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From the perspective that equity investors generally favor certainty over the
unknown, a Donald Trump victory was thought to have been dreadful for
equitieséuntil he won. Il nvestor
U.S. President was lost roughly 12 hours after his opponent conceded. Fear
was replaced with optimism that a new playbook might be just what the U.S.
economy needs to reach its full potential. Investors have cheered the passing
of the torch and have welcomed 2017 with a sense of optimism that has equity
markets on the advance.

There is no shortage of Wall Street research on the new playbook, some of it
organized around real information, while much of it, unfortunately, is gleaned
from tweets (Air Force One, F-35 program costs, etc.). Progress on corporate
taxes, infrastructure investments, a successful repeal of ACA, drug pricing
reform, and a broad reduction of government regulation (red-tape) have
garnered the majority of headlines since the election. Pushing aside the
nuances of the agenda items, we bel
from monetary policy to fiscal policy to create jobs and spur growth is a healthy
one. For too many years, investors have been dependent on Fed-speak and
dot plots to assess the growth prospects of the economy. In the absence of
policy stimulus, lower rates for longer has been translated as lower growth for
longer.

In the near term, financial markets are focused on the upside and the benefits
to economic and corporate growth stemming from the above proposals. We
believe equity investors will reap the rewards in 2017. History has shown,
however, that fiscal and trade policy reform can be costly, both in dollars and in
political capital. The deficit has narrowed in recent years, but heightened
government spending without the associated growth can be costly and
inflationary. Abroad, political leaders are understandably nervous, and
conditions with China and Russia are even more delicate. We believe these
risks could take center stage should Trump (and Congress) take a hard-stance
on many of the above issues.

angs

The origin of the term Afted tap
century, when the Spanish government decided to bind its

most important documents that required immediate attention

in red tape. Unfortunately, over the centuries the term

evolved to become symbolic of government bureaucracy and
barriers to business growth.

Source: Wikipedia, https://en.wikipedia.org/wiki/Red_tape
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FIXED INCOME

INVESTMENT GRADE

MORTGAGE

SECURITIES

NON-INVESTMENT
GRADE

UPGRADE: NEUTRAL

With interest rates increasing and set to rise further in 2017, we recommend fixed income securities that can still benefit from
credit spread tightening, acting as a buffer against the upward rate movement. Traditionally, credit spreads compress in a rising
rate environment as increased growth projections bode well for companies credit fundamentals.

NEUTRAL
Coming off of historic lows in mortgage rates, we advise investors to take a cautious approach to the mortgage-backed market,
reducing exposure to securities with extension risk in the face of rising interest rates.

NEUTRAL

Valuations look stretched in most spread products at the moment, but with increased investor sentiment regarding the future
growth trajectory of the economy there i1s potential for non-investment grade credit spreads to tighten. Higher yielding investments
should weather the higher interest rate storm with credit spreads providing insulation against rate fluctuations.

EQUITIES

US LARGECAP
US SMALL CAP

INTERNATIONAL

EMERGING

MARKETS

UPGRADE: FAVORABLE
A reasonable valuation and improving confidence that 2017 marks a return to positive EPS growth for large-caps raises our view
to Favorable. Assuming Trump moves forward on early initiatives (corporate tax reform / infrastructure spending), fiscal policy will

replace monetary policy as the economic growth engine - a strong positive. VWe expect an onslaught of pro-growth fiscal policy
discussions to buoy markets in 2017

NEUTRAL

Although we concede that many of the floated policy reforms benefit US small-caps, a 21% return in 2016 keeps us cautious. An
area that could disappoint in 2017 1s progress on financial reform (Dodd-Frank removal) impacting regional financials, a subject
that may lose priority on a crowded menu. Corporate tax reform remains a key driver to the space.

NEUTRAL

Enthusiasm owver improving economic trends (including inflation sentiment), and positive EPS revisions are somewhat dampened
by what could be persistently strong US dollar trends and European election uncertainty in 2017. Add to the list of unknowns: the
impact of Trump's "Make America Great Again” policies to international trade, and the inithiation of UK's formal separation from the
Eurozone . Investors should not lose sight of the benefit of a weaker Euro for the region.

