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Global Outlook

 The trade war has slowed global GDP 
growth estimates for 2019 to 2.6%.

 Central Bank policy loosening may counter 
tariff effects, but may also be less effective 
than before when it comes time for the 
rebound. Estimates for 2020 are now 2.5%.

 However, the risks continue to the downside 
if tariffs weigh on confidence or dollar 
strength.
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Global recession still unlikely
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Global growth slowing in successive cycles
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Monetary policy tools are less effective
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But fiscal policy could still be an option
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Trade war remains highest downside risk
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Geopolitical tensions vs. economic fragility
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Global Outlook – Advanced Economies

United 
States

Eurozone

Japan

United 
Kingdom

 GDP growth in 2019 will cool to 2% and 1.6% in 2020 as China 
weights on output.

 Current estimates include 0.3% drag from expected tariffs.

 GDP growth for 2020 has been revised down to 1.1% from 1.2% with 
industrial weakness and weak CPI at 0.9%.

 The ECB cut deposit rates 10% and re-activated asset purchases to 
combat the slowdown.

 Growth remains subdued given weak exports and a slow down in 
capital spending resulting in 0.8% GDP growth in 2019.

 GDP will slow to 0.2% in 2020 after the consumption tax hike.

 The UK economy continues to look more fragile as Brexit drags on 
and impacts the domestic economy.

 GDP will likely only rise 1.2% in 2019 and 1.1% in 2020.
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Global Outlook – Emerging Economies

China

India

Turkey

Mexico

 The economy continues to slow while the external outlook is clouded 
by weak global trade and US-China frictions.

 China will likely undertake further policy easing.

 Private consumption is dragging down GDP growth to 5.6% for 2019 
and 5.6% in 2020.

 The central bank could cut 75 bps from the RBI.

 Q2 GDP surprised to the upside and sentiment surveys are 
recovering.

 2019 GDP growth is now expected to be 0.1% from -1.5%.

 Industrial and investment data continue to miss expectations.
 The overall economic outlook remains uncertain.
 Consumption remans positive.
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US economic expansion – long…
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…and slow
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US economic momentum falling
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US Growth slowing to 1.6% in 2020
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US wage growth stuck at 3%
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Trade weighing on sentiment
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Fiscal stimulus fading
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Slower income growth means slower spending
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Consumption buffers
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Public construction offsetting private

Exhibit A: Page 22



22

Low mortgage rates and slow home price inflation
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Affordability rebounding
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Where the tax cuts really went…
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Soft business confidence
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Manufacturing activity stalled
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Inventory overhang
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Strong dollar remains a headwind
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Business investment to slow
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Tariff Impacts
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Tariff Scenarios
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Trade War
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Persistent low inflation
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Limited corporate pricing power
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Tariffs will drive inflation
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Inflation expectations continue to fall
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Opens the door for four cuts in 2019
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Treasury yield curve inverts further
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Market Dynamics

Fundamentals vs. 
Valuations
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Market Snapshot
1m 3m 12m YTD YTD Performance

Asset Class Total Returns
U.S. Equities Russell 3000 -2.04% 6.40% 1.31% 18.02%

Large Cap Russell 1000 -1.83% 6.69% 2.49% 18.48%
Small Cap Russell 2000 -4.94% 2.37% -12.89% 11.85%

International Equities MSCI AC World Ex U.S. -3.07% 1.61% -2.78% 9.19%
Developed Market Equities MSCI EAFE -2.58% 1.93% -2.75% 10.14%
Emerging Market Equities MSCI EM Free -4.85% 0.02% -3.99% 4.19%

Fixed Income Barclays U.S. Universal 2.26% 4.02% 10.07% 9.27%
U.S. Fixed Income Barclays U.S. Aggregate 2.59% 4.11% 10.17% 9.10%
U.S High Yield Barlclays High Yield 0.40% 3.27% 6.56% 11.00%
Global Fixed Income Barclays U.S. Aggregate 1.59% 3.87% 5.71% 5.89%
Global High Yield Barlclays High Yield -1.56% 2.01% 5.90% 8.24%
EM Debt JPM EM External Debt 0.55% 4.80% 13.11% 12.49%

Cash ML 90 Day T Bill Index 0.20% 0.61% 2.36% 1.63%
Commodities GSCI Commodities -5.62% -1.65% -14.52% 6.74%
Infrastructure S&P Infrastructure -5.35% -1.52% -8.33% 13.01%
Real Estate Dow Jones Real Estate 3.46% 7.30% 15.04% 25.57%
Credit Hedge Funds HFRI Fund Composite -0.28% 1.28% 0.07% 3.09%
Timber S&P Timber -3.66% 2.98% -26.86% -1.25%

