy Manufacturing PMI readings
(48.9) have weakened materially over the past year
and are now below emerging economy readings
(49.9). Services PMI readings remain similar for
developed and emerging economies at 52.0 and
51.5, respectively.

Surveys remain above levels that might indicate
recession.

-
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Interest rate environment

— The Federal Open Market
Committee left the range for its
benchmark interest rate unchanged
at 2.25%-2.50% and reiterated that
it would continue to act
appropriately to sustain the
expansion. Markets viewed the
Fed’s press conference as successful
in setting expectations for a 0.25%
rate cut in July.

— The fed funds futures market now
implies 2 or even 3 rate cuts (0.50%
to 0.75% total cuts) as likely by the
end of 2019. The market’s
expectation of three rate cuts seems
aggressive, and we worry about -
possible downside to risk markets if
the Fed does not deliver on these
expectations.

— U.S. Treasury yields continued to
push lower following the messaging
from the Federal Reserve. The 10-
year U.S. Treasury yield finished the
quarter at 2.00%, down from 3.14% -
in Q4 2018.

— European Central Bank President

Mario Draghi announced “additional
stimulus” was on the table should
the economic backdrop worsen and
inflation remain subdued. Over the
month, the likelihood that the ECB
would cut its main deposit rate from
-0.40% to -0.50% by its September
meeting rose from 18% to 67%, as
indicated by market pricing.

European and international
developed sovereign yields have
fallen along with U.S. yields.
German 10-year bunds closed the
month at new lows of -0.33%.

High yield bond spreads tightened
alongside equities as the asset class
was positively impacted by Federal
Reserve dovishness. Anticipation of
easier interest rate policies, which
could potentially lengthen the credit
cycle, has strengthened sentiment
for risk assets.

Emerging market bonds delivered
outsized returns in Q2. The JPM GBI-
EM Index returned +5.6% and the
JPM EMBI Index returned +4.1%.

Area Short Term (3M) 10-Year
United States 2.09% 2.00%
Germany (0.57%) (0.33%)
France (0.55%) (0.01%)
Spain (0.47%) 0.39%
Italy (0.14%) 2.10%
Greece 0.99% 2.41%
U.K. 0.78% 0.83%
Japan (0.08%) (0.17%)
Australia 1.43% 1.32%
China 2.25% 3.21%
Brazil 6.24% 7.44%
Russia 8.03% 8.26%

Source: Bloomberg, as of 6/30/19
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Central bank reversal

Hiked fed funds range “No more hikes this year”
0.25% to 2.25 - 2.50% “Balance sheet unwind
Forecast for additional concluding in September”
2019 0.25% rate Balance sheet unwind easing
hikes: three two from $30b to $15b by May
Dec. 18-19, 2018 March 19-20, 2019
Fed meeting Fed Meeting

Jan. 29-30, 2019
Fed meeting

On rate hikes:
H E ; E E EII
"patient approach”

Source: Wikimedia Commons

Dovish shift on rates guidance
held since 7/2018

Rates will remain low “feran [We will] “act as
extendedperiod” “at least appropriate to sustain
through around Spring 2020” the expansion”

April 25, 2019 June 18-19, 2019

BolJ release Fed meeting

4/30/19-5/1/19 June 6, 2019

Fed meeting

ECB Press Conference

“Low inflation Policy makers are “determined” to act if
due to transitory needed amid a “prolonged persistence of
factors” uncertainties” and the “rising threat of

protectionism”

Rates will remain at present levels
through at least “the-end-ef2049” “the
first half of 2020”

-
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Yield environment

U.S. YIELD CURVE
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July Fed meeting

FUTURES IMPLIED PROBABILITIES FOR JULY FED RATE DECISION

100%
90%
80%
70%
60%
50%
40% “
30%
20%

10%

0%
Jun-18 Sep-18 Dec-18

Probability of Hike Probability of No Change (2.25-2.5)

Source: Bloomberg, as of 6/30/19

"’\ ; y‘\ )

