BOARD OF TRUSTEES
Cobb County Government Employees’ Pension Plan Trust
Other Post Employment Benefits (OPEB) Trust
Meeting of October 9, 2019
2" Fl. BOC Meeting Room 8:00 A.M.

Agenda

I. Invitation for Public Comment
Il. Manager Reports
a. Richmond Capital — Beth Barron
b. Eagle Asset (Carillion)— Clay Lindsey
1. Approval of Minutes — Hagler
IV. Approve Calendar Dates for 2020
V. Invoice Payments Approval — Volckmann

VI. Trust Report — Suntrust — Lisa Allen

VII.  Advisor Report — UBS — Earle Dodd, Allen Wright, Van Price,
and Austin Dodd

VIIl. New Business
IX. Adjourn

Next Trustee Meeting — Wednesday, December 4, 2019 - 8:00 a.m.
to 9:00 a.m.



BOARD OF TRUSTEES
Cobb County Government Employees’ Pension Plan Trust
Other Post-Employment Benefits (OPEB) Trust
Meeting of October 9, 2019
2" F1. BOC Meeting Room 8:00 A.M.

Present: Roger Tutterow, Chair
Sheriff Neil Warren, Vice-Chair
Virgil Moon, Trustee
Tony Hagler, Trustee/Secretary
Bill Volckmann, Trustee

A scheduled meeting of the Board of Trustees of the Cobb County Employees Retirement Plan was called to
order by Roger Tutterow at 8:00 a.m. in the 2" Floor Board of Commissioners Board Room, 100 Cherokee
Street, Marietta, Georgia. The following items of business were discussed:

I. Invitation for Public Comment
No comments

II. Managers Reports

a. Loomis Sayles — Gretchen Amidon
b. TCW — Brian McNamara

III.  Approval of Minutes

A motion was made by Virgil Moon and seconded by Tony Hagler to approve the minutes for the
August 14, 2019 meeting.

Vote: 5 -0, in favor
IV. Approve Calendar Dates for 2020
Tabled until next Board of Trustee Pension Meeting
V. Ratify Invoice Payments Approval
A motion was made by Neil Warren and seconded by Virgil Moon to approve Two (2) invoices totaling

$7000.00 for OPEB, one (1) invoice totaling $18,249.92 for the Defined Contribution Plan, and six (6)
invoices totaling $55,689.45 for the Employees Retirement Plan.

Vote: 5 -0, in favor



VI. Trust Report — SunTrust — Lisa Allen

VII. Adyvisor Report — UBS Consulting — Allen Wright, Austin Dodd

VIII. New Business

IX. Adjourn

A motion was made by Virgil Moon and seconded by Neil Warren to adjourn. Pension Meeting was
adjourned at 9:08 a.m.

Vote: 5 -0, in favor

The next tentatively scheduled meeting will be on December 4, 2019 at 8:00 a.m. in the 2™ Floor Board
of Commissioners Board Room, 100 Cherokee Street, Bldg. A., Marietta, Georgia.

CERTIFIED CORRECT:

Anthony B. Hagler Roger Tutterow
Secretary Chair
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Dear reader,

Stocks have struggled to move higher than their summer peak. Trade tensions
have been a headwind, but investors are also concerned that there might
not be enough “firepower” left for policymakers to enact stimulus and keep

Mike Ryan, CFA the economy from heading toward a recession. This month’s Feature article
Chief Investment Officer Americas, investigates the outlook for monetary and fiscal policy, and concludes that—
Global Wealth Management with some exceptions—the world economy will likely need to rely on monetary

policy to help mitigate the current growth slowdown.
Follow me on LinkedIn

linkedin.com/in/mike-ryan-ubs/

Our In Context article reviews recent performance and sets the stage for the
rest of 2019. We believe stocks will continue to struggle to move meaningfully
higher in the absence of greater clarity on trade and growth dynamics, but we
only recommend a small tactical underweight to stocks. Our Asset allocation
implementation section details our positioning, including the introduction of
a new environmental, social, and governance (ESG) high yield asset class in our
Sustainable Investing portfolios. As a reminder, our Detailed asset allocation
section is available as a standalone report, available at ubs.com/houseview.