18.0%
18.5%

11.8%
9.2%
10.1%

4.2%
9.3%
9.1%

11.0%
5.9%

8.2%
12.5%

1.6%
6.7%

13.0%
25.6%

3.1%
-1.2%

-10% 0% 10% 20% 30%
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Equity Market Snapshot

1m 3m 12m YTD YTD Performance
Int'l Equity

MSCI EAFE -2.59% 1.88% -3.26% 9.66%
MSCI Europe Index -2.52% 2.02% -3.03% 10.70%
MSCI Japan Index -1.01% 2.83% -5.61% 6.81%
MSCI Far East Ex Japan Index -4.54% 1.17% -6.18% 4.56%
MSCI EAFE Large Cap Index -2.70% 1.77% -2.26% 9.59%
MSCI EAFE Small Cap Index -2.47% 0.95% -9.17% 8.99%

9.7%
10.7%

6.8%
4.6%

9.6%
9.0%

0% 5% 10% 15%

1m 3m 12m YTD YTD Performance
U.S. Equities

Russell 3000 -2.04% 6.40% 1.31% 18.02%
Russell 1000 -1.83% 6.69% 2.49% 18.48%
Russell 2000 -4.94% 2.37% -12.89% 11.85%
S&P 500 -1.58% 6.87% 2.92% 18.34%
S&P 400 -4.19% 4.35% -6.43% 14.37%
S&P 600 -4.51% 3.77% -15.06% 9.80%

18.0%
18.5%

11.8%
18.3%

14.4%
9.8%

0% 5% 10% 15% 20%

1m 3m 12m YTD YTD Performance
EM Equity

MSCI Emerging Markets -4.88% -0.17% -4.36% 3.90%
MSCI EM Europe Index -6.00% 1.41% 13.71% 13.29%
MSCI Latin America Index -8.13% -2.36% 8.86% 3.61%
MSCI EM Asia Index -3.77% 0.72% -7.34% 3.91%
MSCI EM Large Cap Index -4.75% 0.05% -4.22% 4.37%
MSCI EM Small Cap Index -5.01% -2.75% -10.39% -0.14%

3.9%
13.3%

3.6%
3.9%
4.4%

-0.1%

-5% 0% 5% 10% 15%
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U.S. Equity
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14.65%

1.25% 1.58% -1.67% 2.19%
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Fixed Income Market Snapshot
1m 3m 12m YTD YTD Performance

U.S. Fixed Income
Barclays U.S. Aggregate 2.59% 4.11% 10.17% 9.10%

Barclays U.S. Treasury Index 3.40% 4.23% 10.38% 8.63%
Barclays U.S. Agency 2.20% 2.93% 8.03% 6.47%
Barclays U.S. Credit 3.13% 6.00% 12.99% 13.35%
Barclays U.S. Securitized 1.00% 2.13% 7.27% 5.75%
Barclays U.S. High Yield 0.40% 3.27% 6.56% 11.00%

9.1%
8.6%

6.5%
13.4%

5.8%
11.0%

0% 5% 10% 15%

1m 3m 12m YTD YTD Performance
European Fixed Income (EUR)

Barclays Euro Aggregate 1.91% 5.36% 9.66% 9.00%
Barclays Euro Treasury Index 2.47% 6.59% 11.93% 10.45%
Barlcays Euro Credit Index 1.07% 4.08% 7.27% 7.97%
Barclays Euro Agency Index 1.21% 3.31% 6.04% 5.98%
Barclays Euro Securitized 1.10% 2.53% 4.93% 4.94%
Barclays U.S. High Yield 0.78% 4.10% 5.84% 9.52%

9.0%
10.4%

8.0%
6.0%

4.9%
9.5%

0% 5% 10% 15%

1m 3m 12m YTD YTD Performance
Sterling Fixed Income (GBP)

Barclays Sterling Aggregate 3.02% 5.75% 10.92% 10.80%
Barclays Sterling Gilt Index 3.74% 6.21% 11.77% 11.25%
Barlcays Sterling Non-Gilt Index 1.43% 4.75% 9.04% 9.85%
Barlcays Sterling Credit Index 1.43% 4.91% 9.23% 10.11%
Barclays Sterling Securitized 0.77% 2.36% 5.87% 5.90%

10.8%
11.2%

9.8%
10.1%

5.9%

0% 5% 10% 15%
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U.S. Treasury Yield Curve

