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INTRODUCTION

FEG welcomed more than 100 guests to the George W. Bush Presidential Center in
Dallas, Texas on May 8 for a day of education, learning, and networking. This was our
second such event in Dallas (tenth, if you consider the history of Larry Thompson and
Associates, which FEG acquired in 2016) and we were pleased to have an outstanding
group of speakers share with us their perspectives on a wide range of macroeconomic
and investment topics.

At the end of the day, guests had the chance to tour the Presidential library and
museum. The museum included a temporary exhibit on the first ladies of the
United States, a full-scale replica of the Oval Office during President Bush’s time in
Washington, and a more permanent exhibit displaying videos and memorabilia from
his presidency. The “A Nation Under Attack” exhibit, which included details from 9/11
was particularly moving.

Some guests and FEG Staff took the opportunity to occupy the seat of the leader
of the free world, taking turns posing for photos as Mr. or Madame president while
behind the Resolute desk in an exact replica of the Oval Office during President Bush'’s
tenure.
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OPENING SESSION
Presented by Ken Hersh, President and CEO at the George W. Bush Presidential Center

The morning started off with a free-flowing discussion from Ken Hersh, current
president and CEO of the George W. Bush Presidential Center (Center) and co-founder
and current Advisory Partner of NGP Energy Capital Management, a Dallas-based
private equity franchise in the natural resources industry.

Mr. Hersh’s comments were divided into two sections. In the first section he discussed
and explained the Center—the facility housing the conference—and in the second
section he shared what could roughly be described as his “observations on the world.”

Mr. Hersh shared with attendees that the Center was designed to be non-partisan—a
library and museum operated by the National Archives, as well as an institute whose
purpose is to engage communities in the United States and around the world by
developing leaders, advancing policy, and taking action to solve today’s most pressing
challenges. The guiding principles of the institute focus on domestic excellence, global
leadership, and engagement.

“The pace of

The second part of Mr. Hersh’s presentation was more free-flowing. He started with

change hCIS a quote from Canadian Prime Minister Justin Trudeau: “The pace of change has never
been this fast, yet it will never be this slow again.” Mr. Hersh contrasted the fast world
never been (technology) and the slow world (government) and the inevitable conflict between
thiS fGSt et the two. He used the example of “disruption,” which has a positive connotation in the
34 fast world, but a negative one in the slow world. Cyberspace is where the slow and
it WI” never fast worlds are colliding, as many can and do use the freedom of the network against
itself and/or to the advantage of those meddling.
be this slow
o The winner of this conflict between fast and slow will depend largely on perspective
GQC””- and location, according to Mr. Hersh. For example, in the U.S., we are cautious of
— Justin Trudeau, companies like Facebook, Amazon, and Google — we question who owns the data and
Prime Minister of wonder if these companies have too much power. Comparatively, Tencent, Alibaba,
Canada and Baidu are celebrated in China and given as much capital as they need, as the
Chinese social construct maintains that the government owns the data and has the
power.

Mr. Hersh ended his session with his prediction that the slow world would win,
observing that in Washington “everything is impossible until it is inevitable.” The
authority and power of those in certain positions of our government is staggering,
according to Mr. Hersh; therefore, our government will likely have the ultimate say
on how we are positioned, how our industries are ordered, and how we interact as a
people. In China, the question of whether or not the government will win seems far
less debatable.
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GLOBAL MACROECONOMIC AND INVESTMENT OUTLOOK
Presented by Tony Crescenzi, EVP and Market Strategist at PIMCO

After ashortrefreshment break, Tony Crescenzi shared PIMCO’s global macroeconomic
and investment outlook. Mr. Crescenzi was broadly optimistic but suggested that
investors should not bet against the “New Normal” or “New Neutral” just yet. Broadly,
instead of 3% GDP expectations (2% productivity + 1% labor), Mr. Crescenzi suggested
that investors should expect more in the neighborhood of 1.3% (0.8% productivity
+ 0.5% labor). He also observed that recession indicators point against an imminent
recession and probabilities remain low over the cyclical horizon: <10% in the U.S. and
<20% in the euro zone.

Per PIMCO, the Tax Cuts and Jobs Act and the recently-approved federal spending bill
will boost real GDP by 0.6% in 2018 and 0.4% in 2019; however, the benefits thereafter
will fade quickly. Moreover, the deficits created by these policy changes will grow,
making U.S. infrastructure spending much less likely.

Mr. Crescenzi also shared that China’s growth, industrialization, and general reduction
of poverty has earned the country the benefit of the doubt and that skepticism
regarding China’s debt load and growth rates (among other geopolitical concerns)
might be overblown.

