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The risk-off clouds that darkened global markets in the fourth quarter of
2018 rapidly dissipated in the first three months of 2019, as strong returns
were generated across nearly every major asset class and category,
particularly in January. Supporting the rebound was the anticipation
of favorable Chinese-related developments, including the prospect for
fresh rounds of fiscal stimulus, as well as progress on trade relations with
the United States. Financial assets found an additional pillar of support
in the way of mounting efforts by key global central banks, notably the
Federal Reserve (Fed) and European Central Bank (ECB), which laid the
groundwork for a more accommodative than expected near-term policy
path. These tailwinds more than offset certain global macroeconomic
concerns, including growing inversions along the U.S. Treasury yield
curve and a meaningful slowdown across Europe and Japan. Against this
backdrop, global equities, particularly domestic, enjoyed solid returns
in the first quarter, with international equities echoing a similar risk-
on bias despite fundamental headwinds. Performance across the fixed
income landscape was equally impressive, as credit and rate-sensitive
sectors alike posted positive returns. Real assets also shined, particularly
those sectors sensitive to changes in energy prices.
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ECONOMIC UPDATE

Pivoting Fed and ECB Stimulus Measures Stoke Market Rally

Over the trailing six-month period, developed market central banks have embarked on a policy reversal that has
forced investors to grapple with the prospect of a sooner than expected end to the recent progress in returning to
a more “normal” monetary policy.

In early-March, the ECB surprised market participants by announcing new stimulus measures, including additional
loans to the euro zone banking system and an extended pledge of the current ultra-low rate policy regime through
at least the end of the year. The ECB also made meaningful downward revisions to their growth estimates for
the region, with the central bank now expecting the economy to grow at an inflation-adjusted annualized pace
of just 1.1% this year, down from the 1.7% estimate in December 2018. Euro zone economic fundamentals have
witnessed significant deterioration since early 2018, particularly in the manufacturing sector, which slid deeper
into “contraction” territory through March.
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As the ECB has shifted to become even more accommodative, the Fed has pivoted from a somewhat restrictive
policy stance to one closer to neutral, with increased market-based signals that the transition from neutral to
accommodative may come much sooner than initially anticipated.

Fed funds futures, for example, now reflect a greater than 50% probability the Fed actually cuts interest rates
before year-end, with Treasury futures market participants discounting the likelihood of a potential lowering of
the federal funds rate at the Fed’s October meeting.
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Asset class performance in the first quarter reflected a seemingly “confused” marketplace, as asset classes and
categories along the entire risk spectrum—ranging from risk-free Treasuries to ultra-risky small cap equity and
below investment grade credit—handed investors healthy returns. The strong bid for risky assets likely reflects the
expectation of easier near-term financial conditions brought on by renewed ECB stimulus and the potential for an
end to the Fed’s tightening campaign. However, the rally taking place in the Treasury market, which helped send
yields intra-quarter to the lowest level since December 2017, may be a signal that the ongoing economic expansion
could be nearing stall speed.

In summary, market performance was overwhelmingly positive in the first quarter of 2019, with what appeared
to be indiscriminate investor demand for financial assets of all risk/return profiles. While troublesome global
macroeconomic developments have surfaced—particularly in Europe—central monetary authorities have
responded with promises of policy support, a reaction which has excited both bulls and bears.

MARKET RETURNS

FIRST QUARTER 2019
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GLOBAL EQUITY

e Equity markets rallied in the first quarter

of 2019, signaling the return of investor
confidence after a tumultuous end to 2018.
The S&P 500 Index’s gain of 14% was the
strongest quarter for the index since 2009
and the strongest first quarter in over 20
years.

Every U.S. sector had a positive return in the
quarter. The technology sector led following
the fourth quarter’s retracement from lofty
valuations and favorable earnings reports,
both of which attracted investors. The
health care and financials sectors lagged
amid earnings impairments and weakness
from headline pharmacy names while low
interest rates took their toll on expectations
for the earnings of financial institutions.

The ECB’s announcement of additional
economic stimulus through continued
negative interest rates helped overcome
concerns of economic weakness across the
continent and boosted risk assets.

The United Kingdom continued to face
difficulties surrounding a Brexit deal. Prime
Minister Theresa May offered to step down
if her plan was approved, but it was rejected
for a third time.

Emerging markets made up for their
losses in 2018, returning 10% during the
first quarter of 2019. Stimulus packages,
economic reform, and decreased trade
tensions between the United States and
China helped support emerging markets
stocks due to China’s large weight within
the index.