Level Level Level Level Level
2017 1.38 1.20 1.91 2.40 2.89
2018 2.38 2.33 2.75 2.69 3.11
2019 1.38 2.01 1.87 1.43 2.40
2020 1.38 1.43 1.45 1.67 2.06
2021 1.38 1.47 1.60 1.91 2.31
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U.S. Fixed Income
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German Bund Yield Curve

Level Level Level Level Level
2017 0.00 -0.75 -0.34 0.42 1.17
2018 0.00 -0.64 -0.16 0.17 1.14
2019 0.00 -0.68 -0.66 -0.70 0.25
2020 0.00 -0.71 -0.84 -0.15 -0.02
2021 0.20 -0.26 -0.35 0.43 0.52
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Global Fixed Income
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Fixed Income Market Snapshot
1m 3m 12m YTD YTD Performance

Emerging Market Debt
JPM EMBI Global TR USD 0.55% 4.80% 13.11% 12.49%

Africa -0.04% 7.09% 15.24% 15.99%
Asia 2.77% 6.23% 14.15% 13.77%
Europe 1.19% 6.89% 17.10% 12.28%
Latin America -2.49% 0.45% 8.15% 9.00%
Middle East 3.34% 8.64% 15.08% 17.76%

JPM GBI-EM Global -3.06% 3.31% 12.49% 6.84%
Asia 1.02% 7.51% 16.52% 12.09%
Europe -2.37% 2.98% 10.02% 3.74%
Latin America -5.44% 2.10% 12.81% 6.73%
Middle East and Africa -5.77% -1.96% 7.09% 2.13%

12.5%
16.0%

13.8%
12.3%

9.0%
17.8%

6.8%
12.1%

3.7%
6.7%

2.1%
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Real Assets Market Snapshot
1m 3m 12m YTD YTD Performance

Commodities
S&P GSCI -5.62% -1.65% -14.52% 6.74%

Agriculture -6.77% -11.65% -13.28% -10.52%
Energy -6.64% 0.14% -18.93% 15.33%
Industrial Metals -1.48% 1.14% -5.57% 0.13%
Livestock -8.72% -8.19% -6.38% -13.15%
Precious Metals 6.97% 17.03% 25.93% 18.24%

6.7%
-10.5%

15.3%
0.1%

-13.1%
18.2%

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

1m 3m 12m YTD YTD Performance
U.S. Real Estate

S&P U.S. REIT Index 3.11% 5.68% 11.44% 21.98%
Dow Jones Equity REIT Total Return Index 4.11% 7.19% 15.63% 26.20%
MSCI U.S. REIT Index 3.14% 4.99% 7.50% 20.38%
FTSE NAREIT U.S. Index 2.78% 4.76% 7.19% 19.25%
Dow Jones REIT ETF 2.37% 4.42% 5.81% 19.44%
Vanguard REIT ETF 3.75% 6.13% 9.72% 23.67%

22.0%
26.2%

20.4%
19.2%
19.4%

23.7%

0% 10% 20% 30%

1m 3m 12m YTD YTD Performance
Inflation Protected Securities

iShares TIPS Bond ETF 2.09% 2.06% 4.96% 7.43%
Barclays 1-5 U.S. Treasury TIPS 0.52% 1.21% 3.42% 3.89%
Barclays 10 Year TIPS On-The-Run 3.02% 4.79% 10.37% 11.88%
Barclays 30 year TIPS On-The-Run 10.18% 12.06% 18.13% 26.84%
S&P 10 Year U.S. TIPS Total Return 3.04% 4.87% 10.56% 11.92%
iBoxx TIPS Inflation Linked Nominal Return 2.60% 3.91% 7.97% 9.64%

7.4%
3.9%

11.9%
26.8%

11.9%
9.6%
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Exhibit A: Page 51



Market Distortion

Challenging 
Expectations
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Step 1: Add Generous Liquidity

Exhibit A: Page 53



53

Step 2: Plus some good intentions
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Step 2: Add more good intentions
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Step 3: Sprinkle in some greed
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Step 3: Add more greed
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Step 4: Stir in some delusion
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Step 5: Ignore the real inflation
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Step 6: Add a pinch of stupidity
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Step 6: Add a pinch of stupidity
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Step 7: Plus a self-sustaining information loop

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1

Pairwise Corelations as a proxy for alpha 
potential

Exhibit A: Page 62



62

Debt + Passive Investing + Demographics

 World Fertility Rates Falling

 Slowing Population

 Peaking Labor Markets
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+ Deregulation + Inequality

 Deregulation collapse tax receipts and 
explodes long term liabilities (debt, 
environmental, social, etc.)

 Feeds systematic underinvestment in 
socioeconomic and productivity 
boosting capital (education, 
infrastructure, etc.)