In April and May,
dovish guidance
from global
central banks
made i1ts way into
fed funds futures
pricing

In June, the Fed
pledged to “act
appropriately to
sustain the
expansion” and a
0.25% cut became
100% priced in
July

Mar-19

Probability of Cut

Jun-19

-
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Credit environment

High yield bond spreads tightened alongside equities as the
asset class was positively impacted by Federal Reserve
dovishness. Anticipation of easier interest rate policies, which
could potentially lengthen the credit cycle, has strengthened

grade bonds.

sentiment for risk assets. BB-rated bonds outperformed both

CCC- and B-rated bonds in the second quarter. High yield bonds
have returned +9.9% YTD, outperforming investment grade

credit (+9.4%) and bank loans (+5.7%).

Bank loan prices continued to decline as demand for the asset
class was impacted by a pause in the Fed’s hiking cycle and

have reported their ninth consecutive monthly outflow in June,
totaling over $40 billion in total. Bank loans have returned
+0.3% YTD, underperforming both high yield and investment

Based on concerns over late-cycle behavior in credit markets,
we do not believe investors are being adequately compensated

for credit risk. Late-cycle volatility tends to coincide with a jump
in credit spreads and steep credit losses. An underweight to

uncertainty surrounding future moves from the Fed. Loan funds appear most attractive.

SPREADS

20% (8%

o ——
15% 0%
Jun-18

Dec-18  Jun-19|

10%

S%w

0%
Jun-01 Jun-05 Jun-09 Jun-13 Jun-17

Barclays US Agg.
Bloomberg US HY Energy

Barclays Long US Corp.
Barclays US HY
——1G Energy

Source: Barclays, Bloomberg, as of 6/30/19

HIGH YIELD SECTOR SPREADS (BPS)

1400
1100
800

500

200
Dec-14 May-16 Sep-17 Feb-19

USD HY ConsDisc. OAS
USD HY Comm. OAS
USD HY Materials OAS
USD HY Industrial OAS
USD HY ConsStaple OAS

Bloomberg US HY Energy
USD HY Financials Snr OAS
USD HY Comm. OAS

USD HY Technology OAS
USD HY HealthCare OAS

Source: Bloomberg, as of 6/30/19

U.S. investment grade, high yield credit, and bank loans may be
warranted. Within credit, higher quality and more liquid assets

Credit Spread (OAS)
Market 6/30/19 6/30/18
Long U.S. Corp 1.6% 1.8%
U.S. Agg Corp 1.1% 1.2%
U.S. High Yield 3.8% 3.6%
U.S. Bank Loans* 4.4% 3.9%

Source: Barclays, Credit Suisse, Bloomberg, as of 6/30/19
*Discount margin (4-year life)
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Default & 1ssuance

Default activity has been low and stable in the U.S. credit
market, despite price volatility. The par-weighted default rate
for high yield increased to 1.5% but remains below its long-
term average range of 3.0-3.5%. For loans, the par-weighted
default rate at the end of the second quarter was 1.3% and
remains below the long-term average of 3.1%, according to
data from J.P. Morgan. Consumer, retail, telecom, and utilities

sectors have been more prone to defaults.

Senior loan and high yield markets have essentially
recovered from a wave of defaults seen in 2015-2016 that were

HY DEFAULT RATE (ROLLING 1-YEAR)

20 4
2%\4

[any
w
o

Default (%)
=
1S

0

Jan-01 Jan-04 Jan-07 Jan-10 Jan-13 Jan-16 Jan-19

Developed Market High Yield ——— US High Yield
US Ex Commodities

Source: BofA Merrill Lynch, as of 6/30/19

U.S. HY SECTOR DEFAULTS (LAST 12 MONTHS)

Retail

Automotive
Telecommunications
Energy

Materials

Media

Technology
Commercial Services
Utilities
Transportation

Real Estate

Hotels & Leisure
Health Care

Gaming

Food

Financials

Consumer Products
Capital Goods

Source: BofA Merrill Lynch, as of 6/30/19 — par weighted

generated by energy and metals/mining sectors. High yield
bond recovery rates have improved significantly since that
time.