NEUTRAL

2016 was a tale of two halves for EM investors with the second half, unfortunately, being the more painful of the two. Higher
interest rates in the US and a strengthening dollar have challenged EM equities and given the likely persistence of both, 2017 may
be another year of fits and starts. The silver lining 1s that fears of a Trump-enacted trade war with Asia are likely overdone, and
therefore a relief rally could be in store. Dollar weakness would be a significant tailwind for this broadly inexpensive market.
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REAL ASSETS

INFRASTRUCTURE

REAL ESTATE

UPGRADE: FAVORABLE

An improved regulatory environment for new projects in the US, especially in energy, following the regime change in Washington,
should help lift the return and growth prospects for this asset class. US midstream stands to immediately benefit as
restrictions/opposition to new projects have been a headwind to the sector. Additionally, accelerating economic growth and rising
inflation, both domestically and abroad, have historically provided the backdrop for global listed infrastructure to outperform most
other asset classes.

FAVORAELE

The supply response is slowly rebalancing the market amid stable global demand. Most commodities appear to still be on track to
achieve supply/demand equilibrium by the end of this year. Macro tailwinds continue to support the broad complex, including
improved global economic growth, new and continued fiscal stimulus, and a resurgence in China's raw materials consumption.

NEUTRAL

US listed real estate is trading in the middle of its' five-year historical range relative to cash flows and underlying property assets.
This seems appropriate considering the US economic growth trajectory, modest new supply, and still historically low financing
costs. While rising interest rates have historically weighed on REITs in the short-term, environments with accelerating economic
growth and rising inflation have produced outperformance vs. equities over subsequent longer holding periods.

ALTERNATIVES

DIRECTIONAL

NON DIRECTIONAL

NEUTRAL

Distressed credit led performance for event driven strategies in 2016, while long/short funds struggled to manage net exposures in
front of political uncertainty. Extended valuations in several areas provide ample opportunity for investors on the short side, and
certain sectors should benefit on the long side from an increase in interest rates. We maintain our Neutral stance.

FAVORAELE

Volatility should benefit investors in relative value strategies, as the price of various financial instruments rise in value with
increasing volatility. For Macro strategies, the outcome of the US election has fueled expectations for increased fiscal spending
and inflation, leading to higher conviction amongst portfolio managers. Last quarter's interest rate increases were a major
contributor to positive returns. We believe non directional alternatives provide a good hedge to duration risk and maintain our
Favorable stance on the asset class.
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The last time Republicans controlled more power in government was
1928. Tadmimspaiian stands out for having the least
government experience since Reagan but by far the most business
experience of any administration. In short, this is a precedent-setting
moment where Trump has the infrastructure beneath him to
potentially accomplish a lot of policy changes.

Tr u mp égowth poticies represent a shift from monetary policy and
increased regulation to fiscal policy and deregulation. Policies include
tax reform, healthcare reform, trade, and energy infrastructure. His
objectives are to generate more jobs for Americans and spur economic
growth.

The stage is set for reflation and the capital markets have reacted
accordingly. Interest rates have spiked, with the U.S. 10 year Treasury
climbing 0.60% since Election Day. Optimism for economic growth
drove U.S. equity prices to all-time highs, strengthened the dollar, and
generated a spark in cyclical commodity prices.

T r u mp 6-snakdreharacter is also a major shift in how government
policy i s pur s uwedaatiohthat iinceartaintywrémains
on when and how these policies will impact the economy and asset
returns. Will Trump utilize his power to push through divisive policies?
Or if Trump wants to be popular (so the GOP can maintain control and
he can get re-elected in 2020), will he follow a more prudent course?

| mportantly, when wil/| the admini
implemented? Tax and healthcare reform is time consuming while who
knows what is going to happen on trade. In light of this significant shift,
we have also published a special report on Preparing For A Trump

Presidency.