 Poorly implemented globalization fuels 
inequality

 Populist backlash fuel bigger booms and 
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Equals a troubling trend
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EM Not Bailing US out
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1999-2009 2009-2019

EM Debt Russell 1000
10.5% 12.7%

MSCI EM Russell 3000
9.8% 12.6%

Real Estate Real Estate
9.7% 11.8%

Global High Yield Russell 2000
8.6% 11.2%

US High Yield MSCI ACWI
6.7% 8.0%

Global Agg US High Yield
6.5% 7.3%

Barclays Agg Global High Yield
6.3% 6.9%

Commodities EM Debt
5.1% 6.3%

Russell 2000 Timber
3.5% 5.8%
Cash Infrastructure
3.0% 5.7%

MSCI EAFE MSCI EAFE
1.2% 4.8%

MSCI ACWI Barclays Agg
0.4% 3.6%

Russell 3000 MSCI EM

-0.2% 2.7%

Russell 1000 Credit HF

-0.5% 2.4%

Global Agg
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Cash

0.5%
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-5.8%

Result: Misallocation
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Ten Year Periodic Table
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Infrastructure Infrastructure Infrastructure Timber Russell 2000 Real Estate Real Estate Infrastructure MSCI EM Cash Real Estate
78.8% 35.2% 14.5% 22.0% 38.8% 27.2% 2.1% 21.9% 37.3% 1.9% 27.1%

MSCI EM Real Estate EM Debt Global High Yield Russell 3000 Russell 1000 EM Debt Russell 2000 Timber Barclays Agg Russell 1000
78.5% 26.9% 8.5% 19.6% 33.6% 13.2% 1.2% 21.3% 34.4% 0.0% 21.8%

Global High Yield Russell 2000 Barclays Agg Real Estate Russell 1000 Russell 3000 Russell 1000 US High Yield MSCI EAFE US High Yield Russell 3000
59.4% 26.9% 7.8% 18.9% 33.1% 12.6% 0.9% 17.1% 25.0% -2.1% 21.5%

US High Yield MSCI EM Real Estate EM Debt Infrastructure Infrastructure Barclays Agg Global High Yield MSCI ACWI Global Agg Russell 2000
58.2% 18.9% 6.0% 18.5% 29.8% 7.7% 0.5% 14.3% 24.0% -2.1% 18.2%

Credit HF Russell 3000 US High Yield MSCI EM MSCI ACWI Barclays Agg Russell 3000 Timber Russell 1000 Credit HF MSCI ACWI
38.9% 16.9% 5.0% 18.2% 22.8% 6.0% 0.5% 13.0% 21.7% -2.5% 17.3%
Timber Timber Global Agg MSCI EAFE MSCI EAFE EM Debt Cash Russell 3000 Russell 3000 Real Estate Infrastructure
38.0% 16.4% 4.4% 17.3% 22.8% 5.5% 0.1% 12.7% 21.1% -4.0% 16.6%

MSCI ACWI Russell 1000 Global High Yield Russell 1000 Timber Russell 2000 MSCI EAFE Russell 1000 Russell 2000 Global High Yield MSCI EAFE
34.6% 16.1% 3.1% 16.4% 19.8% 4.9% -0.8% 12.1% 14.6% -4.1% 13.6%

MSCI EAFE US High Yield Russell 1000 Russell 3000 US High Yield MSCI ACWI MSCI ACWI Commodities Global Agg EM Debt Commodities
31.8% 15.1% 1.5% 16.4% 7.4% 4.2% -2.4% 11.4% 10.5% -4.6% 13.1%

Real Estate Global High Yield Russell 3000 Russell 2000 Global High Yield US High Yield Global High Yield MSCI EM Global High Yield Russell 1000 US High Yield
30.8% 14.8% 1.0% 16.3% 7.3% 2.5% -2.7% 11.2% 10.4% -4.8% 11.8%

Russell 1000 MSCI ACWI Cash MSCI ACWI Credit HF Timber Credit HF EM Debt Real Estate Russell 3000 EM Debt
28.4% 12.7% 0.1% 16.1% 6.9% 2.1% -4.4% 10.2% 9.8% -5.2% 11.7%

Russell 3000 EM Debt Commodities US High Yield Real Estate Cash Russell 2000 MSCI ACWI EM Debt MSCI ACWI Global High Yield
28.3% 12.0% -1.2% 15.8% 1.8% 0.0% -4.4% 7.9% 9.3% -9.4% 9.2%

EM Debt Credit HF Credit HF Credit HF Cash Global High Yield US High Yield Real Estate US High Yield Russell 2000 MSCI EM
28.2% 10.2% -3.6% 7.7% 0.1% 0.0% -4.5% 7.6% 7.5% -11.0% 7.7%

