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The AE Institutional Alpha Balanced Model returned -0.57% vs. -0.97% for the custom blended benchmark (42% Russell 3000 / 18% Russell Global ex-U.S. / 40% 
Barclays Aggregate Bond) in 1Q 2018. Manager selection contributed positively, while asset allocation detracted from benchmark-relative performance within the 
quarter. 

Positive Contributors: 
• Manager Selection: 

o Equity – All four major sleeves of the equity portfolio (U.S., International Developed ex-U.S., Emerging Markets, and Unconstrained) contributed 
positively in 1Q. The Unconstrained manager, Morgan Stanley Global Opportunities, posted a return of +5.58% versus benchmark (70% Russell 3000 / 
30% Russell Global ex-U.S.) return of -0.76%. International Developed ex-U.S. managers were the second leading contributor by sleeve, led by Harding 
Loevner (Large Cap Growth mandate), which outpaced its benchmark by +2.48%. The leading U.S. contributor was Harbor Large Cap Value, which 
exceeded its benchmark by +2.25%. Both Emerging Markets managers led their respective benchmark in 1Q. It should also be noted that a recent shift 
to more active management (from passive) in the U.S. and Developed ex-U.S. Large Cap spaces was rewarded in 1Q. 

o Fixed Income – Every fixed income manager held in the Model exceeded its benchmark for the trailing three months. The leading contributor was 
DoubleLine Total Return Bond, returning -0.52%, versus the Barclays Aggregate Bond Index return of -1.46%. 

• Asset Allocation: 

o Non-benchmark allocation to International Bonds, within the fixed income allocation, was rewarded in 1Q. The asset class, as measured by the Barclays 
Global Treasury ex-U.S. Hedged Index, returned +1.23% (versus the aforementioned -1.46% return for the Barclays Aggregate Bond Index). 

Detractors: 
• Manager Selection: 

o As noted above, all major sleeves of the portfolio were additive from a manager selection standpoint in 1Q. There were, naturally, several managers 
within the equity framework that did lag their individual benchmarks, however – Touchstone Mid Cap Value lagged its benchmark by -3.20%, for 
example, and Causeway International Value trailed its benchmark by -1.29%. 

• Asset Allocation:  

o Equity / Fixed Income Weighting – For the first eight days of calendar year 2018, Model was underweight to equity – this detracted, as stocks returned 
+1.48% versus -0.31% for bonds (as represented by the 70% Russell 3000 / 30% Russell Global ex-U.S. blended benchmark and Barclays Aggregate 
Bond Index, respectively). Following a shift to overweight equity beginning January 9th, through the end of the quarter, stocks underperformed bonds, 
returning -2.41% versus -1.15%. 

o Underweight to Emerging Market Equity – The Russell EM Index posted a positive return for the quarter, +1.27%, while the U.S. and Developed ex-
U.S. markets were negative in 1Q. 
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The AE Institutional Alpha Balanced Model returned +10.04% vs. +9.25% for the custom bended benchmark over the trailing year, through 3/31/18. Asset 
Allocation detracted, while Manager Selection was overwhelmingly positive. 
 

Positive Contributors: 
• Manager Selection:  

o Equity – International Developed ex-U.S. and Unconstrained sleeves were large positive contributors over the past year (U.S. and Emerging Markets 
detracted). Large individual contributions came from Morgan Stanley Global Opportunities (Unconstrained, led its benchmark by +21.35% for the 
trailing 12 months), Harbor Large Cap Value (U.S. LCV, led its benchmark by +3.17%), and Causeway International Value (led its benchmark by 
+1.83%).  

o Fixed Income – Large individual contributions came from Neuberger Berman Strategic Income (outperformed Barclays Aggregate Bond Index by 
+1.98%), Sterling Capital Total Return Bond (outperformed Barclays Aggregate Bond Index by +0.66%), and DoubleLine Total Return Bond 
(outperformed Barclays Aggregate Bond Index by +0.99%). Only one underlying fixed income manager underperformed its benchmark for the period. 

• Asset Allocation:  

o Value/Growth Weightings within Equity – Cumulative Value/Growth overweight/underweight positioning was additive over the past 12 months. A 
consistent underweight allocation to U.S. Mid Cap Value contributed (trailed Mid Cap Growth counterpart index by -13.24% & broad U.S. equities by -
7.31%) as did an overweight position in International Developed ex-U.S. Large Cap Growth (higher return than Value counterpart & broad global 
equity).  

o Geographical Split Within Equity – An overweight allocation to International Developed ex-U.S. / corresponding underweight to U.S. Equity (for a 
majority of period, as model now overweight both) was additive, as U.S. stocks have underperformed their ex-U.S. Developed counterparts over the 
past year (returning +13.81% vs. +14.96%). 

 

Detractors: 
• Manager Selection:  

o U.S. and Emerging Market Equity – Although equity contribution was positive overall, these two sleeves were negative for the period. Detractors 
included Touchstone Mid Cap Value (lagged Russell MCV Index by -4.32%) and Oppenheimer Developing Markets (EM Growth mandate, lagged 
MSCI EM IMI Growth Index by -4.81% - despite posting a +25.30% absolute return).  

• Asset Allocation:  

o Global Equity vs. Fixed Income Weighting – For a majority of past year, Model was underweight to equity with a corresponding overweight to fixed 
income – this detracted, as stocks materially outperformed bonds in 2017. Following a shift to overweight equity (as outlined in the Qtr/YTD 
summary), stocks underperformed bonds. The impacts from these allocations were the dominant driver of negative asset allocation attribution over the 
past year. 

o Non-Benchmark Allocation to U.S. TIPS – Although now removed from the Model, exposure to Treasury Inflation Protected Securities was a negative 
over the past year, as the asset class lagged the Barclays Aggregate Bond Index while held. 
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It should be noted the reason why EFV and its Growth counterpart, EFG, are utilized is because there does not exist, at this time, passive options for the MSCI World ex-U.S. Value and Growth Indexes. While a passive product for the 
MSCI World ex-U.S. Index does exist, utilizing that option would not give us the flexibility to overweight/underweight the value/growth sleeves as we deem fit from an asset allocation perspective. It is for this reason that we 
recommend EFV and EFG as our exposures in the Developed ex-U.S. Large Cap space. 

The AE Balanced ETF Model returned -1.17% vs. -0.97% for the custom blended benchmark (42% Russell 3000 / 18% Russell Global ex-U.S. / 40% Barclays 
Aggregate Bond) in 1Q 2018.  

Positive Contributors: 
• Manager Selection: 

o Equity* -  There can be a mismatch between the passive product utilized and the benchmark to which the return is compared. For example, in the 
Developed ex-U.S. Large Cap Value sleeve, the Model utilizes iShares MSCI EAFE Value ETF (EFV) for our exposure to the space. The benchmark for 
evaluation/attribution purposes is the MSCI World ex-U.S. Value Index. Because EFV does not include Canadian securities (while the ‘World’ ex-U.S. 
Index does), for example, in a quarter such as 1Q there can be a difference in returns beyond the expense ratio impact. With the MSCI Canada Index -
7.35% in 1Q, it helps lead to the outperformance of EFV vs. benchmark (returning -2.15% vs. -2.52%).  

• Asset Allocation: 

o Non-Benchmark Allocation to International Bonds, within the fixed income allocation, was rewarded in 1Q. The asset class, as measured by the 
Barclays Global Treasury ex-U.S. Hedged Index, returned +1.23% (versus the aforementioned -1.46% return for the Barclays Aggregate Bond Index). 

Detractors: 
• Asset Allocation:  

o Equity / Fixed Income Weighting – For the first eight days of calendar year 2018, Model was underweight to equity – this detracted, as stocks returned 
+1.48% versus -0.31% for bonds (as represented by the 70% Russell 3000 / 30% Russell Global ex-U.S. blended benchmark and Barclays Aggregate 
Bond Index, respectively). Following a shift to overweight equity beginning January 9th, through the end of the quarter, stocks underperformed bonds, 
returning -2.41% versus -1.15%. 

o Underweight to Emerging Market Equity – The Russell EM Index posted a positive return for the quarter, +1.27%, while the U.S. and Developed ex-
U.S. markets were negative in 1Q. 

• Manager Selection: 

o Manager Selection in Asset Classes without ETF / Benchmark Mismatch – Passive options that synch with the respective index utilized in our asset 
allocation framework will necessarily underperform, due to fee drag. As an example, the iShares Russell Top 200 Value ETF underperformed the 
Russell Top 200 Value Index by -0.05% in Q1, as would be expected for a passive product with a 0.20% annual expense ratio. 
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The AE Balanced ETF Model returned +8.87% vs. +9.25% for the custom bended benchmark over the trailing 12 months as of 3/31/18.  

Positive Contributors: 
• Asset Allocation:  

o Value/Growth Weightings within Equity - Cumulative Value/Growth overweight/underweight positioning was additive over the past 12 months. A 
consistent underweight allocation to U.S. Mid Cap Value contributed (trailed Mid Cap Growth counterpart index by -13.24% & broad U.S. equities by -
7.31%) as did an overweight position in International Developed ex-U.S. Large Cap Growth (higher return than Value counterpart & broad global equity).  

o Geographic Split Within Developed Equity –  An overweight allocation to International Developed ex-U.S. / corresponding underweight to U.S. Equity 
(for a majority of period, as model now overweight both) was additive, as U.S. stocks have underperformed their ex-U.S. Developed counterparts over the 
past year (returning +13.81% vs. +14.96%). 

• Manager Selection: 

o Developed ex-U.S. Large Cap Value and Growth – As described in the 1Q summary, a mismatch exists between the products utilized for investment in 
the Developed ex-U.S. space and the benchmarks used for evaluation/attribution. Exposure to Canada (held in Index, while not held in Model ETF’s) 
would have hurt returns on a benchmark-relative basis over the past 12 months. Over the past 12 months, the MSCI Canada Index returned +4.91%, while 
the MSCI EAFE Index returned +14.80%.  The ETF’s in Model (EFV & EFG) had excess returns vs. respective MSCI-based Value & Growth benchmarks of 
+0.23% and +0.62%, respectively. 