Democrats Losing Representation

+20%

Senate -10.2%

House -19.3%

= Legislatures -20.3%

Governors -35.7%

-40
2008 2015

Source: Washington Post

10-Year U.S. Treasury Yield

[t i Oonb6s policies be|passed

1.85%
Election Day

Jul-16 Aug-16 Sep-16 Oct-16 MNov-16 Dec-16

Source: Strategas S
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10 Yr Treasury Yield

Summing up 2016 in the fixed income markets can best be described 3.00%

as a tale of two markets. We entered the year with the 10 year

Treasury yielding 2.27%, and the expectation of four interest rate hikes

after the December 2015 raise. In reality, the Fed lifted rates once 2 50%
during the year. Concerns surrounding commodity sensitive sectors

also caused credit spreads to widen out in both high yield and

investment grade credit to levels not seen since the 2011 European 2.00%

banking crisis. These issues were compounded by concerns abroad
about global growth, with the flames being fanned by Brexit causing
the US 10 year Treasury to reach one of the lowest levels in history at 1.50% -

1.35% in early July. But in a stark about-face to market expectation,

after the U.S. presidential election, interest rates reversed with the 10
year reaching 2.60% (top right) on the prospects of increased domestic ~ 1.00% - - - - -
NN TN TN N - T

growth and inflation expectations (bottom right). This resulted in the K "o

Fed gaining confidence in achieving their mandate and projecting three ,\\‘19 ,\{19 ,\\‘19 ,\\‘19 ,\\‘19 ,\\‘1/Q ,\\‘1/Q ,\\‘19 ,\{19 ,\\‘1/Q ,\\‘1/Q

rate increases in 2017 at their December meeting. AT AT QT AT QN AT QN AN QY

Currently the interest rate market believes three hikes in 2017 might be 5 Yr Inflation Breakeven

a little on the high side, with one hike priced into the market for June 2.30%

and November each. Someone is going to be incorrect, so we are

closely watching incoming economic data and Fed commentary to give  2.10%

us guidance as to the pace of rate increases, but if recent history is

any guide, the market seems to be more correct than the Fed. While 1.90% M

over time the Fed is seeking to decrease their influence in the markets, N

they are very much still in the d{f’oyerés sgat of he Treasury nd

mortgage market and will be for a long time to come. Also of note is R

the potential for the incoming president to fill two vacant Federal

Reserve Board of Governors positions. 1.50% \

There are a lot of things up in the air right now with a new 1.30% v

administration that, in its own words, wantsWo i mi ngs up, O

of potential changes have already been priced into the market. If these ~ 1.10%

changes face headwinds from taking time to implement or outright

failing to be enacted, asset prices could change swiftly. We will touch 0.90% . . . . . . . . . . . .

ggcig:ne of these uncertainties as we walk through each fixed income Q,\'b Q\v Q\v Q\v g'\b‘ & Q,\‘o Q,\b Q(o Q,\Q) Q\b Q,{o Q,\fo

. N\ Q\‘1/ Q\‘lx N\ Q\‘1/ 0\‘1/ ,\\‘1/ NG Q\‘1/ Q\‘b ,\\‘1/
R IR - Mt M - MR ¢ R C MR o MR ¢ MR- MR ¢ MR o R !

RS S S S S G G G G GO CE G G

Sources: Bloomberg
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Historical 1-10 Year IG Credit Spreads for last 5 Years Since our previous outlook, a lot has changed in the investment grade
300 market. The Barclays Aggregate Index returned -3% in the fourth
quarter. Most of this movement was driven by the large spike upward
250 in Treasury rates while credit spreads were very stable. In the face of
& historically high leverage ratios it is hard to get excited about an asset
& 200 - class that, on a credit spread D
= Though, there is a strong argument to be made that it could tighten
§ 150 | —Avg  even more. Potential policies regarding repatriating of offshore cash
& xLast and reversing the interest expense deduction for corporations could
= be substantial credit positives for corporate bonds, decreasing
@ 100 1 leverage. When taking into account non-US investors (whose own
© rates are even lower than ours) and the possibility of domestic
50 personal tax rate cuts, it is easy to envision strong demand for the
sector. Incrementally, we would advocate investors consider
0 . . . . increasing exposure to the intermediate part of the curve, as that part

AAA-AA A BBB IG Index of the curve has sold off the most and could potentially benefit the
most if a risk-off environment were to occur.