Gross high yield issue activity increased in June as investors
took advantage of a dip in yields. Loan market issuance is
significantly behind last year’s pace, likely influenced by lower
demand for floating rate securities now that the Federal
Reserve has paused monetary tightening.

GLOBAL ISSUANCE ($ BILLIONS)
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Source: Bloomberg, BofA Merrill Lynch, as of 6/30/19
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Equity environment

— The Russell 1000 Index slightly
outperformed international
developed equities in Q2, gaining
+4.2% while the MSCI EAFE Index
gained +3.7%. Perceptions of an
accommodative Federal Reserve
and views that U.S.-China
relations are on a productive track
likely impacted price movement.

— Equity performance in Q2 appears
to have been largely driven by
higher prices, rather than
improved earnings expectations.
The valuation expansion of equity
markets (U.S., international
developed, emerging markets)
aligned with performance over
the quarter.

— According to FactSet, estimated
Q2 S&P 500 YoY earnings
worsened from -0.5% to -2.6% in
Q2. Nine of eleven sectors saw
downward revisions to EPS
estimates. Further negative
revisions will likely act as a
headwind to equity performance.

— Currency movement had a

material positive impact on
unhedged exposure to the U.K.
(+3.1%) and Japan (+2.3%) over
the quarter, though currency
movement had a negligible
impact on overall international
equity performance (MSCI EAFE).
Unhedged currency movement on
a 1-year basis has had a
substantially negative effect on
investors’ performance.

The J.P. Morgan Emerging Market
Currency Index gained +0.5% in
the second quarter, stabilizing
after a downward trend since
2018.

Size and value factors continued
to underperform. Small-cap
equities lagged large-cap by -2.1%
during the quarter and -13.3%
over the past year (Russell 2000
vs. Russell 1000). Value equities
underperformed growth by -0.8%
over the quarter and by -3.1%
over the past year (Russell 1000
Value vs Russell 1000 Growth).

QTD TOTAL RETURN

(unhedged)

(hedged)

1YEAR TOTAL RETURN

(unhedged) (hedged)

US Large Cap
(Russell 1000)

US Small Cap
(Russell 2000)

US Large Value
(Russell 1000 Value)

US Large Growth
(Russell 1000 Growth)

International Large
(MSCI EAFE)

Eurozone
(Euro Stoxx 50)

U.K.
(FTSE 100)

Japan
(NIKKEI 225)

Emerging Markets
(MSCI Emerging Markets)

4.2%

2.1%

3.8%

4.6%

3.7%

6.2%

4.0%

3.1%

0.6%

3.5%

6.4%

0.9%

0.8%

0.1%

10.0%

(3.3%)

8.5%

11.6%

1.1% 4.8%

0.4% 8.6%

(2.3%) 3.7%

0.1% (2.6%)

1.2% 1.7%

Source: Russell Investments, MSCI, STOXX, FTSE, Nikkei, as of 6/30/19
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Domestic equity

U.S. equities outperformed in the second quarter following a
strong rebound in the first quarter. The S&P 500 Index
delivered a total return of 4.3%, bringing its first-half return
to 18.5%. Perceptions of an accommodative Federal Reserve
and views that U.S-China relations were on a productive
track likely impacted price movement.

Over the last decade, U.S. equities have led global equity
indices, which is not typically the case. In prior periods, U.S.
equities have ranked from slightly below average to slightly
above average among regional indices. Furthermore, a

portion of U.S. equity outperformance has been due to a
move towards high prices, which will most likely negatively
impact future performance.

A number of secular trends have helped create a supportive
environment for U.S. stocks. Technological advances, falling
interest rates and therefore costs of corporate borrowing,
and lower corporate tax rates have all helped to boost profit
margins to all-time-highs. As expectations moderate, these
margins may be increasingly scrutinized by investors.