Detractors: 
• Asset Allocation:  

o Global Equity vs. Fixed Income Weighting – For a majority of past year, Model was underweight to equity with a corresponding overweight to fixed 
income – this detracted, as stocks materially outperformed bonds in 2017. Following a shift to overweight equity (as outlined in the Qtr/YTD summary), 
stocks underperformed bonds. The impacts from these allocations were the dominant driver of negative asset allocation attribution over the past year. 

o Non-Benchmark Allocation to U.S. TIPS – Although no longer held in Model, this asset class underperformed the Barclays Aggregate Bond Index while 
held within the past year. 

•      Manager Selection: 

o Manager Selection in Asset Classes without ETF / Benchmark Mismatch – For asset classes (such as U.S. Large Cap Growth, U.S. Mid Cap Value, etc.)  
where the ETF used in Model replicates the benchmark, the ETF will necessarily underperform due to the impact of fees.  
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Global Equity/Fixed Income Allocations Across Model Portfolios 
As of 04.09.2018 

 

Overweight Global Equities/Underweight Fixed Income:  Equity volatility was exceptionally low in 2017 but returned with a vengeance during the first quarter of this year.  Despite the 
significant volatility, Global Equities ended the quarter close to where they started, leaving valuation and forecast metrics little changed.  We continue to forecast mildly positive excess returns to 
Global Equities with significantly more positive expectations for Developed Markets than Emerging Markets.  Our equity forecast is based largely on valuation metrics such as dividend yields, 
earnings yields and sales yields that are below average but consistent with returns mildly in excess of low treasury yields.  We entered the year with a negative outlook for Fixed Income returns 
that were indeed realized in the first quarter following a significant move higher in both interest rates and credit spreads.  We now have a mildly positive outlook for Fixed Income returns and 
consider current interest rates and credit spreads to be more fairly valued.  We are maintaining a mild overweight to Global Equities but estimate our risk-adjusted equity  exposure to be roughly 
equal to benchmarks largely due to our underweight to Emerging Markets, a higher beta equity segment.  In addition to a bias toward Developed versus Emerging Markets, we are overweight 
Value versus Growth equity segments.  In total, our analytics point to a low return environment in both equities and fixed income.  In this environment of below-average prospective returns and 
increasing volatility, we are cognizant of not overreacting to headlines or periods of market weakness, and conversely will avoid chasing hot markets or reaching for yield.  Instead, we will 
patiently look for attractive opportunities that may arise from volatile markets. 

Russell Global Equity  Model Forecast 

U.S. Aggregate Fixed Income Model Forecast 

Model Portfolios 

Fixed Income Income Income Primary Income & Growth Balanced Growth Aggressive Growth 

Global Equities 0% 25.42% 40.67% 50.83% 61.00% 75.63% 100% 

Change from Prior Quarter: 
-0.50% in Balanced Model 

Fixed Income 100% 74.58% 59.33% 49.17% 39.00% 24.38% 0% 

Change from Prior Quarter: 
+0.50% in Balanced Model 

15% 30% 40% 50% 65% 

65% 50% 40% 30% 15% 

35% 50% 60% 70% 85% 

85% 70% 60% 50% 35% 
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Model Forecast Graphs display forecasted Sharpe Ratios for each sector within a range of -1.5 to 1.5. Net of Benchmark weights calculated as of 04.06.2018. Net weights will change over time due to differences in index and portfolio returns and other factors. 
Forecasted returns generated by Sterling Capital Advisory Solutions’ analytics contain a high degree of uncertainty, are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results.  Actual results may vary widely from 
projections, and may not account for extreme negative scenarios that are not well represented by model estimation samples.  All investing is subject to risk, including possible loss of principal. Past performance does not guarantee future results.  
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Global Equity Allocation Summary 
As of 04.09.2018 

Total Allocation 

Net of 
Benchmark 
Allocation 

Change from 
Prior Quarter Model Forecast Summary of Allocations and Model Forecasts 

U.S. Equities 53.1% 2.0% 1.0% Overall Overweight concentrated in Large Cap Value, Underweight Midcap 
Value and Small Cap Growth:  We are overweight U.S. Equities as our forecast 
analytics point to relatively strong returns compared to international markets.  
While certain valuation factors such as earnings yield and sales-to-firm value 
appear rich and are pushing the U.S. forecast lower, the U.S. dividend yield 
appears reasonably attractive in the context of low interest rates and strong long 
run dividend growth.  Within U.S. equities, valuation metrics in the Midcap 
Value segment have improved but remain stretched following continued 
underperformance in the first quarter.  As a result, we are reducing our 
underweight to the segment.  Large Cap Value remains our largest overweight as 
we believe the underperformance over the past year has left the segment 
relatively attractive.  Other net of benchmark weights to U.S. Equity segments 
remain small and are little changed from last quarter. 

Large Cap Value 18.0% 2.5% 0.0% 
Large Cap Growth 18.9% 0.5% 0.0% 
Mid Cap Value 5.8% -1.5% 1.0% 
Mid Cap Growth 6.4% 0.5% -0.5% 
Small Cap Value 2.9% 1.0% 0.5% 
Small Cap Growth 1.1% -1.0% 0.0% 

International Developed 37.1% 0.5% -0.5% Overall Overweight concentrated in Large Cap Value and Small Cap, 
Underweight Growth: We've reduced our overweight to International Developed 
markets as performance is expected to lag U.S. Equities.  Positives include a 
relatively attractive sales-to-firm value ratio and steeper slope in international 
government bond yields compared to the U.S.  Negatives include low relative 
long-run growth in dividends and above average profit margins that may be 
competed lower.  The overweight to Small Cap is based largely on long-run risk-
return advantages that the segment has provided.  Earnings and dividend growth 
in the Value segment has been strong and the risk to profit margins appears low 
relative to the Growth segment. Meanwhile, sales growth in the Growth segment 
has moderated relative to the Value segment and we expect a reversal of the 
Growth segment's strong relative performance over the past year. 

Value 17.1% 1.0% 0.5% 
Growth 14.9% -1.5% -0.5% 
Small Cap 5.1% 1.0% -0.5% 

Emerging Markets 9.8% -2.5% -0.5% Underweight:  Our expectations for Emerging Markets have become more 
negative on increasingly rich valuation ratios as measured by dividend and sales 
yields.  Additionally, while moderate growth in real debt burdens over the past 
three-years is a positive, the metric has moderated from more positive levels last 
quarter.  As a result, we are increasing our underweight allocation to Emerging 
Markets within our equity model. 

Model Forecast Graphs display forecasted Sharpe Ratios for each sector within a range of -1.5 to 1.5. Net of Benchmark weights calculated as of 04.06.2018. Net weights will change over time due to differences in index and portfolio returns and 
other factors. Forecasted returns generated by Sterling Capital Advisory Solutions’ analytics contain a high degree of uncertainty, are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results.  Actual 
results may vary widely from projections, and may not account for extreme negative scenarios that are not well represented by model estimation samples.  All investing is subject to risk, including possible loss of principal. Past performance does not 
guarantee future results.   
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Fixed Income Allocation Summary 
As of 04.09.2018 

Total 
Allocation 

Net of 
Benchmark 
Allocation 

Change from  
Prior Quarter Model Forecast Summary of Allocations and Model Forecasts 

U.S. Aggregate Fixed Income 100.0% 0.0% 2.5% Neutral weight to U.S. Agg:  During the first quarter, the U.S. Aggregate 
Index produced negative returns as U.S. Treasury yields and investment grade 
credit spreads increased.  Conversely, hedged International Fixed Income was 
the only Fixed Income asset class in our model opportunity set with positive 
returns in the first quarter as International government bond yields were 
relatively stable.  Although International Fixed Income has produced strong 
outperformance during our hold period, improved relative government yields 
and credit spreads in the U.S. since last quarter lead us to remove International 
Fixed Income and allocate back to the U.S. Agg.  Return forecasts for High 
Yield and Emerging Market Debt have improved following spread widening 
in the first quarter, but spreads still look unattractive versus long-run histories.  
Our forecast for TIPS remains negative relative to nominal Treasuries due to 
higher breakeven rates and a fairly flat yield curve.  

U.S. High Yield 0.0% 0.0% 0.0% 

U.S. TIPS 0.0% 0.0% 0.0% 

International Fixed Income 
(Hedged) 

0.0% 0.0% -2.5% 

Emerging Markets Debt 0.0% 0.0% 0.0% 

Model Forecast Graphs display forecasted Sharpe Ratios for each sector within a range of -1.5 to 1.5. Net of Benchmark weights calculated as of 04.06.2018. Net weights will change over time due to differences in index and portfolio returns and 
other factors. Forecasted returns generated by Sterling Capital Advisory Solutions’ analytics contain a high degree of uncertainty, are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results.  Actual 
results may vary widely from projections, and may not account for extreme negative scenarios that are not well represented by model estimation samples.  All investing is subject to risk, including possible loss of principal. Past performance does not 
guarantee future results.   
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• The AE Diversified Income Model returned -1.76% for the quarter underperforming its blended benchmark, the 50% Russell Global / 50% Bloomberg Barclays 
Aggregate Bond Index.  

• The portfolio’s 12-month yield ended the quarter at 4.99%. 

 

Positive Contributors: 
• Equity Allocation: 

o High-dividend emerging markets equities exposure was additive during the quarter. 

o An underweight to real estate was beneficial. 

• Fixed Income Allocation: 

o Insurance-linked securities was the largest contributor to overall returns for the second consecutive quarter. 

o An overweight to floating rate securities added to returns as interest rates (and LIBOR) moved higher. 

o Securitized credit, specifically non-agency mortgage-backed securities, contributed to returns. 

 

Detractors: 
• Equity Allocation: 

o MLP exposure was a significant detractor over the quarter. 

o High-dividend yielding equity exposure, which typically has a value bias, was a detractor as growth outperformed value by a wide margin. 

• Fixed Income Allocation: 

o Fallen angels (bonds that were once trading as investment grade but have been downgraded to high yield) lagged the broad high yield market. 

o An allocation to long-dated Treasuries also hurt returns as rates moved higher. 



• Experienced, deep and stable investment team 
o Kevin Perry and John Bell are the two lead portfolio managers for the fund. They have been managing bank loans together since 1989 and joined 

Loomis Sayles in 2001 to establish, develop and manage bank loan products. 
o The portfolio managers are supported an investment team focusing solely on bank loans.  That team averages over 19 years of investment experience 

and over 10 years with Loomis Sayles.  
o The dedicated bank loan team is further supported by 32 senior credit analysts and 16 credit analysts and research associates.  