10 Yr AAA Muni Yields as Percent of 10 Year Treasury Yield o )
115% Municipals have been challenged in 2016, and, unfortunately, the

pressure could persist in 2017. On the margin, increased yields,

110% driven by higher treasury rates, should be encouraging for investors
seeking safety and a tax advantaged income. But policy concerns are
105% . . . J. .
taking center stage in the muni market. Most of the policies being
100% floated are related to tax policy. Ideas include decreasing the personal
tax rate, which would decrease the tax advantage benefit of munis.
95% Also, setting dollar caps on tax deductions, repealing the AMT, and
removing tax-exempt status for certain existing issuers are being
90% discussed. We are taking solace in the fact that the government
85% _needs buyers of mu_nicipal credit i_f they plgn any large form of
infrastructure spending. The muni market is highly fragmented by
80% mostly retail investors and prone to overshooting during sell-offs. For
tactical investors, these periods would be ideal in adding exposure to
,\\‘1/Q the muni space.

\qy.) "b\(b @”3 Cb\(b ,\‘]>(b rb\‘b (b\“.) cb\(b '\ng o)\‘b Q)\“.) Q’\'b @‘b 7
Sources: Bloomberg & BofAML Indicies
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Average 30yr Mortgage Rate

The structured credit sector encompasses a large array of 5.0%
securities, most notably mortgage securities, that, while not as
correlated to the broad market, do have some connectivity.
This is most prevalent as it relates to negative convexity that
securities structured off of cash flow models present. Simply

put, these bonds are modeled and priced off of assumptions 4.0% A
on how fast individuals and corporations will pay off their \ v\/\/ ‘*/\/\,\—\ /

4.5% A

debts. As interest rates increase, the likelihood of

prepayments decreases and the discounted value of their 3.5% 7 \WY

cash flows decrease the price of the security. This effect is

most prevalent in pass-through structures but not so much in 3.0% . . . . . . . . . .

structures that tranche out this risk. We would advise seeking N " n o v v % © ©

out these sectors within non-agency RMBS and structured GRS I R RN
re S I N N N

credit investments. \f’»\"’ & \;f’ & O & ) & O & O

Mirroring investment gradeos Cazml;!{lstorl aIl-lOy’rHYCredl Sp eadsforlastSYearsi

the fixed rate high-yield market are at recent all-time lows.
And if the economy can get firing on all cylinders again, it is
very possible for them to tighten further, which is usually the
case in periods of economic growth, even in the face of
increasing Treasury rates. With yields in the 6% range, it is
easy for income-seeking investors to be interested in an
allocation to the sector. To balance out concerns about rising
interest rates while also seeking an above-market yield,
leveraged loans play an important part in a diversified

portfolio. Yields in this sector are in the same ballpark as their

fixed rate brethren, but other concerns need to be accounted [
for. Namely, this relates to the ability of leveraged loan issuers

to call their bonds at any time, so here active management is

key in identifying loans that are not priced substantially above B cee HY In dex Lev Loan

par. Index
Sources: Bloomberg, Bankrate.com, BofAML, CS Leveraged Loan Index
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At the conclusion of the Q4 earnings season, it is expected that both S&P 500
revenues and earnings will end the year at levels similar to two years ago. The
lack of headline growth is attributable largely to the collapse in crude prices,
which began during the summer of 2014 and lasted through the early months of
2016. This decline created a negative earnings drag to the S&P 500, offsetting
much of the growth created by other sectors of the market over that time period.
Also contributing to the weakness: the strong US Dollar has been a headwind
for multi-nationals

Moving ahead to 2017 and a new administration, the proposed policies should
lead to more jobs, greater capex, infrastructure spend, wage growth, and
consumption. It is estimated that each 0.10% incremental gain in GDP will lead
to a 0.50% pickup in S&P earnings.