At the end of March, the U.S and China
announced progress in their Beijing
trade talks. The U.S. reported that the
conversations were constructive and China
continued to suspend additional tariffs on
U.S. vehicles as a goodwill gesture.
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GROWTH CONTINUES TO OUTPACE VALUE;
SMALL CAP OUTPERFORMS LARGE CAP
U.S. Russell Indices Performance

M First Quarter M Trailing 12-Months

20%

16.2%
15%

12.1% 11.9%

10%

5%

0%
Growth Value Small Large

Data source: FTSE Russell

EQUITY INDICES PERFORMANCE
Returns in U.S. Dollars
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FIXED INCOME

e Major central banks across the world
lowered growth expectations and shifted to
more dovish policy during the first quarter.
The Fed restated its commitment to being
“patient,” reducing expectations of further
rate hikes and signaling an earlier end to
“quantitative tightening” than previously
anticipated, announcing that the roll-off of
the balance sheet would end in September,
as opposed to the end of the year. Market
expectations for a rate cut in 2019 rose to
over 50%.

e Further commentary from Fed officials
indicated that the central bank is re-
evaluating the way it responds to inflation
and may shift to an average inflation-
targeting approach, thus targeting an
average of 2% inflation over a given period
versus at a given point of time.

e The yield curve inverted in mid-March, with
3-month Treasury securities out-yielding
10-year notes. This raised recessionary
fears in the market, as the 10-year fell to a
14-month low of 2.3% following the Fed’s
announcement to keep rates unchanged.
However, the 2/10 spread, which is a more
commonly used indicator of potential
recession, remains positive, though it
tightened to a low of 13 basis points (0.1%)
during the quarter.

e Despite the wuncertainty surrounding
the vyield curve inversion, lower quality
securities outperformed their higher
quality counterparts over the quarter, as
risk assets rebounded following the flight-
to-quality witnessed in December 2018.
After widening in December, credit spreads
retightened to start 2019, signaling a return
of risk-on sentiment.
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IMPLIED PROBABILITY OF FED RATE HIKES
THROUGH JANUARY 2020
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REAL ASSETS DOMESTIC vs. INTERNATIONAL REIT RETURNS
As of March 31, 2019
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Petroleum prices were the standout driver
of broad commodity index performance
over the first three months of the year.
Conversely, agricultural commodity prices
put downward pressure on overall index
performance. Industrial metals had strong
gains in the first quarter on optimism over
a U.S. trade deal with China.

Data source: Energy Information Agency
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MASTER LIMITED PARTNERSHIPS

e MLPs, as measured by the Alerian MLP
Index, rallied almost 17% over the first
quarter due to the run-up in crude oil prices,
better performance of the broader energy
sector, and new fund flows. Midstream
management teams have been improving
their operating models by increasingly
focusing on capital discipline and self-
funding growth with retained earnings.
This has resulted in lower leverage, higher
distribution growth, and more attractive
valuations. The current yield on MLPs is
around 8% and remains above the broad
market benchmarks for high yield bonds
(6.5%), emerging market bonds (6.2%), and
investment grade bonds (4%).

DIVERSIFYING STRATEGIES

e Event-driven strategies had a relatively
strong first quarter of 2019. Positive
performance was supported across sub-
strategies including activism, special
situations, merger arbitrage, and distressed
investing.

e Merger arbitrage strategies witnessed
a slight uptick in deal flow creating
opportunities within the space.

e Within distressed credit, managers profited
from idiosyncratic positions as catalysts
began to unlock value as well as spread
tightening in the high yield markets.

e Macro strategies enjoyed a strong start to
the year. Systematic strategies posted gains
in fixed income exposures as market rates
declined and positions in emerging markets
rebounded strongly in Asia amid hopes that
a trade war would be averted.
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HFRI INDICES PERFORMANCE
Returns U.S. Dollars

M First Quarter M Trailing 12-Months

7%

5.9%

6% —

5%

4%

29%  2.9%

3%

2%

1%

0%

HFRI Fund HFRI Fund of  HFRIEvent-  HFRIRelative  HFRI Macro

Weighted Funds Driven (Total) Value (Total) (Total)

Composite Composite Index Index Index
Index Index

Data source: HedgeFund Research

© 2019 Fund Evaluation Group, LLC



FEG RESEARCH REVIEW | FIRST QUARTER 2019

DISCLOSURES

This report was prepared by FEG (also known as Fund Evaluation Group, LLC), a federally 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.

All data is as of March 31, 2019 unless otherwise noted.

INDICES

The Alerian MLP Index is a composite of the 50 most prominent energy Master Limited Partnerships that provides investors with an unbiased, comprehensive
benchmark for this emerging asset class.