 

• Interests are aligned with investors 
o Both portfolio managers have a minimum personal investment in the strategy of $500,000 

 

• Disciplined and repeatable process that is consistently applied 
o The first stage of the investment process entrails screens to ensure adequate company strength, downside protection and liquidity. 
o If the loan passes the initial screens, the team conducts fundamental research on several aspects of the security, including enterprise value vs. loan 

value, default risk, multiple credit cushions and debt and equity subordination.  Further analysis is conducted on the borrower's cash flow generating 
ability and the borrower's credit standing and management. 

o Structural features of the loan are also scrutinized, including underlying collateral, valuable and separable collateral, appropriate loan covenants and 
rate of interest on the loan.  A team of legal experts also review the loan covenants.   

o Quantitative analysts apply macroeconomic and relative value models, scenario analysis and systematic methodologies to enhance the investment 
analysis. An emphasis on market risk, issue specific risk and structural risk also compliments to the total research effort.  

 

• Risk controls 
o Loomis Sayles’ primary risk management tool is a proprietary system called In2.  This system provides scenario analysis and stress testing of individual 

securities during the security selection process. It displays the major portfolio risk factors versus the benchmark and highlights the portfolio summary 
risk factors by country, currency, duration, sector, industry and quality.  

o Separate from portfolio managers and research analysts, Loomis Sayles has a Quantitative Research and Analysis Group that provide reports to 
portfolio managers, measuring contribution to risk of each security's beta relative to an index, calculate approximation of total portfolio beta relative to 
key risks, and validate and manage systemic risk levels through scenario analysis and stress tests. 

o Risk is also monitored by the compliance department, Risk Management Committee, and CIO. These individuals and committees review comprehensive 
risk profile for each portfolio, including metrics such as tracking error decomposition, scenario analysis, beta measures, correlation metrics, and 
attribution. The focus is across all risks in the portfolio, including portfolio structural risk (e.g., currency, duration, and sector) and security-level risk. 
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• Track record of consistent risk-adjusted outperformance 
o Rolling five year excess returns are 100% positive versus the S&P LSTA Leveraged Loan Index and its Morningstar peer group since inception 
o Long-term trailing returns have consistently outperformed peers 
o Ranked in the top quartile five of the last six calendar years within the Morningstar Bank Loan universe 
o Higher risk-adjusted metrics such as Sharpe ratio, Sortino ratio and information ratio over five year time periods versus Morningstar peers 

 

• Floating Rate Fund with focus on liquidity 
o The majority of the fund’s assets will be in bank loans, although there has historically been an allocation to short-dated high yield securities as well.  
o Overall preference for first lien, B-rated names that are trading near par (not distressed).   
o Due to the nature of the bank loan asset class, there is an inherent risk relating to liquidity.  Through the portfolio construction process, the portfolio 

managers manage to a 20% drawdown, and then test the liquidity of the loans. Loomis Sayles provides outlets to ensure the fund is sufficiently liquid, 
including using T+3 settlement securities, accessing a line of credit (if needed) and maintaining a 2%-3% cash balance.  

 

• Low fees 
o 0.80 percent vs. 1.09 percent for the average Bank Loan mutual fund (according to Morningstar Direct) 

 

• Attractive firm characteristics 
o The firm focuses solely on investment management 
o Provide access to investment personnel 
o Well-defined compliance procedures and trading practices 

  

Manager Spotlight 
Loomis Sayles Sr. Floating Rate and Fixed Income Fund 
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Performance Results as of 03.31.2018  
Gross of Fees 

*See Appendix for benchmark descriptions. 
Returns for periods greater than 1 year are annualized. All performance results are presented gross or non-inclusive of advisory fees, but are net or inclusive of fees and expenses related to the underlying mutual funds in the 
models. Performance represents model performance and does not reflect actual investments. An investor’s performance may differ based on timing of contributions and withdrawals and their portfolio manager’s custom asset 
allocation decisions, investment manager selections, timing and execution of recommended trades, custom rebalancing, and any other variances from recommended models. Past investment performance may not be indicative of 
future results. These performance figures constitute confidential information and as such must not be disclosed to third parties. Note that models including external strategists will only have updated performance at quarter-end. 
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Inception Date 1 Month 3 Month 1 Year Since Inception 
AE Institutional Alpha Aggressive Growth 04.01.2016 -1.40% -0.16% 16.03% 16.01% 
AE Institutional ETF Aggressive Growth 04.01.2016 -2.07% -0.88% 14.60% 14.58% 
AE Aggressive Growth Custom Benchmark* -1.91% -0.76% 14.79% 14.95% 

AE Institutional Alpha Growth 04.01.2016 -0.93% -0.42% 12.26% 12.37% 
AE Institutional ETF Growth 04.01.2016 -1.43% -1.06% 11.00% 11.00% 
AE Growth Custom Benchmark* -1.27% -0.88% 11.31% 11.31% 

AE Institutional Alpha Balanced 04.01.2016 -0.64% -0.57% 10.04% 10.22% 
AE Institutional ETF Balanced 04.01.2016 -1.05% -1.17% 8.87% 8.87% 
AE Balanced Custom Benchmark* -0.89% -0.97% 9.25% 9.16% 

AE Institutional Alpha Income and Growth 04.01.2016 -0.44% -0.65% 8.66% 8.86% 
AE Institutional ETF Income and Growth 04.01.2016 -0.77% -1.22% 7.55% 7.53% 
AE Income and Growth Custom Benchmark* -0.63% -1.04% 7.89% 7.74% 

AE Diversified Income 01.01.2017 -0.53% -1.76% 3.70% 5.54% 
50% Russell Global/50% Bloomberg Barclays U.S. Aggregate Index -0.61% -1.10% 7.99% 9.53% 

AE Institutional Alpha Income Primary 04.01.2016 -0.25% -0.73% 7.29% 7.51% 
AE Institutional ETF Income Primary 04.01.2016 -0.50% -1.27% 6.24% 6.18% 
AE Income Primary Custom Benchmark* -0.38% -1.11% 6.54% 6.34% 

AE Institutional Alpha Income 04.01.2016 0.05% -0.86% 5.25% 5.50% 
AE Institutional ETF Income 04.01.2016 -0.09% -1.34% 4.29% 4.19% 
AE Income Custom Benchmark* 0.00% -1.23% 4.52% 4.25% 

Core Fixed Income 04.01.2016 0.54% -1.07% 1.92% 2.20% 
AE Institutional ETF Core Fixed Income 04.01.2016 0.60% -1.48% 1.08% 0.91% 
Bloomberg Barclays U.S. Aggregate Index 0.64% -1.46% 1.20% 0.82% 
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86% of Model Managers Outperformed Respective Peer Group 
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Outperformance 

Underperformance 

Touchstone Mid Cap Value Inst (TCVIX) 
4.91% weight 

Vanguard 500 Index Fund (VFIAX) 
14.28% weight 

Goldman Sachs Growth Opportunities Instl (GGOIX) 
4.96% weight 

Virtus Quality Small-Cap I (PXQSX) 
2.04% weight 

Federated MDT Small Cap Growth Instl (QISGX) 
1.06% weight 

Causeway International Value Instl (CIVIX) 
4.77% weight 

Harding Loevner International Eq Instl (HLMIX) 
3.78% weight 

Goldman Sachs International Small Cap Insights 
2.04% weight 

Vanguard Developed Markets Fund (VTMGX) 
2.85% weight 

Lazard Emerging Markets Equity Instl (LZEMX) 
1.47% weight 

Oppenheimer Developing Markets Y (ODVYX) 
1.51% weight 

Morgan Stanley Inst Global Opp I (MGGIX) 
3.05% weight 

Source: Morningstar Direct. Equity mutual fund components of the AE Wealth Management Institutional Alpha Balanced Model, corresponding weights as of 04.09.2018, and returns as of 03.31.2018 are shown. Each approved 
fund is compared to its relevant Morningstar category. 

Loomis Sayles  
Growth Y (LSGRX) 
7.42% weight 

Harbor Large Cap Value (HNLVX) 
6.86% weight 
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AEWM Institutional Alpha Balanced Model  
Fixed Income Mutual Funds vs. Peers | 5-Year 

80% of Model Managers Outperformed Respective Peer Group 

16 For use with AE Wealth Management only. 

Outperformance 

Underperformance 

Neuberger Berman Strategic Income I (NSTLX) 
3.90% weight 

DoubleLine Total Return Bond I (DBLTX) 
8.58% weight 

Metropolitan West Total Return Bond I (MWTIX) 
7.12% weight 

Sterling Capital Total Return Bond I (BIBTX) 
11.31% weight 

Source: Morningstar Direct. Fixed income mutual fund components of the AE Wealth Management Institutional Alpha Balanced Model, corresponding weights as of 04.09.2018, and returns as of 03.31.2018 are shown. Each 
approved fund is compared to its relevant Morningstar category. 

Prudential Total Return Bond Z (PDBZX) 
8.09% weight 
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Figure 1. As of 03.31.2018.  Source: FactSet. 
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Figure 2.  As of 03.21.2018. Source: FactSet, JP Morgan. 

Fixed Income Market Overview 
 
During his first meeting as Chairman of the Federal Reserve, Jerome Powell delivered a 25 
basis point rate increase to a range of 1.50%-1.75%, largely in-line with market 
expectations. This is the sixth rate hike of the current economic cycle and the yield curve 
looks much flatter in 2018 than it did when the FOMC first began to raise rates in 
December 2015 (figure 1).  
 
While there were no surprises with the announcement, the accompanying statement and 
summary of economic projections (the “dot plot”) provided future guidance. 
 
The Committee downgraded its assessment of current economic conditions (stating current 
activity was “moderate” as opposed to “solid”), however, upgraded its outlook (stating 
“economic outlook has strengthened in recent months”). Compared to the FOMC’s 
previous release of forecasts, real GDP growth projections were revised to 2.7% (up from 
2.5%) in 2018 and 2.4% (up from 2.1%) in 2019. The Fed also revised its expectation for 
unemployment to trough at 3.6% (as there were 2.3 million jobs created in the last 12 
months ending in February). Regarding inflation, the FOMC was a bit more hawkish, 
shifting their expectations to move to the 2% objective "in coming months," up from "this 
year" as was used in the January statement. 
 