This month, global leaders converged on the United Nations headquarters in
NYC to review progress toward the Sustainable Development Goals (SDGs). As
our Thematic Spotlight explores, we see an opportunity for companies—and
investors—to profit by proactively addressing SDGs such as “Zero Hunger” and
“Clean Water and Sanitation”, and we highlight such investments through our
Longer Term Investments (LTI) series.

Regards,

)

Monthly House View Mike Ryan
live stream:

3 October 2019

1:00 PM ET

ubs.com/ciolive

Add to calendar Access our report in a monthly
email or on our new House View
website at ubs.com/houseview

A dial in is also available

Dial in: 1-877-200-4456
Passcode: 46502#

This report has been prepared by UBS AG, UBS Switzerland AG, and UBS Financial Services Inc.
Please see important disclaimers and disclosures at the end of this document.


https://www.ubs.com/global/en/wealth-management/chief-investment-office/latest-views/house-view/featured-article.html
http://www.ubs.com/houseview
http://www.ubs.com/houseview
http://www.ubs.com/houseview
https://www.linkedin.com/in/mike-ryan-ubs/
http://ubs.com/ciolive
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/reminder-house-view-livestream.ics

ClO Preferences

Also in this report

04 Feature
10 In context

12 Asset allocation

implementation
14 Bull market monitor
15 Questions we’re tracking
16 Top themes
18 Global outlook
26 Key forecasts

26 US sector allocation

This is a visual summary of our preferences. For the full detailed asset allocations see our

full detailed asset allocation tables report. This table reflects positioning changes made in our intra-
month report: UBS House View update: Lowering risk in portfolios on rising trade tensions, published on
26 August 2019.

@ Overweight
Tactical recommendation to hold more of the asset class than specified in the
moderate risk strategic asset allocation.

@ Underweight
Tactical recommendation to hold less of the asset class than specified in the moderate
risk strategic asset allocation.

Neutral
Tactical recommendation to hold the asset class in line with its weight in the moderate
risk strategic asset allocation. October 2019 UBS House View 3
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Helicopters wanted

It will likely be left to With interest rates already
monetary policy again to as low as they are around
fight the current slowdown, the world, the impact of
and we expect further easing  further monetary stimulus
in the months ahead. may be limited.

Central bankers may think
it is time for fiscal policy to
take charge, but we don’t
expect enough stimulus to
move markets much higher

We underweight equities
and recommend an
overweight to inflation-
protected securities and
emerging market bonds.

from here.

Mark Haefele

Global Chief Investment Officer
Wealth Management

Follow me on LinkedIn
linkedin.com/in/markhaefele

Follow me on Twitter
twitter.com/UBS CIO
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In making Apocalypse Now, director Francis Ford Coppola learned that if you want
to get something done you need government helicopters, famously locating film
production in the Philippines when the country’s then-president agreed to provide
him with military equipment.

The need for government helicopters was also a theme in outgoing European Central
Bank (ECB) President Mario Draghi’s recent press conference. When asked whether
“helicopter money” would be helpful in stimulating the European economy, he said
that “giving money to people, in whatever form, [is] a fiscal policy task, it's not a
monetary policy”, before adding that “it's high time, | think, for the fiscal policy to
take charge".

While central bankers might judge it to be “high time” for fiscal policy to take
charge, we don't yet see helicopters full of money on the dawn horizon. Setting
aside our own ideas about the cinematic merits of Apocalypse Now or the economic
wisdom of helicopter money, in this letter | look at how we see developments in fis-
cal and monetary policy impacting markets.

Germany has the capacity to enact fiscal stimulus, but it appears willing to do so
only after an economic crisis materializes. A split US congress, meanwhile, is likely
to block any large stimulus measures ahead of next year’'s US presidential election.
And while China has both the means and the will to use fiscal policy, it is likely only
to pursue modest stimulus in this cycle, given its desire to constrain debt growth.