U.S. EQUITIES SECULAR TRENDS SUPPORTING MARGINS U.S. RELATIVE PERFORMANCE - HISTORICAL
2014-2019  2009-2014  2004-2009  1999-2004  1994-1999
3500 40% United States United States China Australia Sweden
3000 Australia Sweden India mm
30% 2 France Japan Spain Canada France
2500
@ India Germany Australia |United StatesIUnited Statesl
2000 20% UK Switzerland ~ Sweden Spain Germany
1500 Italy India Canada Switzerland  Switzerland
1000 10% Japan Australia Germany UK UK
Sweden UK UK Italy Canada
o
500 o g Canada Canada Switzerland France Australia
0 P :
0 o q;\ i q‘o S & Q > '& Switzerland France France Sweden India
Jun-09 Jun-12 Jun-15 Jun-18 & & & & & & & & & Spain  United States  Japan | Japan |
China China Japan Germany
S&P 500 Index Effective Corporate Tax Rate Union Membership Rate m

Source: Standard & Poors, as of 6/30/19

Source: FRED, BLS, Bloomberg, Verus, as of 6/30/19

Source: Verus, as of 6/30/19
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Domestic equity

DOMESTIC 60/40 EXCESS RETURNS

U.S. asset
$3.0
o T performance over
10 year period the past 10 years
s has been
unusually strong
620 Investors should
. not necessarily
V)
s expect U.S.
ey
£ 415 outperformance to
o o
i) continue
$1.0
$0.5
$0.0
10 Year Periods since 1976
Source: Verus, 60/40 (S&P 500/ BBgBarc US Aggregate Bond), excess return over T-bills since 1973
Investment Landscape 27

7
Verus”’

3rd Quarter 2019



Domestic equity size & style

Size and value factors continued to underperform. Small-cap
equities lagged large-cap by -2.1% during the quarter and
-13.3% over the past year (Russell 2000 vs. Russell 1000).
Value equities underperformed growth by -0.8% over the
guarter and by -3.1% over the past year (Russell 1000 Value
vs Russell 1000 Growth).

Similar to Q1, the impact of sector performance on the value
premium was more nuanced in the second quarter.
Financials (+8.0%) and Materials (+6.3%) outperformed the
overall index (S&P 500 +13.6%), but Energy (-2.8%)

SMALL CAP VS LARGE CAP (YOY)

20% 20%

10% 10%

0% 0%
-10% -10%
-20% -20%

Jun-09 Jun-11 Jun-13 Jun-15 Jun-17 Jun-19 Jun-09

Russell 2000 minus Russell 1000

Source: FTSE, as of 6/30/19

VALUE VS GROWTH (YOY)

Jun-11

Source: FTSE, as of 6/30/19

underperformed. Information Technology performed better
than the overall index (+6.1%) which acted as a headwind for
value stocks.

Both small cap and value premia have exhibited
underperformance for an extended period of time. Longer
periods of underperformance do not necessarily indicate an
investment opportunity if value stocks and small cap stocks
remain fairly-priced. This appears to be the case today, as
neither value stocks nor small cap stocks are particularly
cheap by traditional measures.

Q2 S&P 500 SECTOR RETURNS

_ 8.0% Financials

I 63
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Source: Morningstar, as of 6/30/19

10%

Materials

Information Technology

Consumer Discretionary

Telecom

S&P 500
Consumer Staples
Industrials
Utilities

Real Estate
Health Care
Energy

-
Verus”’

Investment Landscape

3rd Quarter 2019

28



International developed equity

International developed equities posted a second U.K. equities underperformed the international developed
consecutive quarter of solid performance. The MSCI EAFE equities on an unhedged basis, with the FTSE 100 Index
Index returned +3.9% for the quarter (+14.5% YTD). On a delivering a +3.3% return for the quarter. In U.S. dollar terms,

currency hedged basis, the MSCI EAFE Index returned +3.5%  the FTSE 100 Index returned +4.0% in Q2, indicating that the
for the quarter (+15.2% YTD), indicating that unhedged U.S. weakness in the British Pound relative to the dollar
investors in EAFE equities benefited from non-dollar presented headwinds for unhedged U.S. investors.

exposure over the quarter, but not in the year-to-date.