Looking at the “dot plot,” which provides forward guidance on the path of the fed funds 
rate, although the median projection remains for three rate hikes this year, the Fed expects 
slightly faster rate hikes in 2019 and 2020. Interestingly, while the median expectation for 
the fed funds rate did not change in 2018, one notable change was the distribution of 
forecasts. Back in December, twelve of sixteen participants forecasted three or fewer rate 
hikes for 2018, while March’s projections show a near even split with eight participants 
expecting three or fewer hikes and seven expecting four or more. That means it would 
take only one FOMC member to move his forecast higher to then shift the baseline 
forecast to four hikes this year. 
 
Based on futures, the market agrees with the FOMC’s projections for 2018, pricing in 
nearly the same amount of rate hikes. However, the market continues to price in fewer 
rate hikes in years 2019 and 2020, as shown in figure 2. 
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Figure 3. Source: Strategas. 

While monetary policy is tightening (although still very accommodative by historical 
standards), fiscal policy is easing, most notably by tax cuts and government spending.   
According to the Congressional Budget Office, the $1.5 trillion tax cuts combined with 
$300 billion of new spending should increase the budget deficit to approximately $1 
trillion this year. In fiscal year 2017, the budget deficit represented 3.9% of GDP, but 
could grow to 6.1% in 2020 (figure 3). 
 
Governments   
 
Interest rate volatility increased with the MOVE index, which measures volatility in the 
Treasury markets, up over 50% this year. The curve flattened and the yield on the 10-
year Treasury increased from 2.40% to 2.74%. The move higher in rates was a key 
reason the Bloomberg Barclays Aggregate Bond Index generated a negative return for 
the first three months of 2018, down 1.46%.  
 
With breakevens moving higher, Treasury Inflation Protected Securities (Bloomberg 
Barclays U.S. TIPS Index) outpaced nominal Treasuries (Bloomberg Barclays U.S. 
Treasury Index) for quarter, although both sectors ultimately produced negative 
returns.    

Corporates       

Corporate credit spreads widened during the quarter with both investment grade and high yield posting negative returns. Floating rate loans (Credit Suisse 
Leverage Loan Index) outpaced its fixed counterparts and ended the quarter with a positive absolute return, up 1.58%. 

Investment grade, as represented by the Bloomberg Barclays U.S. Credit Index, was down over 2% as a combination of spread widening and a longer duration (7.22 
years) impacted returns. Even as corporate bond yields neared multi-year highs, issuance remained robust highlighted by a $40 billion CVS Corp issue (the third 
largest in history).  

Conversely, with the increase in volatility (and an initial impact from tax reform), new issuance in the high yield sector declined. According to JPMorgan, there were 
131 new bonds that came to market, totaling $72.7 billion, a 26% decline compared the first quarter of 2017. The decline in issuance provided technical support to the 
asset class, which returned -0.86% for the quarter, as represented by Bloomberg Barclays U.S. Corporate High Yield Index. Lower quality outperformed higher 
quality with CCC-rated bonds returning +0.30%, B-rated returning -0.55% and BB-rated names returning -1.60%. 
 
The move higher in interest rates spurred demand for floating rate instruments with inflows occurring throughout the quarter. Investors focused their attention, not 
only on the fed funds rate, but on LIBOR which moved significantly higher. Since September, 3-month LIBOR has surged 98 bps and is now at the highest level since 
2008. This is a positive for loan investors as yields reset off of LIBOR. 
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Figure 4. As of 03.31.2018. Source: FactSet. 

making it the top performer over the quarter. The portfolio’s unconstrained manager also contributed to results. Manager selection in Core/Aggregate space (those 
that benchmark to the Bloomberg Barclays Aggregate Bond Index) was additive with a mortgage-related manager being the top performer. 
 
The Municipal Bond composite outpaced the ICE BofAML 2-17 Year Municipal Bond Index over the quarter. With the exception of one underlying allocation, all 
funds outperformed the benchmark. Managers that focus on shorter-dated securities generally performed better than longer-dated managers within the portfolio. 

Securitized 
 
Agency mortgage-backed securities (Bloomberg Barclays U.S. MBS Index) lagged duration-matched Treasuries for the quarter and the Fed’s continued exit put 
pressure on the market. Net supply is expected to increase in 2018, in addition to the Federal Reserve’s balance sheet roll-off (or slowdown of reinvestments). Non-
agency mortgage-backed securities continued to perform well with continued strength in the housing market and the technical tailwind of the asset class.   
  
Spreads in both commercial mortgage-backed securities (CMBS) and asset-backed securities (ABS) widened over the quarter. As it relates to ABS, heavy supply 
impacted the market with an increase of 43% in new issuance relative to Q1’17, with auto loans seeing an uptick. As quoted by TCW, households are becoming 
increasingly more levered in the auto loan market. The average new vehicle loan hit a record high of $31,009 with borrowers paying an all-time high of $515 per-
month on average, with most of these loans financed at rates of over 5% and for a historically long term of 67 months.  

Non-U.S. 
 
Foreign developed (Bloomberg Barclays Global Treasuries ex U.S. Hedged) was the top-performing asset 
class within our opportunity set as rates abroad, especially on the front-end of the curve, were stable relative 
to the U.S. (figure 4). 
 
Despite strong growth, emerging market debt (J.P. Morgan EMBI Global Index) was down 1.78% as higher 
rates put pressure on the asset class. 
 

Performance Review 
 
During the quarter all composites outperformed their respective benchmarks.    
  
The Core Fixed Income composite outpaced the Bloomberg Barclays Aggregate Bond Index over the quarter 
as all underlying managers outperformed the benchmark. While most of the fixed income market produced 
negative returns, the strategy’s Foreign Developed Hedged allocation produced a positive absolute return 
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Portfolio Positioning 
 
From an asset allocation perspective, the Core portfolio’s out-of-benchmark allocation to Global Treasuries ex U.S. has been removed. Those proceeds have been 
placed in the core/aggregate allocation within the portfolio.  
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Equity Market Overview  

Global equity market volatility returned in the first quarter of 2018 as rising interest rates, inflation concerns and trade policy uncertainty played a role in the Russell 
Global Index’s 0.89% decline. While U.S. tax reform optimism helped drive equities higher in January, markets endured several fluctuations in February and March, 
which ultimately resulted in the Russell Global Index’s first quarterly decline since the third quarter of 2015. 

U.S. equities, as defined by the Russell 3000 Index, outperformed international equities, as defined by the Russell Global ex-U.S. Index during the quarter. However, 
emerging markets equities, as defined by the Russell Emerging Markets Index, outpaced both U.S. equities and international developed markets equities, as defined 
by the Russell Developed xUS Index. Global growth equities continued to outperform value by a wide margin in 1Q’18. The information technology and consumer 
discretionary sectors exhibited relative strength during the quarter, while telecom services and consumer staples trailed the broader market. In addition, global 
small-caps outperformed large-caps in 1Q’18.   

U.S. Equity Market Highlights 

U.S. equities, as defined by the Russell 3000 Index, fell 0.64% in the first quarter of 2018, which ended a streak of nine consecutive quarters of positive returns. U.S. 
equities began the year in a similar manner to 2017 as equities produced above-average returns while experiencing low levels of volatility throughout most of 
January. In fact, the S&P 500 Index’s 5.73% gain in January represented the highest January return since 1997, driven by tax reform euphoria and rising earnings 
expectations. Positive results  in January extended the S&P 500 Index's streak of consecutive positive months to 15, which matched the longest streak on record set 
between March 1958 and May 1959. However, market conditions rapidly deteriorated in late January and early February, triggered by rising interest rates and 
higher-than-expected wage growth and other inflation indicators, which led to fears of the Fed potentially accelerating its tightening cycle. These concerns helped 
cause the CBOE Volatility Index (VIX), which uses options prices on the S&P 500 index to produce a measure of expected equity market volatility, to suffer its largest 
one-day increase in history on February 5. In addition, this uptick in market volatility resulted in the first market correction (i.e. 10% decline from a market peak) 
since early 2016. A brief market recovery in the back half of February was derailed in March as the announcement of U.S. tariffs on imported steel and aluminum, as 
well as plans to implement tariffs on up to $60 billion of imported Chinese goods, triggered trade war fears. Further, a Facebook user data scandal in the final weeks 
of the first quarter produced additional weakness in the broader equity market as multiple companies in the information technology sector, which makes up almost 
a quarter of the Russell 3000 Index, also experienced a pullback due to the potential for higher levels of user data privacy regulation.    

Growth continued to outperform value by a wide margin in 1Q’18 despite late-quarter weakness in the growth-oriented information technology sector. Information 
technology and consumer discretionary were among the top-performing sectors during the quarter, while real estate and consumer staples were laggards. Small-cap 
stocks, as defined by the Russell 2000 Index, outperformed large-caps, as defined by the Russell Top 200 Index, and mid-caps, as defined by the Russell Mid Cap 
Index, during the quarter. 

Despite increased levels of equity market volatility, earnings growth trends were favorable during the quarter. For example, Q4’17 S&P 500 earnings growth of 
14.8% represented the highest level of growth in roughly six years. According to Factset, 73% of companies in the S&P 500 Index reported 4Q’17 earnings that 
exceeded consensus estimates, which represented the highest level of positive earnings surprise since Factset began tracking this metric in 2008. Earnings growth 
expectations for 2018 also increased significantly during the first quarter.  
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International Equity Market Highlights 

International equities, as defined by the Russell Global ex-U.S. Index, fell 1.02% during the quarter. Emerging markets, as defined by the Russell Emerging Markets 
Index, was once again the top-performing geographic segment, rising 1.27% in 1Q’18, while international developed markets, as defined by the Russell Developed 
xUS Index, declined 1.77%. Growth outperformed value and small-caps outperformed large-caps in international developed markets, while value and large-caps 
outperformed in emerging markets. China, Brazil and Japan were among the top-performing international equity markets during the quarter, while the U.K, Canada 
and India were among the worst performers. Similar to U.S. equities, information technology was the best-performing international equity sector during the quarter 
as the MSCI ACWI ex USA Information Technology sector rose 1.83%. The utilities sector was the only other international equity sector to post a positive return in 
1Q’18, while telecom services, materials and consumer staples companies underperformed the broader international markets. International economic and earnings 
growth data was generally favorable during the quarter, and ongoing Brexit negotiations, trade war concerns, and European Central Bank and Bank of Japan 
monetary policy guidance were among key overseas developments.  