Not surprisingly, S&P earnings estimates are heading higher, and the
consensus EPS in 2017 is now $130 versus the $109 estimate in 2016. We
think this is achievable with a 5% increase in revenues as sentiment improves
and the energy and materials sectors (11% combined weighting in the S&P)
recover. Overall operating leverage is high, and S&P operating margins could
revert back to their Q3-2014 high of 10.10%.

The fundamentals appear in place, but much is already priced into the market.

If inflation stays in control at under 4%, historically, the S&P 500 valuation range
has been 17-19x earnings. This suggests a 6 to 7% annualized return over the
near term; however, if the effective corporate tax rate is reduced, we estimate
an additional 5% lift to earnings.

S&P 500 Price Targets

S&P 500 EPS Estimate Multiple (x) 2017E 2018E
2017: $130.15 17 2,213 2,467

2018: $145.14 18 2,343 2,612

19 2,473 2,758

S&P 500 Price Multiple (x) 2017E 2018E
Last Click: 2,239 17 -1% 10%
18 5% 17%

19 10% 23%

Source: Edge Capital

S&P 500 Sales and Earnings Growth
2017 potentially a breakout year

1.20
— uartery EARMINGS -
-
141 === Clarery EARMNINGS - Estimated ’,,"'
: ”
— L aME SALES ”
-
1.00 7
0.90
0.an
0.7n
_Tr\""" ) e s «rf'? ng’?‘ ) W V,\fu {{r\"—f" qr@“ o V'(" J{-C" 4;{’:\ ;\"‘
B I N Y Qé’ G 025’ G Q;Z(’

Source: Standard & Poors

Potential EPS Growth from Change in GDP

7.0
6.5
6.0
5.5
5.0
4.5

Avg EPS GDP Gain: +10 bps +20 bps +30 bps +40 bps +50 bps
Past Decade

Source: RBC 9
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EPS Revisions by Key Regions
e Europe and Japan leading international EPS revisions higher
m -
Top: Topix (Japan)
10% - MSCI Eurozone
r' "\
% . l"*I i ™, A i Ll LI A Y P\A i
\../'J I'J * k N f \ . .
Y ) /". , MSCI United Kingdom
o "‘ JI" L / AL~ MSCI Emerging Markets
e b T ‘/\‘“ v Bottom: S&P 500
|l
m 1
-4 "“ *
-5l
_m -
Jan 15 Mar 15 May 15 Jul 15 Sep 15 Now 15 Jan 16 Mar 18 May 16 Jul 16 Sep 16 Mov 18
——— MSCI Eurozone +ve to -ve EPS revisions — - — S&P500 Topix MSCIUK — MSCIEM
Source: JPMorgan
2017 Valuations Reasonable i Assuming EPS Growth Materializes Following a second half 2016 sell-

off, emerging markets remain
inexpensive i both on a relative
2017 PE and absolute basis. Changes in US
trade policy remain the largest

Regional Index 2017 PE  Regional Index

S&P 500 17.5 MSCI UK 14.7 overhang in the region. Recent
MSCI Japan 16.1 MSCI Europe 14.9 year-to-date US Dollar weakness
MSCI World 16.4 MSCI Germany 13.7 has brought flows back to EM.
MSCI Emerging Markets 12.4 MSCI Switzerland 17.0

Source: Bloomberg
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Eurozone Inflation Forwards
Eurozone 5Y Inflation Swap 5Y Forward %

1.5 1
14

1.3

1.2

Janif Febi6 Mar16  Apr16  May16 Juni6  Jul16  Awgi6 Sepff  Oei16 Mov16 Dec B

Source: JPMorgan

US Dollar Index

Monthly average of major currencies nominal trade-weighted Index

115 S

11

A10E=

=0 ] i Lo ] ‘oz s ‘o= HOEs 10 12 14 A&

Source: JPMorgan

Local developed markets were led higher by rising energy
prices, an improving macroeconomic backdrop, and
strengthening corporate fundamentals - specifically, improving
GDP growth within Europe, increasing inflation expectations
across Europe and Japan, and higher PMI Industrial activity. We
recommend investors not underestimate the importance of
increasing inflation expectations in Europe and Japan i two
regions that continue to wage policy war in an effort to drive
inflation, capital expenditure, and ultimately job growth.