Regarding monetary policy and the Fed, Mr. Crescenzi indicated that PIMCO believes
that future rate hikes are likely and the Fed remains confident that inflation will pick
up; however, he listed five reasons why the Fed suggests the “New Neutral” level of
its policy rate may have fallen:

1. Higher precautionary savings by U.S. households
2. Higher global savings

3. Demographics

4. Slower growth in output

5. Restrained credit growth

Mr. Crescenzi then drew several conclusions for investors focused on the bond
markets:

1. Broaden your betas — look globally and within newer/
narrower sectors

2. Emphasize relative value alpha strategies

3. Add structural sources of return potential through
allocations to alternative risk premia

4. Seek to benefit from liquidity and complexity premia

5. Consider allocations to inflation risk premia (i.e., TIPS)

© 2018 Fund Evaluation Group, LLC



FEG INSIGHT | MAY 2018

PAGE 5

Al AND THE GAME OF MARKETS
Presented by Ben Hunt, PhD, Chief Investment Strategist at Salient Partners

A relaxed networking lunch was followed by an eye-opening discussion from Ben
Hunt. According to Dr. Hunt, artificial intelligence (Al) allows us to process and visualize
unstructured data. Al applications for business and financial services are somewhat
limited at present, as this technology does not work as well with the structured data
prevalent in those fields; however, Dr. Hunt suggested there are stillimportant insights
to be gained from this revolutionary field.

He used quantitative easing (QE) as an example. With each successive implementation,
QE has been less effective, yet somehow this emergency market action has become
a permanent policy tool. One part of QE that has become more successful than
central bankers could have possibly imagined is the communication policy, or
“forward guidance.” Game Theory calls this common knowledge and warns that the
“authorities” are not telling us the facts, they are telling us how we should think about
the facts. Humans are apparently hard-wired for this to work. Dr. Hunt provided a
visual example of a wagging finger, explaining that pointing and wagging a finger at
an audience is visually authoritative, leading an audience to imply more credence and
significance to a particular statement or comment than may be warranted.

Wall Street and the corporate world have understood this concept for a long time,
thus, their communication policy has little to do with fundamentals or free cash flow
but is more about creating a narrative and a story. Per Dr. Hunt, this is like “playing the
cards and the players.”

Al can be usedto visualize these narratives, because in many cases perception becomes
reality. Dr. Hunt referred to natural language processing (NLP), which is the process
by which an Al program “reads” thousands of documents and logs the frequency
and similarity of phrases and words, creating an output of all of the influencers on a
particular narrative. The distance between words/phrases in the output implies how
closely related they are and the color of the words suggests whether the sentiment
was positive or negative. The takeaway was that tools like these can be used as another
facet in the decision-making process to gain a better understanding of the narratives
around any particular theme and how they have changed over time.

Dr. Hunt closed his session with some words of advice. He believes Al will not replace
humans; it will save them. As long as we continue to exercise our ability to think
critically, we should be able to take advantage of the opportunities of technology
without allowing ourselves to become overcome and overwhelmed.

WHAT DOES THE MEXICAN NARRATIVE LOOK LIKE?
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Sources: Quid, Inc. For illustrative purposes only. Past performance is no guarantee
of future results. Quid, Inc. is not an affiliate of Salient. Software used under license.
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OPPORTUNITIES IN EMERGING AND FRONTIER EQUITIES

Presented by CJ Morrell, Portfolio Manager & Managing Executive at Sloane Robinson

After a short afternoon refreshment and networking break, the day concluded with
a wide-ranging discussion on emerging and frontier markets, led by CJ Morrell, a
portfolio manager for their emerging and frontier markets equity funds.

Sloane Robinson likes to distinguish between those countries that demonstrate
consistent productivity growth and those where long-term productivity growth has
been essentially flat. They view the former as secular growth opportunities, the
latter as more cyclical in nature. China and India are both obvious secular growth
stories, both have demonstrated tremendous long-term productivity growth and are
expected to continue to do so well into the future.

The sheer size (and growth rate) of the Chinese and Indian middle class and their
projected spending are expected to provide massive long-term investment
opportunities.

China is a country where service sector growth has been consistently close to 10% for
most of the past decade and it is here where Sloane Robinson finds the bulk of their
secular compounder ideas. Whereas the Industrial and Construction sectors tend to
move much more closely with the domestic credit cycle and are of less interest.

Credit growth is a meaningful concern for U.S. investors in China, but Mr. Morrell
pointed out that the Chinese authorities share investors’ concerns and have done an
excellent job of reining in credit growth from overextended levels over the past two
years.

India has consistently had the highest real GDP growth in the world. It's growth is
getting a further cyclical boost due in no small part to the reform policies of Prime
Minister Narendra Modi, which include improved bankruptcy and property laws as
well as a big push on boosting Foreign Direct Investment . Morgan Stanley estimates
Indian real GDP growth to improve from 6.3% in the third quarter of 2017 to 7.5% in
2018.