Performance Review 
The AE Institutional Alpha Aggressive Growth portfolio outperformed the blended benchmark* during the quarter. Manager selection made a positive impact on 
relative returns while asset allocation was a slight detractor. Ten of the fourteen strategies within the AE Institutional Alpha Aggressive Growth portfolio matched 
or exceeded the return of their respective benchmarks and Morningstar peer group average return during the quarter. Top contributors included the portfolio’s 
global equity manager, international developed markets large-cap growth manager and emerging markets growth manager. Top detractors included the portfolio’s 
international developed markets large-cap value manager and U.S. mid-cap value manager. At the asset allocation level, an overweight to international developed 
markets, an underweight to U.S. large-cap growth and an overweight to U.S. small cap value hurt relative performance. Conversely, the portfolio’s underweight to 
U.S. mid-cap value and overweight to international developed markets small-cap was beneficial. The AE Institutional Alpha Aggressive Growth Equity portfolio 
finished in the top half of the Morningstar World Large Stock Fund peer group during the quarter. 

As of March 31, 2018, the AE Institutional Alpha Aggressive Growth portfolio had outperformed the blended benchmark* and the Morningstar World Large Stock 
Fund peer group average return over the trailing one-year and since inception (two-year) periods.   

Portfolio Positioning 
Multiple changes were made to the AE Institutional Alpha Aggressive Growth portfolio’s asset allocation positioning during 1Q’18. First, emerging markets 
exposure was reduced to a net-of-benchmark underweight as a result of 2017 relative outperformance that resulted in stretched valuation metrics when compared to 
developed markets. An overweight to international developed markets relative to U.S. equities was also removed as our analytics suggested little relative value 
opportunity between these two segments at the beginning of 2018 after international developed markets outperformed in 2017. These changes resulted in net-of-
benchmark overweights in both the U.S. and international developed segments, and a corresponding underweight to emerging markets as of March 31, 2018. A 
number of additional changes were made which included instituting overweights to U.S. large-cap value and international developed markets small-caps, as well as 
mildly increasing the underweight to U.S. mid-cap value. 

*Blended Benchmark: As of 01.17.2017, the benchmark is 70% Russell 3000/30% Russell Global xUS. Prior to 01.17.2017, the benchmark was the Russell Global. 



Performance Attribution 

The Diversified Income portfolio generated a negative absolute return during the quarter and underperformed the 50% Russell Global Index / 50% Bloomberg 
Barclays Aggregate Bond Index. 
  
The portfolio’s equity exposure made a negative impact on an absolute and relative basis during the first quarter.  MLP exposure was a significant detractor during 
the quarter. While MLPs posted positive returns in January, the announcement of U.S. tariffs on imported steel and aluminum in early March, and a surprise federal 
court ruling in mid-March that could result in lower levels of profitability for regulated interstate pipelines, put significant pressure on the asset class.  
  
In addition, the portfolio’s exposure to high-dividend paying equities made a negative impact on first quarter results. High-dividend yielding equities posted 
negative returns and trailed the broader equity market as rising interest rates and the continuation of non-dividend paying growth outperformance was a headwind. 
However, high-dividend emerging markets equity exposure made a positive impact on performance during the quarter.   
  
The fixed income allocation within Diversified Income was additive as it outperformed both the equity index and fixed income index. The largest driver of returns 
came from the portfolio’s insurance-linked securities position. In fact, this is the second consecutive quarter in which insurance-linked securities was the largest 
contributor to overall returns. The portfolio’s allocation to floating rate securities also added to overall returns as interest rates (and LIBOR) moved higher allowing 
the asset class to benefit. The portfolio’s overweight to securitized credit, specifically non-agency mortgage backed securities, added to overall returns as these 
securities are often floating rate and benefitted from continued strength in the housing market. Finally, the portfolio’s allocation to emerging market debt was also a 
strong driver of returns. 
  
The largest detractor within the fixed income portion of the portfolio came from an allocation to high yield. The portfolio’s focus on fallen angels (bonds that were 
once trading as investment grade but have been downgraded to high yield) lagged the broad high yield market, which posted negative absolute returns itself. The 
portfolio’s allocation to long-dated Treasuries also hurt returns as rates moved higher. 
 

Portfolio Positioning 
 
From a risk perspective, the portfolio continues to be conservatively positioned as the overall equity exposure remains below the blended benchmark. While broad 
asset class exposure remained relatively unchanged during the quarter, intra-asset class changes occurred throughout the quarter and were implemented via a 
barbell approach to risk.   
 
MLP exposure was increased slightly in January, but negative returns during the first quarter led to decline in MLP exposure by quarter-end. After posting negative 
results in 2017 due to oil price volatility and tax reform impact concerns, MLPs encountered two unexpected negative developments in March 2018 in the form of a 
steel and aluminum tariff announcement and the possibility that regulated interstate oil and gas pipelines will no longer be able to recover an income tax allowance 
in cost of service rates. Despite greater levels of uncertainty, valuations remain in attractive territory, balance sheet quality is improving, and yield spreads versus 
the 10-year Treasury are well-above average. We are continuing to assess the potential long-term impact of the aforementioned developments on MLPs. However, at 
this time, we believe that MLPs are well-positioned to deliver desirable risk-adjusted yield. 
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Covered call writing remains a key allocation within the equity segment, not only for its relatively high risk-adjusted yield, but also as a risk-management tool. We 
believe that maintaining meaningful covered call writing exposure is prudent and should provide downside protection during periods of elevated market volatility. 
Further, higher market volatility can often lead to a more favorable income environment for covered call writing in the form of higher call premiums. 
  
Within the high-dividend equity allocation, the portfolio continues to have an overweight to international high-dividend yielding securities as valuations and risk-
adjusted yields are generally more attractive when compared to U.S. high-dividend yielding equities. However, the portfolio remains slightly overweight to U.S. 
equities versus the blended benchmark, largely a result of allocations to U.S.-centric segments of the investment opportunity set such as MLPs and covered call 
writing. 
  
From a fixed income perspective, while there were slight additions/reductions (i.e. adding to floating rate and reducing high yield), there were two notable changes 
in positioning. First was a reduction in a securitized manager that focuses on Agency MBS. This is an asset class that remains high quality; however, valuations are 
tight and these securities are part of the Federal Reserve balance sheet roll-off. As a result, the position was reduced. Those proceeds went to the emerging market 
debt allocation, which continues to benefit from strong fundamentals and technicals.   
  
There was also a manager change that occurred. Within the floating rate/bank loan allocation, the Guggenheim Floating Rate Strategies Fund (GIFIX) has been 
replaced with the Loomis Sayles Senior Floating Rate and Fixed Income Fund (LSFYX). The new Loomis Sayles fund aligns with the portfolio’s objective of 
achieving a high level of yield while minimizing risk. According to Morningstar, as of March 31, 2018, the new fund is projected to add an additional 15 basis points 
of yield annually to the overall portfolio.  
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*Annualized. Source: Morningstar. The performance presented represents the returns of the listed index.  The volatility of an index varies greatly and investments cannot be made directly in an index. The performance is past 
performance and is not a guarantee for future results.  Market conditions vary from year to year and can result in a decline in market value due to a material change in market or economic conditions.   

As of  03.31.2018 Qtr. YTD 1 Year 3 Year* 5 Year* 
EQUITY 
Russell Global  -0.89 -0.89 15.00 8.28 9.39 
  Russell 3000  -0.64 -0.64 13.81 10.22 13.03 
    Russell Top 200  -0.78 -0.78 14.68 11.41 13.62 
      Russell Top 200 Value  -2.99 -2.99 7.16 8.17 10.66 
      Russell Top 200 Growth  1.17 1.17 21.76 14.40 16.42 
    Russell Mid Cap  -0.46 -0.46 12.20 8.01 12.09 
      Russell Mid Cap Value  -2.50 -2.50 6.50 7.23 11.11 
      Russell Mid Cap Growth  2.17 2.17 19.74 9.17 13.31 
    Russell 2000  -0.08 -0.08 11.79 8.39 11.47 
      Russell 2000 Value  -2.64 -2.64 5.13 7.87 9.96 
      Russell 2000 Growth  2.30 2.30 18.63 8.77 12.90 
  Russell Developed x U.S.  -1.77 -1.77 14.96 6.13 6.69 
    Russell Developed x U.S. Large Cap -1.90 -1.90 14.43 5.56 6.40 
    Russell Developed x U.S. Small Cap  -0.70 -0.70 19.41 11.16 9.20 
  Russell Emerging Markets 1.27 1.27 23.61 9.13 5.59 
FIXED INCOME 
Bloomberg Barclays U.S. Aggregate Bond -1.46 -1.46 1.20 1.20 1.82 
Bloomberg Barclays U.S. Treasury TIPS -0.79 -0.79 0.92 1.30 0.05 
Bloomberg Barclays U.S. Corporate High Yield  -0.86 -0.86 3.78 5.17 4.99 
Bloomberg Barclays Global Treasury x U.S. Hedged 1.23 1.23 3.51 2.60 3.76 
Bloomberg Barclays Emerging Markets Aggregate -1.48 -1.48 3.18 5.05 3.87 
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• Rising interest rates, inflation concerns, and trade policy uncertainty led to elevated levels global equity market volatility in 1Q’18. 

• As a result, the Russell Global Index posted a negative quarterly return (-0.89%) for the first time since 3Q’15. 

• U.S. equities outperformed international equities, but emerging markets continued to outperform U.S. and international developed markets. 

• Growth continued to outperform value by a wide margin, driven by relative strength in the growth-oriented information technology and consumer 
discretionary sectors. 

• Global small-caps outperformed large-caps during the quarter. 

As of 03.31.2018 Qtr. 
EQUITY 

Russell Global  -0.89 
  Russell 3000  -0.64 
    Russell Top 200  -0.78 
      Russell Top 200 Value  -2.99 
      Russell Top 200 Growth  1.17 
    Russell Mid Cap  -0.46 
      Russell Mid Cap Value  -2.50 
      Russell Mid Cap Growth  2.17 
    Russell 2000  -0.08 
      Russell 2000 Value  -2.64 
      Russell 2000 Growth  2.30 
  Russell Developed x U.S.  -1.77 
    Russell Developed x U.S. Large Cap -1.90 
    Russell Developed x U.S. Small Cap  -0.70 
  Russell Emerging Markets 1.27 

Source: Morningstar. The performance presented represents the returns of the 
listed index.  The volatility of an index varies greatly and investments cannot be 
made directly in an index. The performance is past performance and is not a 
guarantee for future results.  Market conditions vary from year to year and can 
result in a decline in market value due to a material change in market or 
economic conditions.   
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• U.S. equities, as defined by the Russell 3000 Index, fell 0.64% in the first quarter of 2018, which ended a streak of nine consecutive quarters of 
positive returns.   