Wage gains and employment have been strong in the U.K.,

Japanese equities, which represent about 24% of the MSCI which would typically prompt higher rates and a stronger
EAFE Index, underperformed, and gained only +0.5% in Q2. currency, but the uncertainty surrounding Brexit has likely
Japan’s exposure China’s economy, which in Q2 grew at its had a significant impact on the British Pound.

slowest pace in 27 years, likely weighed on performance.
INTERNATIONAL DEVELOPED EQUITIES EFFECT OF CURRENCY (1-YEAR ROLLING) YTD CUMULATIVE PERFORMANCE (U.S. VS. U.K.)
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Emerging market equity

Emerging market equity performance (MSCI Emerging
Markets +0.6%) lagged developed markets (MSCI EAFE
+3.7%) over the quarter, while U.S. equities outperformed

(Russell 1000 +4.2%). Economists expect emerging market

economies to accelerate modestly in 2020 and expect
developed economies to slow. This divergence may provide a
tailwind to emerging market equity performance. Recent
central bank dovishness may also boost returns, as easing
conditions have often had an outsized positive impact on the

emerging markets.

kept near their long-term average - the U.S. being an
exception. The divide between U.S. equity valuations and the
rest of the world remains wide.

Decelerating global growth and a rising probability of
recession presents unique risks to emerging markets, as
these markets typically exhibit a higher beta during market
downside and upside moves. However, a recession does not
appear to be on the immediate horizon, and we believe

Moderate
growth and
central bank
easing may
boost emerging
market equities

recent central bank easing may lead to emerging market

outperformance in the interim.

Equity multiples expanded in the second quarter but have

EQUITY PERFORMANCE (3-YR ROLLING)
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Equity valuations

Equity performance in Q2 appears to have been largely driven
by higher prices, rather than improved earnings expectations.
Valuation expansion of equity markets (U.S., international
developed, emerging markets) aligned with performance over
the quarter.

The U.S. equity forward P/E multiple sits at 17.2x, with
international equities at 13.5x and emerging markets at 12.1x.
International and emerging equity valuations remain near
their long-term average, while U.S. equities appear expensive
relative to history. U.S. equities currently trade at a 27%

FORWARD P/E RATIOS
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Jun-06 Jun-09 Jun-12 Jun-15 Jun-18 2012
us. EAFE EM

Source: MSCl, as of 6/30/19

U.S. CORPORATE EARNINGS GROWTH (YOY)

2013

——S&P 500 Reported EPS Growth YoY

Source: Standard & Poor’s, as of 6/30/19

forward premium to EAFE equities, and a 42% premium over
emerging.

We believe there are reasons that EAFE equity markets
warrant cheap valuations, particularly in Europe, but it is
difficult to know whether the current valuation gap is justified.
As U.S. corporate earnings expectations, business conditions,
and economic growth seem to be converging somewhat with
the rest of the developed world, investors may begin to
guestion whether such elevated U.S. valuations are
appropriate.

VALUATION METRICS (3-MONTH AVERAGE)
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Equity volatility

Implied volatility remained depressed over the quarter, as
indicated by the VIX Index. Though the implied volatility
measure reached as high as 20.6 in the days following the
Trump administration’s decision to hike tariff rates on

Chinese imports, the VIX Index traded mostly below its long-

term average. Out of sixty-three trading days in the second
quarter, the VIX Index closed above its historical daily

average of 19.2 only three times.

The rolling realized 90-day volatility of the S&P 500 Index

guarter-end, the 30-day forward implied volatility of the S&P
500 Index exceeded that of the Euro Stoxx 50 Index.
Historically, the VIX has traded at a discount to the V2X, the
proxy for expected European equity volatility.

Some pundits have expressed concerns about the low levels
of realized volatility despite geopolitical and trade conflict.