It will therefore likely be left, once again, to monetary policy to fight the current
slowdown, and we expect central banks to continue to deliver monetary easing in
the months ahead. This should help the US and Eurozone economies avoid recession
and mitigate market downside. It is also possible that trade policy could surprise to
the upside before scheduled tariffs come into effect. That said, we remain skeptical
that central banks, in the absence of a trade agreement, have sufficient firepower to
drive meaningful gains in the market. We also have to acknowledge that hopes for
a trade deal have been dashed many times before.

We position for this tactical environment through an underweight in equities, par-
ticularly international stocks, which are more susceptible to trade tension risks. We
recommend an overweight to US dollar-denominated emerging market (EM) sov-
ereign bonds, which offer a yield pickup over similar-risk corporate bonds, and to
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Treasury Inflation-Protected Securities (TIPS), which can benefit from higher infla-
tion expectations being fostered by an easier Fed. In more-aggressive portfolios, we
recommend an allocation to long-duration Treasuries to help protect against equity
market volatility.

Fiscal policy

Whether governments should or can afford to spend more money is ultimately a
political question. As investors, we need to understand the current political philoso-
phy of those leading the major economies, interpret what that philosophy means for
the likelihood of fiscal stimulus, and consider whether upcoming events might alter
that philosophy or governments’ reaction function.

With this in mind, we currently do not foresee fiscal stimulus sufficient to drive fur-
ther near-term upside in the markets in any of the major economies.

In the Eurozone, the Maastricht Treaty limits fiscal deficits to 3% of GDP, so the
scope for stimulus in the region is limited. The region’s largest economy, Germany,
does have the space to provide stimulus within this restriction, but it appears com-
mitted to its balanced budget stance for 2020.

Finance Minister Olaf Scholz has said that “we are in a position to counter an eco-
nomic crisis with many, many billions of euros, if one actually breaks out in Ger-
many and Europe”. But this merely confirms that fiscal policy will be reactive, rather
than proactive, and the “many, many billions” was later confirmed to be EUR 50bn,
equivalent to just 1.5% of German and 0.4% of Eurozone GDP.

Our conversations with senior economists and policymakers in the country suggest
that the bar for changing this stance is set relatively high. While a major escalation in
the US-China trade conflict or a hard Brexit may suffice to trigger a rethink, a tech-
nical recession alone may not be enough to trigger higher government spending.

The US has shown greater historical willingness to enact fiscal stimulus. Most recent-
ly, in 2017, it enacted tax cuts that boosted the country’s GDP by 0.3% in 2018,
according to the Congressional Budget Office. However, a divided congress means
significant stimulus measures in the near term look unlikely.

We will be watching the US presidential race closely for signs of what the country
thinks about the role of fiscal policy in shaping the economy these days. In particu-
lar, we will be listening for whether candidates float ideas for closer coordination
between fiscal and monetary authorities. Such approaches could lead the US to run
much larger deficits, albeit at the risk of higher inflation.

China has also used stimulus effectively in the past, most notably in the aftermath
of the 2007-09 financial crisis when it helped the world avoid an even worse down-
turn. And this year it has already enacted a package of tax and fee cuts worth
around 2% of GDP, while also permitting a larger local government bond quota of
CNY 3.1tr this year versus CNY 2.2tr last. This quota could even be raised in 4Q to
support infrastructure investment.
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In the past month, eight major
central banks have cut rates.
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Unlike in 2008, however, policymakers are far more conscious of the potential side
effects of excessive stimulus, which include rising inflation, debt, and property pric-
es. So any continued injections of funds into the economy are likely to be more
measured and reactive, as well as subject to changes in the economic outlook and
progress in trade talks with the US. Global investors are therefore unlikely to feel the
effects of Chinese stimulus as much as they have in previous years.