• Tax reform euphoria and rising earnings expectations helped U.S. equities produce above-average returns and low levels of volatility throughout 
most of January.  

o The S&P 500 Index’s 5.73% gain in January represented the highest January return since 1997. 

o Positive results  in January extended the S&P 500 Index's streak of consecutive positive months to 15, which matched the longest streak  on 
record set between March 1958 and May 1959.   

• Market conditions rapidly deteriorated in late January and early February, triggered by rising interest rates and higher-than-expected wage growth 
and other inflation indicators, which led to fears of the Fed potentially accelerating its tightening cycle.  

• The announcement of U.S. tariffs on imported steel and aluminum, as well as plans to implement tariffs on up to $60 billion of imported Chinese 
goods, triggered trade war fears and caused additional market weakness in March. 

• Facebook user data scandal in the final weeks of the first quarter led to further weakness the broader equity market. 

• Growth and small-caps outperformed in 1Q’18. 

Source: Morningstar. The performance presented represents the returns of the 
listed index.  The volatility of an index varies greatly and investments cannot be 
made directly in an index. The performance is past performance and is not a 
guarantee for future results.  Market conditions vary from year to year and can 
result in a decline in market value due to a material change in market or 
economic conditions.   

As of 03.31.2018 Qtr. 
EQUITY 

  Russell 3000  -0.64 
    Russell Top 200  -0.78 
      Russell Top 200 Value  -2.99 
      Russell Top 200 Growth  1.17 
    Russell Mid Cap  -0.46 
      Russell Mid Cap Value  -2.50 
      Russell Mid Cap Growth  2.17 
    Russell 2000  -0.08 
      Russell 2000 Value  -2.64 
      Russell 2000 Growth  2.30 
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• International equities, as defined by the Russell Global ex-U.S. Index, fell 1.02% during the quarter.   

• Emerging markets continued to outperform the U.S. and international developed markets.  

• Growth outperformed value and small-caps outperformed large-caps in international developed markets, while value and large-caps 
outperformed in emerging markets.   

• Similar to U.S. equities, information technology was the best performing international equity sector during the quarter as the MSCI ACWI ex USA 
Information Technology sector rose 1.83%.   

• International economic and earnings growth data was generally favorable during the quarter, and ongoing Brexit negotiations, trade war concerns, 
and European Central Bank and Bank of Japan monetary policy guidance were among key overseas developments. 

 

Source: Morningstar. The performance presented represents the returns of the listed 
index.  The volatility of an index varies greatly and investments cannot be made directly in 
an index. The performance is past performance and is not a guarantee for future 
results.  Market conditions vary from year to year and can result in a decline in market 
value due to a material change in market or economic conditions.   
 

As of 03.31.2018 Qtr. 

EQUITY 

  Russell Developed x U.S.  -1.77 

    Russell Developed x U.S. Large Cap -1.90 

    Russell Developed x U.S. Small Cap  -0.70 

  Russell Emerging Markets 1.27 
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• The CBOE Volatility Index (VIX), which uses options prices on the S&P 500 index to produce a measure of expected equity market volatility, was in record low 
territory throughout much of 2017  

• Abnormally low levels of volatility in 2017 were driven by an improving global economic outlook, U.S. tax reform expectations and elevated levels of 
complacency. 

o This created perfect conditions for a sudden mean reversion in volatility in the event of heightened levels of uncertainty. 

• The average level of the VIX in 1Q’18 increased roughly 55% vs. the average level in 2017.   

• The VIX suffered its largely one-day increase in history on February 5th  

• This uptick in market volatility resulted in the first equity market correction (i.e. 10% decline from a market peak) since early 2016.  

• After an extended period of almost uninterrupted gains in the equity markets, it’s important to remember that market pullbacks are a condition of normally-
functioning markets.  

• According to Bank of America Merrill Lynch, since 1930, 5%+ pullbacks have occurred three times per year on average, 10% corrections have occurred one time 
per year on average, and 15% drawdowns have occurred once every two years on average. 

Graph source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management. Returns are based on price index only and do not include dividends. Intra-year drops refers to the largest market drops from a peak to a trough during the year. For illustrative purposes 
only. Returns shown are calendar year returns from 1980 to 2017, over which time period the average annual return was 8.8%. J.P. Morgan Guide to the Markets – U.S. Data are as of March 31, 2018   
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• Global economic data remains encouraging . . . 

o In January, the International Monetary Fund (IMF) raised its global growth forecast for both 2018 and 2019 by 0.2% to 3.9%.  

o U.S leading indicator indexes (e.g. ECRI, Conference Board) continued to increase in 1Q’18. 

o U.S. unemployment claims are near 45 year lows. 

o U.S. consumer and business confidence remains high. 

• Earnings growth trends were favorable during the quarter.  

o 4Q’17 S&P 500 earnings growth of 14.8% represented the highest level of growth in roughly six years.  

o According to Factset, 73% of companies in the S&P 500 Index reported 4Q’17 earnings that exceeded consensus estimates (highest level of positive 
earnings surprise since Factset began tracking this metric in 2008).  

o 2018 earnings growth expectations also increased significantly during the first quarter. 

 

% Change in 2018 Earnings Expectations since U.S. Tax Reform Passage 

 

 

 

Source: Thomson Reuters Datastream   



Monetary Policy 
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• The Federal Reserve increased rates in March, the sixth time this cycle 

• The yield curve continued to flatten over the quarter and looks much flatter compared to when the FOMC first raised interest rates in late 2015 
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• Based on futures, the market and Federal Reserve have similar projections for 2018 

• For 2019 and 2020, the market is pricing in less rate hikes than the FOMC forecasts 

Source:s  FactSet, JPMorgan 
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• The median FOMC projection (light blue dots) remain unchanged for 2018 

• While the median expectation for the Fed Funds rate did not change in 2018, one notable change was the distribution of forecasts 

• In December, twelve of sixteen participants forecasted three of fewer rate hikes for 2018 

• In March, eight participants expected three or fewer hikes and seven expecting four or more 

• That means it would take only one FOMC member to move their forecast higher to then shift the baseline forecast to four hikes this year. 

Source: The Federal Reserve 
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• Both Core CPI and Core PCE (the FOMC’s preferred measure of inflation) remain below the 2% target 

• In March, the Federal Reserve’s inflation expectations moved higher even expecting to breach the 2% target in 2020 

Sources: Bureau of Economic Analysis, The Federal Reserve 
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• According to the Congressional Budget Office, the $1.5 trillion tax cuts combined with $300 billion of new spending should increase the budget 
deficit to approximately $1 trillion this year. 

• By 2020, the deficit, as a percentage of GDP, could reach over 6% 

Source: Strategas 



Global Yields 
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• Developed bond yields were relatively stable over the quarter 

• 2-year yields, which are often a proxy for monetary policy, have moved higher in the U.S. (green line) while sideways in Germany, Japan and Italy. 

Source: FactSet 
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Markets Review
Equity markets recorded their first quarterly loss in over two years 
during a turbulent period in which the S&P 500 Index fell 0.76% 
and the Russell 1000 Value Index slid 2.83%.  Stronger-than-
expected wage growth ignited fears that rising inflation would force 
the U.S. Federal Reserve (Fed) to raise interest rates faster than 
previously anticipated and caused U.S. stocks to briefly fall into 
correction territory.  Volatility, notably absent from the market’s 
rally in 2017, returned abruptly.  The CBOE Volatility Index, better 
known as the VIX, nearly doubled during the quarter.  After equity 
markets regained their poise, they retested quarterly lows in March 
on news that President Trump would pursue tariffs on foreign steel 
and aluminum.  Fears eased after it was announced that the United 
States and China, the world’s largest economies, were trying to 
hammer out a deal that would allow U.S. companies greater access 
to Chinese markets.  

Stylistically, growth stocks outperformed value for the fifth 
consecutive quarter.  The Russell 1000 Growth Index gained 1.42%, 
putting growth in the lead by 4.25% year to date.  The performance 
gap was even wider for the Russell 2000 and Russell Midcap style 
indexes (4.94% and 4.67%, respectively).  In terms of capitalization, 
smaller caps better withstood the quarter’s volatility than large caps, 
with both the Russell 2000 and Russell Midcap indexes beating the 
Russell 1000 Index.  Within the Russell 1000 Value Index, only the 
Information Technology sector advanced, gaining 6.11%, although 
concerns about competition and political calls for greater regulation 
weighed on shares of technology firms as the quarter ended.  
Conversely, defensive sectors, particularly Consumer Staples, Real 
Estate and Telecommunication Services, were the worst performers.  

A strengthening economy, more restrictive monetary policy and 
increasing inflation overrode concerns of rising equity market 
volatility and produced generally higher yields during the quarter, 
causing bond prices to fall.  The yield on the benchmark 10-year 
Treasury note climbed to 2.74% after closing 2017 at 2.40%.  
Despite the increase in yields and an otherwise bullish economic 
backdrop, the U.S. dollar remained weak.  The U.S. Dollar Index 
(DXY), which measures the value of the U.S. dollar against a basket 
of foreign currencies, fell nearly 2% during the quarter.  Major 
commodities saw rising prices.  WTI crude oil climbed above $65 
for the first time in over three years on expectations that OPEC-led 
Saudi Arabia would continue with its production cuts into 2019.  
Gold prices pushed higher on elevated geopolitical tensions and 
stock market volatility.  

Citing a brighter economic outlook at its Federal Open Market 
Committee on March 21, the Fed raised its target rate by 25 basis 
points to a range of 1.50% to 1.75%, its sixth increase since 2015 
when rates were near zero.  The Fed maintained its forecast of three 
rate hikes in 2018 and increased the number of expected hikes in 
2019 to three.  The annual pace of GDP growth was 2.9% in the 

fourth quarter, and consumer spending was at its highest clip since 
2014.  The U.S. added more than half a million jobs in the first two 
months of 2018, jobless claims continued to trend lower and the 
participation rate ticked up to 63% in February—its best one-month 
gain in nearly eight years.  