Spurred by strong US economic growth, a widening interest rate
differential with our trading partners, and political uncertainty
abroad, the US Dollar advance is changing the current
playbook, impacting both global trade and financial market
flows. Over the course of 2016, major international market
currencies, including yen, euro, and pound, weakened materially
versus the greenback i offsetting strong local equity market
returns when converted to a strengthening US Dollar. It is worth
highlighting that in local markets, the following three major
country indices outperformed the S&P 500 during the second
half of 2016:

Local UusD
Nikkei Index: +23.8% +9.6%
FTSE 100 Index: +11.7% +3.9%
MSCI Europe Index: +10.7% +5.6%
S&P 500 Index: +7.8% NA

as measured in local currency

It should be noted that a stronger dollar in 2017 is one of the
more consensus opinions in the marketplace. Should that not be
the case, the stage could be set for a year of outperformance for
international stocks versus the U.S. 11
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The upswell of populism that swept through 2016 in Brexit,
Trump, and the Italian referendum has not yet lost its
momentum. In fact, the U.K. economy's strength in the months
following the vote and the burgeoning financial market
optimism following President-elect Trump's election have only
emboldened those who seek to upset the political status quo.
Looking toward 2017, Europe faces key elections in the two
largest economies in the eurozone. France holds the first
round of its presidential election in late April, with the typical
runoff between the top two candidates in May.

Germany holds its federal elections between August and
October. Lingering from last year is the theme of taking control
back locally from intellectual elites in a distant place. A series of
events galvanized by tragic terrorist attacks in both countries
have caused Euroskeptic political parties to be on the rise.

Even if these parties are unable to secure the top posts in either
election, they will still have a louder voice in the legislative
decisions, which may in turn threaten the European Union and
the work done so far to deal with the sovereign debt crisis and
avoid further banking concerns.

Support for Fringe Parties on the Rise
% Opinion polls %

- 30
2
- 20
- 15
- 10

Italy: Five star movement
—————— Austria: Freedom Party of Austria
------- Spain: Podemos

Denmark: Danish People's Party

Source Collection of opinion polls?

Jan-10 Jul-10 Jan-11  Jul-11 Jan-12 Jul-12 Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15 Jan-16

Italy: Northern League
France: National front
------- UK: UKIP

12
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Potential for | mproved Regu
The new presidential administration combined with a Republican-controlled

Congress has the potential to significantly lower the regulatory burden on U.S. Cumulative U.S. energy infrastructure awaiting approval

$100 $94

infrastructure, which could lift the return and growth prospects for the asset
class, as the easing of regulatory hurdles should provide a green light to $90
currently stalled projects (such as the Keystone and Dakota pipeline projects) $80
as well as future needed infrastructure in the energy, power, and
transportation sectors. $70
o 360
The sector positioned to most immediately benefit from the new regime in S
Washington is U.S. midstream. The greatest headwind to pipeline operators % $50
since oil and gas prices stabilized in the second half of last year has beenthe & $40
large inventory of growth projects on hold i it now appears these have a $30
greater likelihood of completion, as the new administration has been vocally
supportive of fewer restrictions on oil and gas production, which materially $20
enhances the growth and return prospects for midstream energy companies. $10
While the sector has appreciated significantly since the election (Alerian MLP $0

2017 2018 2019 2020+
Sources: EIA, FERC

Index +10% at the time of publication), we believe there is potential for further
upside over the next year, in excess of our long-term strategic return
expectation. Risks to this view include a reversal of the recent trend toward
reduction of the oversupply of oil and gas (pushing energy commodity prices