In sum, the prospects of near-term fiscal stimulus in the US and the Eurozone are
low, and action in China will depend on economic developments. With isolated
exceptions, like India, most heavyweights of the world economy are likely to rely on
monetary policy to help mitigate the current growth slowdown.

Monetary policy

Central banks have not just talked about the need for more governmental policy
to support growth; they have taken action. In the past month, eight major central
banks have cut rates.

Figure 1

Fiscal stimulus will be limited in major economies
Budget balance net change (2019 forecast versus 2018 and US 2009 versus 2008), in USD billions
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Figure 2

Central banks have already taken action

Number of rate cuts by the world’s central banks
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The ECB unveiled a package of measures that included a cut to deposit rates, EUR
20bn per month of quantitative easing (QE), and financial help for banks. The Fed-
eral Reserve has cut rates by 25 basis points (bps) twice this year, and we expect
further cuts, depending on economic developments. Governor Haruhiko Kuroda of
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the Bank of Japan has said that pushing its policy rate deeper into negative territory,
from today’s —=0.1%, is an option in his country. And the People’s Bank of China
has lowered reserve requirement ratios by an additional 50bps, with further action
expected.

Yet, while central bankers are committed to action, they are facing visible limits to
the effectiveness of their current tool set. For example, the tiering of rates in Europe
is a sign that the ECB is having to innovate to mitigate the adverse consequences
of negative rates. China has had to introduce the new loan prime rate benchmark
to try and improve an inefficient monetary transmission mechanism that has failed
to meaningfully lower corporate funding costs despite sufficient bank liquidity. And
in Japan, despite the negative rate policy since 2016, banks’ attitude to lending
remains cautious.

Figure 3

2019 has seen a steady rise in political uncertainty
US Economic Policy Uncertainty Index, a news-based index, 30-day moving average
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External view: Insights from private business owners and executives
The ineffectiveness of further rate cuts was also evident among members of
the UBS Industry Leader Network* we interviewed in August. They said that
lower interest rates will not change their borrowing plans. Many run their busi-
nesses using cash, and those that have debt saw little marginal benefit from
borrowing more at this stage in the economic cycle.

Several Industry Leaders also said the merits of lower borrowing costs would
be outweighed by what has pushed interest rates lower in the first place: pock-
ets of slower economic activity, especially in manufacturing, and higher cus-
tomer uncertainty.

Where they are investing, private business owners are reallocating investments
toward secular growth opportunities, including long-term sustainable invest-
ments. They expect the financial and societal returns on them to exceed re-
turns on business capital or “traditional” financial instruments in today’s low-
rate world.

*The UBS Industry Leader Network is a global group of UBS clients and prospects who are
private business owners and executives. Their views may differ from those of UBS.
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The Fed, meanwhile, will be conscious that the effectiveness of lower interest rates
may be limited at a time when political uncertainty is the primary reason for the eco-
nomic slowdown. A working paper from Fed staff economists estimates that trade
policy uncertainty has contributed to a 0.8ppt drag in world GDP growth over the
past year, while Fed Chair Jerome Powell reminded us at a recent press conference
that monetary policy only operates with a “long and variable lag”.

Central banks are trying to use the tools at their disposal to stimulate the economy at
a time of slowing growth and muted inflation. But they are having to tread carefully
to reduce the risk of unintended consequences, and with rates already so low, the
effectiveness of their toolkit is questionable. It may require a resolution to the trade
conflict to unlock some of the positive economic effects of their monetary policy.

Asset allocation

With most countries lacking the willingness to embark on a more substantial fiscal
drive, and the efficacy of monetary policy under question, the probability of stimu-
lus fueling meaningful medium-term market gains seems lower than usual. But if
growth were to slow further, monetary easing and the possibility of reactive fiscal
policy do reduce the chance of credit stress.