Performance and Attribution Summary
For the first quarter of 2018, Aristotle Capital’s Value Equity 
Composite posted a total return of -0.76% gross of fees (-0.80% 
net of fees), outperforming the Russell 1000 Value Index and in 
line with the S&P 500 Index.  Longer-term performance was also 
favorable, with the Value Equity Composite gaining 14.30% gross 
of fees (13.92% net of fees) annualized for the five-year period 
ended March 31, 2018, also outperforming both benchmarks for the 
period.  Please refer to the table below for detailed performance.

1Q18 1 Year 5 Years
Value Equity Composite, gross -0.76% 14.15% 14.30%

Value Equity Composite, net -0.80% 13.82% 13.92%

Russell 1000 Value Index -2.83% 6.95% 10.78%

S&P 500 Index -0.76% 13.99% 13.30%

Past performance is not indicative of future results. Please see important disclosures at the 
end of this document.

The majority of the portfolio’s outperformance relative to the 
Russell 1000 Value Index for the quarter was the result of security 
selection decisions.  Stock selection was strongest in Information 
Technology, Health Care and Consumer Staples.  The overweight in 

Sources: Advent; Russell Investments; Standard & Poor’s
Past performance is not indicative of future results. Returns are presented gross and net of 
investment advisory fees and include the reinvestment of all income. Aristotle Capital 
Composite returns are preliminary pending final account reconciliation. Please see important 
disclosures at the end of this document.

Performance Scorecard
First Quarter 2018

Value Equity Composite, gross

Value Equity Composite, net

Russell 1000 Value Index

S&P 500 Index

Russell 1000 Growth Index

Russell 2000 Index

Total Return (%)
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Information Technology, the result of our bottom-up stock selection 
process and not a tactical decision, contributed to relative return, as 
the sector was the best performer in the Index.  Stock selection in 
Consumer Discretionary, Financials and Materials detracted from 
relative return. 

Adobe Systems in Information Technology and Acadia Healthcare, an 
operator of behavioral health care facilities, were top contributors to 
relative return during the quarter.    Computer software company 
Adobe was once again a main contributor, reporting solid quarterly 
results and executing well across its businesses, with steady Creative 
Cloud renewal rates and increasing penetration of Experience 
Cloud.  Adobe continues to build on the vision of becoming the 
“Experience System of Record,” bringing together the power of 
data, content and intelligent services to help companies become 
an “Experience Business.”  Adobe also announced a strategic 
partnership with company NVIDIA to enhance Adobe Sensei, 
its artificial intelligence system, which can deliver greater value 
to its customers through Creative Cloud, Document Cloud and 
Experience Cloud.  This is another example of how the company 
enhances new tools and technologies to provide an improving 
experience to its customers. 

Acadia’s stock price recovered part of its losses from the previous 
quarters after reporting strong results with increased revenues in both 
its U.S. and U.K. operations.  Revenues in the United Kingdom met 
the company’s revised expectations, reflecting continued pressure 
from higher agency labor expense, primarily for nurses and other 
clinical staff, due to tightening in the U.K. labor market.  As we 
mentioned in our previous commentary, U.K. wage issues represent 
what we view as one of the rare, tangible, negative side effects of 
Brexit-related uncertainty, as slowing immigration has created a 
shortage of nurses.  Looking ahead, we continue to see increased 
awareness and de-stigmatization of behavioral health conditions, 
which supports the company’s strategy of increasing partnerships 
with acute care hospitals to build behavioral wings, as well as 
growing the number of beds at Acadia’s existing facilities.  

Industrials company Oshkosh and Energy company EQT Corporation 
were primary detractors from relative performance.  During the 
quarter, Oshkosh reported strong orders in its Access Equipment, 
Defense and Commercial segments and increased its earnings 
outlook for the year.  However, its shares declined with fears that 
the U.S. administration’s planned tariffs on steel and aluminum 
could hurt the company’s earnings given that these metals are main 
raw materials used by the truck manufacturer.  We believe it is too 
soon to judge the impact of such tariffs on the company’s margins 
and, ultimately, its earnings.  In fact, President Trump has softened 
his stance on tariffs since announcing them, and now Mexico and 
Canada are exempt while others could receive passes, too.  Rather 
than trying to determine outcomes based on policies that have yet 
to be defined, our investment team continues to spend its time 
monitoring what we believe to be Oshkosh’s competitive advantages 
(e.g., pricing power, large barriers to entry and consistently positive 
cash flow), and catalysts, such as cost optimization efforts and 
market share gains, continue to materialize. 

EQT’s stock price was down in line with peers due to negative 
sentiment toward natural gas.  During the quarter, the company 
announced plans to separate its midstream business in a tax-free 
spinoff.  EQT (upstream) will be the largest gas producer in the 
United States, and Newco (midstream) will be a C corporation 
midstream business.  The rationale for the separation is that 
integration is no longer necessary as the company transitions 
into development mode of its vast asset base.  The company also 
announced that, due to personal reasons, Steven Schlotterbeck 
had resigned as CEO, effective immediately.  We continue to like 
EQT’s unique, low-cost natural gas reserves and extensive, growing 
midstream business but are currently evaluating the company’s 
proposed separation, as well as unexpected changes in management. 

Relative Contributors Relative Detractors
Adobe Systems Oshkosh  

Microsoft  Ameriprise Financial 

General Dynamics EQT Corporation

Acadia Healthcare Kroger 

ANSYS BBVA

Recent Portfolio Activity
During the quarter, we sold our position in First Republic Bank 
(First Republic) and invested the proceeds in East West Bancorp 
(East West).  We originally invested in First Republic during the 
second quarter of 2011.  Catalysts that materialized during our 
holding period include First Republic’s successful expansion outside 
of the San Francisco area using its client-centric model to gain 

Total Contribution to Relative Return by Sector
versus Russell 1000 Value Index

First Quarter 2018

Total Contribution to Relative Return (%)

Source: FactSet
Past performance is not indicative of future results. Attribution results are based on sector 
returns, which are gross of investment advisory fees and include the reinvestment of all income.
Please see important disclosures at the end of this document.
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share in other cities such as Boston, New York and Los Angeles.  
We divested our position as the company’s stock price reached our 
estimate of the full value. 

East West Bancorp
We have a long history with East West, having previously invested 
in the company, and have always admired what we believe is a unique 
bank in an otherwise homogeneous U.S. banking system.  East West 
is headquartered in Pasadena, California and has over 130 locations 
in the United States and China.  With more than $36 billion in total 
assets and more than 40 years of operating history, East West is the 
leading bank serving the Asian community in the United States and 
one of just three U.S. banks with a banking license in China. 

Th e company began operations in 1973 as a savings institution 
serving the ethnic Chinese community in Southern California.  
Over the years, East West has grown into a full service commercial 
bank acting as the “bridge” connecting Greater China (East) and 
the United States (West), enabling the company to have sustainable 
long-term growth that has outpaced the industry.  Th e transformative 
acquisition of competitor United Commercial Bank in 2009 allowed 
the company to further solidify its position in the Chinese and 
Chinese-American community.  

High-Quality Business
East West possesses several characteristics we deem to be high 
quality, including:

 •  Dominant market share within the Asian community built over 
generations;

 •  Unique and diffi  cult-to-replicate experience in customers’ 
distinct culture, geography and business practices;

 •  Demonstrated cost discipline, as evidenced by the company’s 
industry-leading effi  ciency ratio;

 •  A strong history of profi tability above peer group while 
remaining conservatively fi nanced; and

 •  An experienced management team with a strong track record of 
value creation and opportunistic capital deployment. 

Attractive Valuation
We believe East West’s current stock price is off ered at a material 
discount to the company’s intrinsic value given our estimates for 
higher normalized earnings. 

Compelling Catalysts
Among the many catalysts we have identifi ed for East West, which we 
believe will cause its stock price to appreciate toward our estimate of 
intrinsic value within our three- to fi ve-year investment horizon, are:

 •  Continued leadership position as the fi nancial “bridge” for 
customers doing business in the U.S. and Greater China, 
leading to sustained loan growth at above industry rates;

 •  Persistent market share gains, particularly in markets outside of 
California, including Texas and the Southeast and Northeast 
regions of the U.S.;

 •  Increased diversifi cation of the company’s loan portfolio; and 

 •  A continued robust profi tability profi le with improvements as 
the interest rate environment normalizes.  

Outlook
At Aristotle Capital, we take a long-term view, paying little attention 
to the short-term distractions that may be prevalent at any given 
time.  Our investment process is rooted in studying businesses that 
meet our high-quality criteria and we believe can generate strong, 
risk-adjusted investment performance over a three- to fi ve-year time 
horizon.  As always, we remain steadfast in our approach, regardless 
of the news of the day.  
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The opinions expressed herein are those of Aristotle Capital Management, LLC (Aristotle Capital) and are subject to change without notice. Past performance is not a guarantee or indicator of future results. 
This material is not financial advice or an offer to purchase or sell any product. You should not assume that any of the securities transactions, sectors or holdings discussed in this report are or will be 
profitable, or that recommendations Aristotle Capital makes in the future will be profitable or equal the performance of the securities listed in this report. The portfolio characteristics shown relate to the 
Aristotle Value Equity strategy. Not every client’s account will have these characteristics. Aristotle Capital reserves the right to modify its current investment strategies and techniques based on changing 
market dynamics or client needs. There is no assurance that any securities discussed herein will remain in an account’s portfolio at the time you receive this report or that securities sold have not been 
repurchased. The securities discussed may not represent an account’s entire portfolio and in the aggregate may represent only a small percentage of an account’s portfolio holdings. For a full list of all 
recommendations made by Aristotle Capital during the last 12 months, please contact us at (310) 478-4005. 

Returns are presented gross and net of investment advisory fees and include the reinvestment of all income. Gross returns will be reduced by fees and other expenses that may be incurred in the 
management of the account. For example, a 0.5% annual fee deducted quarterly (0.125%) from an account with a ten-year annualized growth rate of 5.0% will produce a net result of 4.4%. Actual 
performance results will vary from this example. 