€. Coupled with High Beta

back down), and the inability of the new presidential administration and Total return, year-over-year % change

Congress to execute on their plan to reduce regulatory obstacles for energy

infrastructure projects. Additionally, as the ambitious tax reform proposals 60% Headline inflation (%YoY) P 8%

imply consideration of all options, such reforms could adversely impact the tax 5o,

benefit of MLPs, though initial indications make this seem unlikely, and 40%

importantly, the master limited partnership pass-through structure accounts for 4%

just 40% of the U.S. midstream universe market capitalization. 30% L 30y,

In addition, recent economic data and increased market expectations for 2%

higher inflation bode well for infrastructure more broadly, as long as higher 0% 1 40,

prices are accompanied by the perceived higher-growth prospects. When

these conditions hold, global listed infrastructure has historically outperformed -20% 0%

its long-term average returns and matched the performance of global equities. A%

Longer term, we believe an increased focus on fiscal spending in the U.S. -40%

should benefit the asset class, about half of which consists of U.S. assets. <« Global infrastructure (%YoY, 4m lead) 2%
-60% ~ -3%

04 '05 '06 '07 '08 '09 10 11 12 13 14 15 '16

Sources: BLS, Standard & Poords
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EU Skepticism Remains High

It was a challenging year for hedge funds, as political surprises stood in the

way of market hedges, and the subsequent market reaction to those surprises

left investors flat-footed. Should an investor have shorted the UK stock market Views of EU
going into Brexit, or bought UK equities and hedged the British pound? These

were some of the questions that portfolio managers had to answer correctly in

Unfaverable Faverable

order to dampen the negative effects of macro uncertainty. At a broad index Poland
level, investors were pleased to see a positive return in 2016 from alternatives, Hungary
with the HFRX Global Index returning 2.5% for the year. While navigating

through the unexpected events in 2016 proved challenging, there were many faly
opportunities for success. In our Q2 Outlook in 2016, we highlighted the Sweden
opportunity in distressed credit. This alternative asset class proved to be one of

the big winners in 2016, with the HFRI ED Distressed/Restructuring Index up Netherlands
134% Germany
Manager selection was key to good performance within the long/short Spain
category. Upon review of our U.S. and Global Long/Short opportunity sets, UK
returns ranged from up 22% to down 26%. The average fund was up an

estimated 2%. Funds invested in the cyclical sectors of the market tended to France
outperform, while funds that stayed defensive during Brexit and the U.S. Greece

election underperformed.

Source: Spring 2016 GEwdaskepticishBeybondeSB8rBuriveyp. |

We believe that investors can use the current geopolitical landscape to add 0 regearch Center.

strategies that benefit from increased volatility. An upside surprise to inflation

or a political shock in Europe are two events that may cause equity and credit Investors are Not Concerned
investors undue stress. In the top chart to the right, we show an illustration of
the views of the EU by country, while in the bottom chart we show the spread FRANCE/GERMANY 10YR SOVEREIGN SPREAD

between the 10 year bond in France and Germany. Germany is seen as a safe
haven within the bond markets in Europe. Given the decline in the spread

between each bond, it seems investors are not concerned about a political s
shake-up in France, which in turn could lead to spread widening. In other 15
words, the price to hedge against this risk may be cheaper than warranted. A 125
well-diversified investor can use this pricing uncertainty as an opportunity to !
buy into strategies that will benefit from spread widening. Relative Value and 07

Macro Strategies are two strategies to consider; they should also benefit from a
larger opportunity set in equity and currency markets. In an environment where
Cheap assets are scarce, monetary po||Cy is Changing course, and po”tica] Jan-1 Jul1 Jan-1z Julaz Jan13 i3 Jan-1a Juls Jan-15 Juls Jan-16 16
uncertainties are rising, hedge funds with low correlations to equity prices

makes sense for investors.

Source: Bloomberg, CWOC
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