Barclays Capital Fixed Income Indices is an index family comprised of the Barclays Capital Aggregate Index, Government/Corporate Bond Index, Mortgage-
Backed Securities Index, and Asset-Backed Securities Index, Municipal Index, High-Yield Index, and others designed to represent the broad fixed income markets
and sectors within constraints of maturity and minimum outstanding par value. See https://ecommerce.barcap.com/indices/index.dxml for more information.

The CBOE Volatility Index (VIX) is an up-to-the-minute market estimate of expected volatility that is calculated by using real-time S&P 500 Index option bid/
ask quotes. The Index uses nearby and second nearby options with at least 8 days left to expiration and then weights them to yield a constant, 30-day measure
of the expected volatility of the S&P 500 Index. FTSE Real Estate Indices (NAREIT Index and EPRA/NAREIT Index) includes only those companies that meet
minimum size, liquidity and free float criteria as set forth by FTSE and is meant as a broad representation of publicly traded real estate securities. Relevant real
estate activities are defined as the ownership, disposure, and development of income-producing real estate. See www.ftse.com/Indices for more information.

HFRI Monthly Indices (HFRI) are equally weighted performance indexes, compiled by Hedge Fund Research Inc. (HFX), and are used by numerous hedge fund
managers as a benchmark for their own hedge funds. The HFRI are broken down into 37 different categories by strategy, including the HFRI Fund Weighted
Composite, which accounts for over 2000 funds listed on the internal HFR Database. The HFRI Fund of Funds Composite Index is an equal weighted, net of fee,
index composed of approximately 800 fund- of- funds which report to HFR. See www.hedgefundresearch.com for more information on index construction.

J.P. Morgan’s Global Index Research group produces proprietary index products that track emerging markets, government debt, and corporate debt asset
classes. Some of these indices include the JPMorgan Emerging Market Bond Plus Index, JPMorgan Emerging Market Local Plus Index, JPMorgan Global Bond
Non-US Index and JPMorgan Global Bond Non-US Index. See www.jpmorgan.com for more information.

Merrill Lynch high yield indices measure the performance of securities that pay interest in cash and have a credit rating of below investment grade. Merrill Lynch
uses a composite of Fitch Ratings, Moody’s and Standard and Poor’s credit ratings in selecting bonds for these indices. These ratings measure the risk that the
bond issuer will fail to pay interest or to repay principal in full. See www.ml.com for more information.

Morgan Stanley Capital International — MSCI is a series of indices constructed by Morgan Stanley to help institutional investors benchmark their returns.
There are a wide range of indices created by Morgan Stanley covering a multitude of developed and emerging economies and economic sectors. See www.
morganstanley.com for more information.

The FTSE Nareit All Equity REITs Index is a free-float adjusted, market capitalization-weighted index of U.S. equity REITs.

Russell Investments rank U.S. common stocks from largest to smallest market capitalization at each annual reconstitution period (May 31). The primary Russell
Indices are defined as follows: 1) the top 3,000 stocks become the Russell 3000 Index, 2) the largest 1,000 stocks become the Russell 1000 Index, 3) the smallest
800 stocks in the Russell 1000 Index become the Russell Midcap index, 4) the next 2,000 stocks become the Russell 2000 Index, 5) the smallest 1,000 in the
Russell 2000 Index plus the next smallest 1,000 comprise the Russell Microcap Index, and 6) US Equity REITS comprise the FTSE Nareit All Equity REIT Index.
See www.russell.com for more information.

S&P 500 Index consists of 500 stocks chosen for market size, liquidity and industry group representation, among other factors by the S&P Index Committee,
which is a team of analysts and economists at Standard and Poor’s. The S&P 500 is a market-value weighted index, which means each stock’s weight in the index
is proportionate to its market value and is designed to be a leading indicator of U.S. equities, and meant to reflect the risk/return characteristics of the large
cap universe. See www.standardandpoors.com for more information.

Information on any indices mentioned can be obtained either through your consultant or by written request to information@feg.com
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The CFA designation is a professional certification issued by the CFA Institute to qualified financial analysts who: (i) have a bachelor’s degree and four years of
professional experience involving investment decision making or four years of qualified work experience[full time, but not necessarily investment related]; (ii)
complete a self-study program (250 hours of study for each of the three levels); (iii) successfully complete a series of three six-hour exams; and (iv) pledge to adhere
to the CFA Institute Code of Ethics and Standards of Professional Conduct.

The Chartered Alternative Investment Analyst Association® is an independent, not-for-profit global organization committed to education and professionalism in the
field of alternative investments. Founded in 2002, the CAIA Association is the sponsoring body for the CAIA designation. Recognized globally, the designation certifies
one’s mastery of the concepts, tools and practices essential for understanding alternative investments and promotes adherence to high standards of professional
conduct.

Research and Investments Team as of date of publication.
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