Russell 2000 Commodities Russell 2000 Infrastructure Commodities Credit HF Global Agg Credit HF Commodities Infrastructure Barclays Agg

27.2% 9.0% -4.2% 5.0% -1.2% -1.8% -6.0% 5.0% 5.8% -11.7% 7.6%

Commodities MSCI EAFE MSCI ACWI Barclays Agg Barclays Agg MSCI EM Timber Barclays Agg Credit HF MSCI EAFE Timber

13.5% 7.8% -7.3% 4.2% -2.0% -2.2% -7.5% 2.6% 3.9% -13.8% 5.3%

Global Agg Barclays Agg MSCI EAFE Global Agg MSCI EM Global Agg MSCI EM Global Agg Barclays Agg Commodities Global Agg

7.5% 6.5% -12.1% 4.1% -2.6% -3.1% -14.9% 1.5% 3.5% -13.8% 4.5%

Barclays Agg Global Agg Timber Cash Global Agg MSCI EAFE Commodities MSCI EAFE Cash MSCI EM Credit HF

5.9% 4.9% -16.9% 0.1% -3.1% -4.9% -32.9% 1.0% 0.9% -14.6% 3.6%

Cash Cash MSCI EM Commodities EM Debt Commodities Infrastructure Cash Infrastructure Timber Cash

0.2% 0.1% -18.4% 0.1% -6.6% -33.1% -35.1% 0.3% -5.6% -17.7% 1.7%
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SBCERA Assumptions

SBCERA Portfolio 
(Physicals + Futures)

Benchmark 20 Year 
Historical

15 Year 
Historical

10 Year 
Historical

5 Year 
Historical

10 Year 
Estimated

Equity US Equity 10.00% 60.00% 6.49% 9.09% 13.35% 9.60% 6.35%
US Large Cap 8.60% 6.39% 9.14% 13.49% 9.85% 6.16%
US Small Cap 1.40% 7.88% 8.37% 11.59% 6.41% 7.98%

International Equity 17.70% 4.74% 7.07% 8.61% 5.51%
Developed Ex-US 10.50% 3.63% 5.27% 5.00% 1.89% 6.89%

Emerging Markets 7.20% 7.01% 8.09% 4.07% 0.38% 9.98%
Private Equity 15.70% 6.49% 9.09% 13.35% 9.60% 8.02%
Total Equities 43.40%

Fixed Income US Fixed Income 0.80% 40.00% 5.10% 4.26% 3.91% 3.35% 2.48%
Global Ex-US Fixed Income 5.70% 3.28% 1.70% 0.29% 2.61%

Global High Yield Bonds 13.50% 8.02% 7.51% 8.02% 3.91% 5.58%
Emerging Market Debt 9.80% 9.18% 7.42% 7.06% 4.66% 6.05%

Cash* -0.30% 1.83% 1.39% 0.52% 0.95% 0.74%
Total Fixed Income 29.50%

Alternatives Commodities 2.00% -0.42% -5.22% -5.58% -13.14% 4.62%
Infrastructure 1.80% 7.58% 7.55% -8.32% 6.65%

Real Estate 4.30% 10.51% 8.31% 13.31% 8.99% 7.03%
Timberland 0.80% 3.40% 6.76% 3.25% 3.29%

(Credit) Hedge Funds 18.20% 3.19% 0.00% 3.58%
Total Alternatives 27.10%
SBCERA Portfolio 100.00% 6.68%

Benchmark 100.00% 4.80%
1.88%
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The following content is offered for the exclusive use of Chantico Global’s clients. 
Forwarding, reprinting, republication or any other redistribution of this content is not 
permissible without expressed consent of Chantico Global, LLC.. All rights reserved. If 
you have received access to this content in error, Chantico Global reserves the right to 
enforce its copyright and pursue other redress. Chantico Global is not a certified 
investment advisory service and aims to create an intellectual framework for informed 
financial decisions by its clients. This content is for informational purposes only and does 
not constitute, and may not be relied on as, investment advice or a recommendation of 
any investment or trading strategy. This information is intended for sophisticated 
professional investors who will exercise their own judgment and will independently 
evaluate factors bearing on the suitability of any investment or trading strategy. 
Information and views, including any changes or updates, may be made available first to 
certain Chantico Global clients and others at Chantico Global’s discretion. Chantico 
Global, LLC is not an investment adviser.  For questions about reprints or permission to 
excerpt or redistribute Chantico Global content, or for a PDF version, clients should 
contact their Chantico Global.
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