Figure 4
Attractive carry in USD-denominated emerging market
sovereign bonds

JP Morgan EMBIG Diversified yield spread versus Bloomberg Barclays Eurodollar Aa or higher (US high grade),
in %
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This month we highlight three main investment ideas: underweight equities, prefer
US stocks to their Eurozone counterparts, and favor fixed income assets that benefit
from easier policy.

e We underweight equities. Stocks are being driven primarily by the outlook for
US-China trade talks, with other geopolitical concerns such as US impeachment
and Brexit clouding the picture. While central banks can put a floor under mar-
kets, we do not believe they have the capacity to push stocks significantly higher
in the short term.

e We prefer US equities versus Eurozone equities. While we are underweight
stocks overall, we expect the US market to outperform the Eurozone. This rests on
our view that Eurozone stocks are more vulnerable in an environment of height-
ened uncertainty about global trade and fears of weaker global growth. We
are neutral on US stocks, while recommending an underweight to international
developed and emerging market equities, because we expect the US market to be
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more resilient. In addition, even after 50bps of rate cuts this year the Fed still has
more ammunition than the ECB to combat slowing growth.

* We favor income-generating strategies. In an environment of slower growth,
central banks will continue to ease policy. We still see opportunities for investors
to earn yield in US dollar-denominated EM sovereign bonds, and also recommend
an overweight to Treasury Inflation-Protected Securities (TIPS), which can benefit
from higher inflation expectations. In more-aggressive portfolios, we recommend
an allocation to long-duration Treasuries to help protect against equity market
volatility.

In addition, we hold the following positions in our FX strategy:

¢ We now underweight the Australian dollar versus the US dollar. Global
trade tensions which have weighed on growth sentiment in Asia should hurt the
Australian dollar, which is often seen as a proxy for Chinese growth. Domestic
demand and employment growth are deteriorating fast in Australia, which could
lead the Reserve Bank of Australia to ease policy even further.

e We overweight the British pound versus the US dollar. The latest twist in
the Brexit saga was the UK Supreme Court’s decision that the suspension of the
UK Parliament, which strongly opposes a no-deal Brexit, was unlawful. Our base
case remains for the UK to ask for an extension to the 31 October Brexit deadline
instead of leaving the EU without a deal. GBPUSD currently trades at 1.23, well
below our purchasing power parity estimate of 1.58. Meanwhile, the Bank of
England is on hold, while many other major central banks are easing policies.

¢ We overweight the Norwegian krone versus the euro and Canadian dollar.
While an uncertain global economic outlook hurts the krone currently, the Norges
Bank could still hike rates one more time within the next year, given above-trend
economic growth and inflation close to its target. The ECB on the other hand has
announced easing measures including a cut to the deposit rate and a QE pro-
gram. Given ongoing weakness in the Canadian housing market and the Bank of
Canada’s dovish stance, we also remain cautious on the outlook for the Canadian
dollar.

Mark Haefele
Chief Investment Officer
Global Wealth Management
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Waiting for direction

Jason Draho, PhD

Head of Asset Allocation Americas,
Chief Investment Office GWM
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A September tradition in New York that's
likely to be unfamiliar to those who
don't live or work in the city is the traffic
gridlock in midtown Manhattan during
the week of the annual United Nations
General Assembly. Look down Sixth Av-
enue in the middle of the morning and
you'll see blocks of bumper-to-bumper
cars that aren’t moving. Being stuck in
that traffic watching pedestrians stroll
by at a faster clip is not a fun experience,
either. But you see a bigger picture when
you look down at traffic from 20 stories
up—and the gridlock becomes an apt
metaphor for the current state of equity
markets. They've gone nowhere the past
couple of weeks and their direction from
here is also uncertain.

This inertia comes after a tumultuous
summer that started promisingly on
hopes of central bank policy easing and
a prolonged US-China trade war cease-
fire. The S&P 500 was even on the verge
of "melting up” in July. Then, rather un-
expectedly, the trade war escalated on
1 August when the US announced new
tariffs, and later in the month existing
tariffs was increased 5%. Recession fears
jumped and stock prices fell, though not
as spectacularly as bond yields. Trade
rhetoric on both sides turned more con-
ciliatory in September, with talk of a
partial deal as soon as October. Equity
markets initially moved higher on the
news, but are now stuck in wait-and-see
mode.