Mr. Morrell indicated that while India is a great place to find companies that are
compounders, investors must be aware of the high valuations where growth is already
priced into the security.

Mr. Morrell then pointed out THE NEW ASIAN TIGER
that in the Frontier markets Vietnam Foreign Direct Investment Inflows
V|etnam |s another great % share of registered FDI ~

secular growth opportunity.
The country now appears to be
the new low-cost manufacturer
and is benefitting tremendously
from increased foreign direct
investment, predicting that
this new “Asian tiger” could
be a source of opportunity for
investors.
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Sources: CJ Morrell Presentation. UBS Global Research, APAC
Economic Perspectives. 30" Jannuary 2018
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Regarding cyclical opportunities, Mr. Morrell suggested Argentina is becoming more
interesting, following the recent dramatic sell off in its currency. Despite having
relatively high GDP per capita vs other countries in Latin America, household debt to
GDP (private credit) is woefully low at only 15% vs Brazil at closer to 50%. A stabilized
macro environment would allow for a meaningful pick up in credit growth.

Sloane Robinson finds countries like Argentina and Egypt to be more interesting
cyclical opportunities than either Brazil or South Africa.

CONCLUSION

While each had very distinct topics, our speakers had some common themes in their
messages. Global change was among the stronger threads in the discussions. Our
ability to survive and thrive as investors (and humans) depends largely upon our
ability to think critically and analyze complex situations. While none felt the end
of this sea change in global economics and technology was anywhere near, it has
created a multitude of opportunities for investors willing to be open-minded. There
are certainly risks (investing and otherwise) to consider, but the prospects are also
great for those willing to think differently.

We would like to express our sincere gratitude to those clients and friends of the firm
who attended the symposium, our speakers, and the George W. Bush Presidential
Center for making the day possible. If you would like to join us at our next event,
please save the date for our Investment Forum on September 23 — 25, 2019 in
Cincinnati, Ohio.
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DISCLOSURES

This report was prepared by FEG (also known as Fund Evaluation Group, LLC),
afederally registered investment adviser under the Investment Advisers Act of
1940, as amended, providing non-discretionary and discretionary investment
advice to its clients on an individual basis. Registration as an investment
adviser does not imply a certain level of skill or training. The oral and written
communications of an adviser provide you with information about which you
determine to hire or retain an adviser. Fund Evaluation Group, LLC, Form ADV
Part 2A & 2B can be obtained by written request directly to: Fund Evaluation
Group, LLC, 201 East Fifth Street, Suite 1600, Cincinnati, OH 45202, Attention:
Compliance Department.

The information herein was obtained from various sources. FEG does not
guarantee the accuracy or completeness of such information provided by third
parties. The information in this report is given as of the date indicated and
believed to be reliable. FEG assumes no obligation to update this information,
or to advise on further developments relating to it. FEG, its affiliates, directors,
officers, employees, employee benefit programs and client accounts may have
a long position in any securities of issuers discussed in this report.

Index performance results do not represent any managed portfolio returns.
An investor cannot invest directly in a presented index, as an investment
vehicle replicating an index would be required. An index does not charge
management fees or brokerage expenses, and no such fees or expenses were
deducted from the performance shown.

Neither the information nor any opinion expressed in this report constitutes
an offer, or an invitation to make an offer, to buy or sell any securities.

Any return expectations provided are not intended as, and must not be
regarded as, a representation, warranty or predication that the investment
will achieve any particular rate of return over any particular time period or
that investors will not incur losses.

Past performance is not indicative of future results.

Investments in private funds are speculative, involve a high degree of risk, and
are designed for sophisticated investors.

This report is prepared for informational purposes only. It does not address
specific investment objectives, or the financial situation and the particular
needs of any person who may receive this report.

Diversification or Asset Allocation does not assure or guarantee better
performance and cannot eliminate the risk of investment loss.

The purchase of interests in private equity funds involves certain risks and
is suitable only for persons of substantial financial means who have no need
for liquidity in their investment, and who can bear the risk of the potential
loss of their entire investment. No guarantee or representation is made that
the investment will be successful, that the various underlying funds selected
will produce positive returns, or that the fund will achieve its investment
objectives. Various risks involved in investing may include market risk, liquidity
risk, limited transferability, investment funds risk, non-registered investment
funds risk, valuation risk, derivative risk, venture financing risk, distressed
securities risk, interest rate risk, real estate ownership risk, currency risk, and
financial risk, among others. Investors should refer to the applicable Private
Placement Memorandum and Offering Documents for further information
concerning risks.
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