Other investors have argued that a healthy, less-leveraged
financial system is the major driver of a low-vol environment,

retreated from 19.5% to 11.4% over the second quarter. At

U.S. IMPLIED VOLATILITY (VIX)

REALIZED 90-DAY VOLATILITY

and that the impacts of geopolitics may be overblown.

U.S. IMPLIED VOLATILITY VS. EUROPEAN
IMPLIED VOLATILITY
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Long-term equity performance
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Other assets
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Currency

The U.S. dollar depreciated -0.2% in Q2 relative to a trade- Some analysts attributed the dollar’s weakness relative to Surprise central
welghted basket of currencies. After :?1 pt'ar.|0d of strength in the euro.as a byproduct of cor)verg'|'r1g interest rate bank dovishness
April and May, the dollar weakened significantly vs. differentials driven by the Fed'’s ability to cut rates more .

developed currency pairs in June as the Federal Reserve significantly than the ECB. has h.kely

issued dovish guidance. By the end of the quarter, markets contributed to

were pricing between 0.50% and 0.75% in cuts to the federal
funds range in 2019. In Europe, investors were pricing
between 0.1% and 0.2% in cuts to the ECB’s main deposit
rate, which was already in negative territory at -0.40%.

Emerging market currencies rose in the second quarter, with ~ Currency
the JPM Emerging Markets Currency Index gaining 0.5%. The  movement
South African Rand led the complex higher.

U.S. DOLLAR TRADE WEIGHTED INDEX EUR/USD JPM EMERGING MARKET CURRENCY INDEX
140 6% 1.16 74
4% 1.15 72
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2% 1.14 68
100 0% 1.13 66
64
2% 1.12 62
80
4% 1.11 60
58
60 -6% L1 56
Sep-74 Sep-88 Sep-02 Sep-16 1.09 54
US Major Currency Index (real) Average Currency Index Value Dec-18 Jan-19 Feb-19 Mar-19 Apr-19 May-19 Jun-19 Jun-16 Jun-17 Jun-18 Jun-19
Subsequent 10 Year Return
Source: Federal Reserve, Verus, as of 6/30/19 Source: Bloomberg, as of 6/30/19 Source: Bloomberg, JPMorgan, as of 6/30/19
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Hedge funds

Hedge fund performance was generally positive across
strategy types during the second quarter (HFRI Hedge Fund
Weighted Composite +1.9% in Q2, +7.4% YTD). This marked
the best first half of the year since 2009. Quantitative macro
strategies, including CTAs, were the best performing sub
strategy group in 2019 Q2 (+2.7%).

Within equities, technology focused funds stood out as top
performers (+2.9%) for the quarter. As a group, value-
oriented managers (+2.3%) outperformed growth-oriented

HFRI HEDGE FUND STYLE PERFORMANCE
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peers (+1.6%). Most other strategy types were modestly
positive. Healthcare focused strategies (-0.1%) lagged peers
due in part to fears of a changing regulatory environment.

Within the fixed income-oriented strategy set, managers
trading corporate bonds (+2.5%) and credit arbitrage (+2.2%)
strategies were the best performers during the quarter.
Managers trading convertibles (+1.7%), asset backed (+1.4%)
and distress (+1.3%) posted more muted gains.

Q2 2019 CUMULATIVE PERFORMANCE (INDEXED TO 3/31/19)
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Source: HFRI, as of 6/30/19 Source: Standard & Poor’s, Société Générale, as of 6/30/19
Investment Landscape 36

-
Verus”’

3rd Quarter

2019



Appendix

-
Verus”’

Investment Landscape
3rd Quarter 2019

37



Periodic table of returns

E 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 YTD 5-Year 10-Year
Qi -coceen L Ny oL s T fasalusl sl ol . e o Los RO TS -
0 Small Cap Growth 27.0 -m -- - 10.5 14.8
Large Cap Equity 20.3
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s Large Cap Equity . Small Cap Growth . Commodities
. Large Cap Value International Equity . Real Estate
. Large Cap Growth . Emerging Markets Equity Hedge Funds of Funds
Small Cap Equity I usBonds I 50% MSCI ACWI/40% BBgBarc Global Bond
- Small Cap Value Cash