All of this was enough for us to recom-
mend a modest underweight to equi-
ties versus fixed income in our late Au-
gust US tactical asset allocation update.
Economic and market conditions had
deteriorated, but they also became ex-
tremely uncertain, with many potential
risks that could derail the economy. Little
has changed in that regard over the past
four weeks, which is why we have made

no changes to our tactical recommen-
dations this month. A sideways-moving
market suggests that we're likely not
alone in that thinking or alone in trying
to determine what to expect the rest of
this year.

One year ago

As we assess what could happen in finan-
cial markets over the next few months,
memories of what transpired in the fi-
nal quarter of 2018 are still fresh. In late
September 2018 the S&P 500 reached
a new all-time high of 2,930 before the
wheels came off (Fig. 1). By 24 Decem-
ber the index was down 20%, with only
a post-Christmas rally limiting the dam-
age to a 14% decline in the fourth quar-
ter. Since that September 2018 high the
S&P 500 total return is only 4%, a far cry
from the 21% year-to-date return.

This leads to two immediate observa-
tions. First, evaluating recent portfolio
performance based only on how it's
done so far this year is misleading be-
cause much of the return is just due to
bouncing back from the steep Decem-
ber sell-off. Second, US equity markets
have effectively been directionless for at
least the past year, not just the past two
weeks. They've been stuck in a range,
buffeted by both good and bad news on
the economy and trade.

Breaking out is hard to do

Looking ahead to the next few months
we see three factors continuing to drive
markets, though none may be sufficient
to give the market clear direction. In
declining order of importance they are:
politics, geopolitics and trade; economic
data; and the Fed.

US-China trade negotiations are the
clear drivers in our view, as the outcomes
of escalating tariffs versus a partial deal
have very different economic implica-



tions. Yet it's hard to have much conviction on any particular
scenario because prior negotiations also looked promising un-
til new tariffs were suddenly announced. US domestic politics
complicate this assessment because it's uncertain how the im-
peachment inquiry and the Democratic leadership race could
alter President Trump’s approach to the negotiations. Even if a
partial deal is announced in October, it may do little to improve
business and investor sentiment unless it's actually substantive
in details.

The markets could look past the trade and political risks
if economic growth clearly started to accelerate, especially
outside the US. But that's unlikely as long as trade uncer-
tainty that's already weighed heavily on manufacturing ac-
tivity lingers. Last September manufacturing sentiment was
running at full steam based on the Institute for Supply Man-
agement (ISM) survey (Fig. 2). But from a level of 60—about
the 95th percentile for the past 60 years—it fell just below
50 in August or contractionary territory. In contrast, services
are holding steady, growing at a moderate pace—a good
thing since services account for nearly 80% of US economic
activity.

IN CONTEXT

It feels odd to place the Fed as third on any list of market drivers,
but its ability to substantially move markets seems to decline with
each rate cut. This is part of a wider global problem for central
banks in that monetary policy is losing effectiveness at such low
rates. Still, the Fed is prepared to cut rates again in the fourth
quarter, while Chair Jay Powell has also improved his communica-
tion skills. His comment in early October 2018 that the Fed’s “a
long way from neutral,” which implied that more rate hikes were
coming, was the initial catalyst for the equity correction last fall.

Proceeding with caution

For now it looks like equity markets will continue to be range-
bound as trade and growth risks linger. It's certainly possible
that hopes for a partial trade deal could be fulfilled in a matter
of weeks. But risk assets already appear to be pricing in such an
outcome with high probability, limiting the potential upside. At
the same time, the prospect of more aggressive central bank
easing in response to growth risks should provide the markets
with support, at least for now. Being stuck in a trading range
can be frustrating, but as with our New York City traffic allegory,
we expect equity markets will start moving again in a positive
direction, as long as there isn’t a trade accident up ahead.