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, MSCI 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 3/31/19.
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Major asset class returns

ONE YEAR ENDING JUNE TEN YEARS ENDING JUNE

11.6% Russell 1000 Growth
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I o S&P 500 14.7% S&P 500
10.3% BBgBarc US Credit 14.4% Russell 2000 Growth
8.5% Russell 1000 Value 13.4% Russell 2000
- 7.9% BBgBarc US Agg Bond 13.2% Russell 1000 Value
| REZ BBgBarc US Corp. High Yield 12.4% Russell 2000 Value
7.2% BBgBarc US Treasury 9.2% BBgBarc US Corp. High Yield
- 5.0% BBgBarc US Agency Interm 6.9% MSCI EAFE
I 1.2% MSCI EM 5.8% BBgBarc US Credit
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Russell 2000 3.0% BBgBarc US Treasury

33% [
2% [

Russell 2000 Value

Bloomberg Commodity

B 2%

3.7% [

BBgBarc US Agency Interm

Bloomberg Commodity

15% 5% = aE -10% 5% 0% 5% 10% 15% 20% 25%

Source: Morningstar, as of 6/30/19 Source: Morningstar, as of 6/30/19
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S&P 500 sector returns

Q2

ONE YEAR ENDING JUNE

8.0%  Financials _ 19.0% Utilities
_ 6.3% Materials 16.8% Real Estate
_ 6.1% Information Technology _ 16.4% Consumer Staples
5.3% Consumer Discretionary 14.3% Information Technology
4.5% Telecom 13.7% Telecom
4.3% S&P 500 13.0% Health Care
3.7% Consumer Staples - 10.4% Industrials
3.6% Industrials - 10.4% S&P 500
3.5% Utilities - 10.2% Consumer Discretionary
2.5% Real Estate - 6.3% Financials
. 1.4% Health Care 3.2% Materials
-2.8% - Energy -13.2% - Energy
-5% 0% 5% 10% -20% -15% -10% -5% 0% 5% 10% 15% 20% 25%
Source: Morningstar, as of 6/30/19 Source: Morningstar, as of 6/30/19
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Detailed

iIndex returns

DOMESTIC EQUITY FIXED INCOME

Month Q1D YTD 1Year 3Year 5Year 10Year Month QTD YTD 1Year 3Year 5Year 10Year
Core Index Broad Index
S&P 500 7.0 43 18.5 10.4 14.2 10.7 14.7 BBgBarc US TIPS 0.9 2.9 6.2 4.8 2.1 1.8 3.6
S&P 500 Equal Weighted 7.5 3.7 19.2 8.2 12.4 9.1 15.6 BBgBarc US Treasury Bills 0.2 0.7 1.3 2.4 1.4 0.9 0.5
DJ Industrial Average 7.3 3.2 15.4 12.2 16.8 12.3 15.0 BBgBarc US Agg Bond 1.3 3.1 6.1 7.9 2.3 2.9 3.9
Russell Top 200 7.1 4.3 17.9 10.9 14.9 11.2 14.6 Duration
Russell 1000 7.0 4.2 18.8 10.0 14.1 10.5 14.8 BBgBarc US Treasury 1-3 Yr 0.5 1.5 2.5 4.0 13 1.2 1.2
Russell 2000 7.1 2.1 17.0 (3.3) 12.3 7.1 13.4 BBgBarc US Treasury Long 1.3 6.0 11.0 12.3 13 5.7 6.5
Russell 3000 7.0 4.1 18.7 9.0 14.0 10.2 14.7 BBgBarc US Treasury 0.9 3.0 5.2 7.2 1.3 2.5 3.0
Russell Mid Cap 6.9 4.1 213 7.8 12.2 8.6 15.2 Issuer
Style Index BBgBarc US MBS 0.7 2.0 4.2 6.2 2.1 2.6 3.2
Russell 1000 Growth 6.9 4.6 21.5 11.6 18.1 13.4 16.3 BBgBarc US Corp. High Yield 2.3 2.5 9.9 7.5 7.5 4.7 9.2
Russell 1000 Value 7.2 3.8 16.2 8.5 10.2 7.5 13.2 BBgBarc US Agency Interm 0.6 1.7 3.1 5.0 1.6 1.8 2.1
Russell 2000 Growth 7.7 2.7 20.4 (0.5) 14.7 8.6 14.4 BBgBarc US Credit 2.3 4.3 9.4 10.3 3.7 3.9 5.8
Russell 2000 Value 6.4 1.4 13.5 (6.2) 9.8 5.4 12.4
INTERNATIONAL EQUITY OTHER
Broad Index Index
MSCI ACWI 6.5 3.6 16.2 5.7 11.6 6.2 10.1 Bloomberg Commodity 2.7 (1.2) 5.1 (6.8) (2.2) (9.1) (3.7)
MSCI ACWI ex US 6.0 3.0 13.6 1.3 9.4 2.2 6.5 Wilshire US REIT 1.4 1.6 17.9 10.5 4.1 7.8 15.7
MSCI EAFE 5.9 3.7 14.0 1.1 9.1 2.2 6.9 CS Leveraged Loans 0.2 1.6 5.4 4.1 5.4 3.9 6.3
MSCI EM 6.2 0.6 10.6 1.2 10.7 2.5 5.8 Alerian MLP 2.6 0.3 17.8 5.5 (0.4) (6.5) 9.1
MSCI EAFE Small Cap 4.2 1.7 12.5 (6.3) 9.1 4.4 9.7 Regional Index
Style Index JPM EMBI Global Div 3.4 4.1 11.3 12.4 5.5 5.3 7.8
MSCI EAFE Growth 6.5 5.7 18.5 4.2 9.7 4.4 8.2 JPM GBI-EM Global Div 5.5 5.6 8.7 9.0 4.2 (0.5) 3.4
MSCI EAFE Value 5.3 1.5 9.6 (2.1) 8.5 0.1 5.5 Hedge Funds
Regional Index HFRI Composite 2.6 2.0 7.6 1.6 5.1 3.0 4.7
MSCI UK 5.0 0.9 12.9 (2.0) 6.9 (0.3) 6.8 HFRI FOF Composite 1.7 1.6 6.3 1.3 4.3 2.2 3.2
MSCI Japan 3.7 1.0 7.7 (4.2) 8.1 4.5 5.8 Currency (Spot)
MSCI Euro 7.6 5.9 16.2 0.5 10.4 1.1 5.6 Euro 2.2 14 (0.4) (2.5) 0.8 (3.6) (2.1)
MSCI EM Asia 6.4 (1.2) 9.7 (2.3) 11.2 4.5 7.5 Pound 1.0 (2.3) (0.1) (3.6) (1.6) (5.7) (2.5)
MSCI EM Latin American 6.2 4.4 12.6 18.4 10.8 (0.8) 2.3 Yen 0.8 2.7 1.8 2.8 (1.6) (1.2) (1.1)

Source: Morningstar, HFR, as of 6/30/19
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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/)

NAHB Housing Market Index — the housing market index is a weighted average of separate diffusion induces for three key single-family indices: market conditions for the sale of new homes at the present time, market
conditions for the sale of new homes in the next six months, and the traffic of prospective buyers of new homes. The first two series are rated on a scale of Good, Fair, and Poor and the last is rated on a scale of High/Very
High, Average, and Low/Very Low. A diffusion index is calculated for each series by applying the formula “(Good-Poor + 100)/2” to the present and future sales series and “(High/Very High-Low/Very Low + 100)/2” to the
traffic series. Each resulting index is then seasonally adjusted and weighted to produce the HMI. Based on this calculation, the HMI can range between 0 and 100.

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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