Figure 1

Year-to-date vs. one-year equity returns: a study in
contrasts
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Figure 2

Manufacturing in contraction, services holding steady
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ASSET ALLOCATION IMPLEMENTATION

Asset allocation implementation

The UBS House View is our current assessment of the global economy and financial
markets, with corresponding investment recommendations. The asset allocation
implementation of this view can vary across model portfolios, depending on their objectives.

Full detailed asset allocation tables
View our full set of asset allocation tables for guidance on positioning across dif-

ferent investor types, portfolio strategies, and risk tolerances.

Our Tactical Asset
Allocation (TAA)
recommendations

Overweights

¢ China and Brazil equities
(all-equity portfolio)

e Treasury Inflation-
Protected Securities (TIPS)

¢ Emerging market (EM)
USD-denominated
sovereign bonds

Implementation guidance

This month brought a partial reprieve from rapidly escalating trade tensions between the US
and China, giving risk assets room to grind marginally higher. However, the global growth
outlook remains unstable, with weakness concentrated in the manufacturing sector. Even
so, it is still unlikely that the US will enter a recession by the end of 2020, while central bank
policy easing and possible fiscal stimulus should reduce downside risks. Equity markets will
struggle to move meaningfully higher while uncertainty continues, in our view. We therefore
recommend a tactical underweight to equities, particularly in overseas markets that are more
susceptible to growth risks, while focusing on harvesting carry (via EM USD sovereign bonds)

. and positioning for a possible pick-up in inflation expectations through TIPS.
Underweights

¢ US government bonds

e International developed
market equities

* Emerging market equities

Equities

Tactically, we prefer US equities over international stocks—particularly Eurozone and emerging
markets, which are more exposed to trade and growth risks. By comparison, the US economy
should be relatively resilient—though not immune—and US stocks should benefit from a
less cyclical sector composition.

What's changed!

Within all-equity portfolios, we continue to recommend a carve-out to Japanese equities,

e Closed overweight
position in US equities

¢ Opened underweight
position in emerging
market equities

¢ Opened overweight
position in emerging

market USD-denominated

sovereign bonds
e Reduced underweight

which we prefer over other international developed equities. Japanese stocks are pricing in
more of the growth slowdown and in a recession the yen should appreciate against the US
dollar, helping to offset some of the equity weakness. We also keep our preferences for China
and Brazil within EM. China is attractive on the prospect of more policy stimulus, while Brazil
stands out for an improving macro outlook and ongoing structural reform.

Within US equities, we remain tilted to sectors that are more domestic and consumer-fo-
cused. We prefer consumer staples (improving fundamentals in a low beta sector), consumer
discretionary (consumer spending is solid), and communication services (defensive growth)
sectors. We balance this with underweights to industrials and energy (both exposed to the

position in international

2 global cycle) and to tech, which is expensive relative to the overall market and vulnerable to
developed market equities

further disruptions to global supply chains.

"These were implemented in our
26 August ad hoc report,
"Lowering risk in portfolios on
rising trade tensions".

Fixed income

We recommend an overweight to emerging market US dollar-denominated sovereign bonds
versus US government bonds. This asset class has historically delivered strong risk-adjusted
returns and now offers an attractive yield of around 5%, which is higher than similar-risk
corporate bonds and especially favorable considering that roughly USD 171tr of bonds globally
now offer a negative yield. We maintain a position in TIPS versus US government bonds to
position for rising inflation expectations, which have fallen during the past month. They're
inexpensive and lifting them is a primary goal for the Fed.

A note on TAA scaling

Unless noted otherwise, the TAA percentages
on this page refer to a Moderate risk profile.
Generally speaking, we apply a scaling
methodology to TAA tilts for lower-risk
portfolios, so that a 2% overweight in the
moderate risk profile reflects as a 1.5% and
1%, respectively, in the Moderately
Conservative and Conservative profiles.

In our Sustainable portfolios, we have opened an overweight position to ESG engagement high
yield bonds, a new asset class, funded from ESG IG leaders bonds and ESG leaders equities
(US). Additionally, we maintain a preference for green bonds, which have a similar dura