The Russell 1000® Index measures the performance of the large cap segment of the U.S. equity universe. The Russell 1000 Value® Index measures the performance of the large cap value segment 
of the U.S. equity universe. It includes those Russell 1000 Index companies with lower price-to-book ratios and lower expected growth values. The S&P 500® Index is the Standard & Poor’s Composite 
Index of 500 stocks and is a widely recognized, unmanaged index of common stock prices. These indices have been selected as the benchmarks and are used for comparison purposes only. The Russell 
1000® Growth Index measures the performance of the large cap growth segment of the U.S. equity universe. It includes those Russell 1000 companies with higher price-to-book ratios and higher 
forecasted growth values. The Russell Midcap® Index measures the performance of the 800 smallest companies in the Russell 1000 Index. The Russell 2000® Index measures the performance of the 
small cap segment of the U.S. equity universe. The Russell 2000 Index is a subset of the Russell 3000® Index representing approximately 10% of the total market capitalization of that index. It includes 
approximately 2,000 of the smallest securities based on a combination of their market cap and current index membership. The volatility (beta) of the Composite may be greater or less than its respective 
benchmarks. It is not possible to invest directly in these indices.

Aristotle Capital Management, LLC is an independent registered investment adviser under the Advisers Act of 1940, as amended. Registration does not imply a certain level of skill or training. More 
information about Aristotle Capital, including our investment strategies, fees and objectives, can be found in our ADV Part 2, which is available upon request. ACML-18-396
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  Value Equity Composite Value Equity Composite Russell 1000 S&P 500
 Year (Gross %) (Net %) Value Index (%) Index (%)

 2018 YTD -0.76 -0.80 -2.83 -0.76

 2017 22.74 22.34 13.66 21.83

 2016 17.61 17.20 17.34 11.96

 2015 3.58 3.23 -3.83 1.38

 2014 11.63 11.26 13.45 13.69

 2013 30.82 30.41 32.53 32.39

 2012 22.11 21.49 17.51 16.00

 2011 -3.21 -3.61 0.39 2.11

 11/1/10 - 12/31/10 5.30 5.21 7.32 6.70

 Supplemental Performance

 1/1/10 - 10/31/10 13.22 12.97 7.63 7.84

 2009 32.49 32.14 19.69 26.46

 2008 -36.35 -36.53 -36.85 -37.00

 2007 10.97 10.67 -0.17 5.49

 2006 22.26 21.93 22.25 15.79

 2005 12.07 11.77 7.05 4.91

 2004 30.12 29.77 16.49 10.88

 2003 35.05 34.68 30.03 28.68

 2002 -19.30 -19.52 -15.52 -22.10

 2001 -11.94 -12.18 -5.59 -11.89

Composite returns for all periods ended March 31, 2018 are preliminary pending fi nal account reconciliation.
Past performance is not indicative of future results. Performance results for periods greater than one year have been annualized. Returns presented are gross and net of investment advisory fees and 
include the reinvestment of all income. The Aristotle Value Equity strategy has an inception date of November 1, 2010; however, the strategy initially began at Mr. Gleicher’s predecessor fi rm in October 
1997. A supplemental performance track record from January 1, 2001 through October 31, 2010 is provided above. The returns are based on two separate accounts and performance results are based on 
custodian data. During this time, Mr. Gleicher had primary responsibility for managing the two accounts. Mr. Gleicher began managing one account in November 2000 and the other December 2000. 
Please see important disclosures enclosed within this document.

Aristotle Value Equity Composite Performance
All Periods Ended March 31, 2018
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UPDATE 
 

 

 
Economic and Market Overview 
 
Q1 was adventurous. While January was a strong start to the year across most market segments, February 
was equally as weak as concerns over interest rates and inflation gripped the markets. Risk off was swift. As 
markets tried to get footing in March, tariff announcements by the Whitehouse soon slipped into full-on 
trade war concerns that ultimately were not appreciated by investors. The President’s Twitter rant against 
Amazon, combined with Facebooks data breach, subsequently weighed on the large cap tech titans that 
have led markets for some time. When the quarter was over, return profiles illustrated the tone of where 
investors were most concerned; rates, large cap tech and multi-national companies potentially impacted by 
a trade war. 
 
The record books will not show excessive, out of the ordinary losses. But after the start the markets enjoyed 
this year and how swiftly the losses arrived, investors felt it every bit as much.  The next 6-12 months will 
determine exactly HOW we remember this period in the long run. Three previous periods in recent years 
(Q3 ’11, Q3 ’14, Q1 ’16) tested investor faith, but ended up as memorable remnants along a bull market 
path. Will Q1 ’18 go down as the one that ended the 10+ year bull market?  
  
In our assessment, current conditions do not show this as being the case, at least right now. Behind the 
scenes of a tumultuous geopolitical landscape, we saw a continuation of encouraging economic data points. 
ISM Manufacturing printed above 59 for each month in Q1 (above 50 signifies expansion), the first such 
stretch since 2004. ISM Non-manufacturing, the aggregate view of the US service sector, just missed the 
same feet as March came in at 58.8. The punchline; all parts of the US economy have been on point, a 
positive backdrop for risk assets. This has been supported by economic stability and acceleration in 
overseas market, a point that cannot be overstated. Should this synchronization fail to persist, that would 
weaken the environment against which the geopolitical issues exist, making the situation a bit more 
precarious.  



 
 
While the March employment report was sanguine on the surface, the two-month average is still above 
200k job adds. Typically, March is a soft report also, and it wasn’t as weak on the underlying figures. 
Construction and manufacturing continue to show good job growth. Average hourly earnings have picked 
up slowly, but are moving in the right direction (echoing the Feds inflation read; not hot, but moving 
forward). 
 
Why is this important? As our research has supported and history has exhibited, tumultuous market 
periods, specifically equity market declines, that occur during stable to increasing economic conditions, 
have tended to be attractive risk-reward entry points that have benefited investors. While history is just 
that, when making decisive analytical portfolio management decisions, it’s a useful statistical backdrop. 
 
Strategy Review 
 
Dynamic Allocation – Composite return for the strategy was down -0.52% net for Q1 ’18. This compares to 
down -0.76% for the S&P 500 index and -0.97% for the 60/40 (S&P 500/Bloomberg Barclays US Aggregate 
Bond Index) balanced portfolio benchmark. It also compares to -0.97% for the HFRI Macro Total Index.  
With diverse equity and asset exposure, the strategy was able to mitigate some of the market issues of Q1. 
Energy and Emerging markets were bright spots with overall positive returns for the quarter at ~5% and 
2.5%, respectively, as global output and demand kept the growth story intact. Technology segments also 
had positive contribution to returns. They exhibited a strong start to the quarter and ultimately finished 
positive even with a weak March. Small caps, while finishing marginally positive, held up in a quarter where 
weakness was felt in the S&P 500/large cap area as tech companies and large exporters to China felt the 
heat and weighed on the benchmark’s returns. More domestically focused areas like small caps fared much 
better. Approximately 50% of the portfolio (International developed, mid-cap, total market, min-vol and 



equal weight) were all in the same ballpark as the S&P 500, which was down ~1%.  
With rates moving to a higher level in early Q1, bonds overall provided negative returns for investors. The 
Bloomberg Barclays Aggregate Bond index was down ~1.5%, which weighed on Balanced portfolios. With 
Dynamic Allocation faring better than the S&P 500 itself (and bonds suffering even more), this enabled 
Dynamic Allocation to outperform 60/40 benchmarks in Q1. 
 
Sector Allocation -  Composite return for the strategy was down -0.66% net for Q1 ’18. This compares to        
-0.76% for the S&P 500. When we break down the US sector returns, we see a definitive negative skew. 
Energy, materials and industrials were all hurt by trade war rhetoric while real estate and utilities were 
weighed on by higher interest rates. Small cap core did slightly better than large and mid. Interestingly, 
large cap consumer discretionary fared much better than its small cap brethren, while small cap tech 
substantially outperformed large cap tech for the quarter. In general, this created a central tendency for 
overall return in the portfolio.  
 
Active Income – The composite return for the strategy was down -0.74% net for Q1 ’18. This compares to -
1.46% for the Bloomberg Barclays US Aggregate Bond index. Bonds in general suffered for the quarter as 
Ten-year treasury rates moved from the 2.4% level to close the quarter around 2.7%, while touching 2.9% 
mid-quarter. The pain was mostly felt by high quality, duration sensitive areas like investment grade (down 
~3% for the quarter) and treasuries. For proxy, the 20+ year treasury ETF, TLT, was down ~3.5%.  
 
The biggest drag on the portfolio was dividend equity, which caught the double whammy of higher rates 
and stock market issues. Exposure to this segment in the portfolio was down just over 6% for the quarter. 
Fallen Angels, the market segment focused on bonds that fall from investment grade to high yield, hit a 
fixed income “air pocket” and was down ~2%. Bright spots that helped the portfolio outperform the 
benchmark were seen in floating rate exposure was accretive to returns. Senior Loans were up over 1%, 
while floating rate notes were up ~0.5%.  
 
The portfolio behaved well in the face of higher rates, credit spreads widening and equites softening. This is 
a direct result of how Active Income has been positioned (short duration, positive credit). In a solid to 
strong growth environment, modestly upward inflation pressure and higher indicated interest rates, we 
think we are very well positioned into Q2 and the second half of the year. 
  
What to Watch For – Q2 ‘18 
 
I think it goes without saying that tariffs/trade is a big key for Q2. The rhetoric has heated up and the 
market has not particularly liked it. There is more substance to this that just rhetoric, unfortunately. If the 
process results in open dialogue between China and US and there are some reasonable outcomes that are 
semi-palatable to each nation, the market should take that as a positive. However, a breakdown in talks or 
further tit-for-tat will undoubtedly lean on the markets. In that scenario, economic outcomes will provide 
the only evidence of real impact from a trade war. With the global economy at an acceleration point and 
the domestic economy in full gear, it could prove a downshift in economic activity and most likely decrease 
optimism on equity market levels. 
 
 



Interest rates – this variable will not go away any time soon. Recent readings on CPI show a pick up in 
inflation measures. Some of it related to weak numbers from a year ago as well as a reversal in downward 
pressure from some a-cyclical (not economically correlated) inflation inputs, like wireless costs and 
healthcare. While not an overheating scenario, movement toward the Fed target is visible and that would 
most likely keep the Fed on a “more, not less” rate hike path. Concern there is too many hikes will weigh on 
valuations and balance sheets and also flatten the yield curve.  
 
2018-71 
All information contained herein is for informational purposes only. This is not a solicitation to offer investment advice 
or services in any state where to do so would be unlawful. Analysis and research are provided for informational 
purposes only, not for trading or investing. Astor and its affiliates are not liable for the accuracy, usefulness or 
availability of any such information or liable for any trading or investing based on such information. There is no 
assurance that Astor’s investment programs will produce profitable returns or that any account with have similar 
results. You may lose money. Past results are no guarantee of future results and no representation is made that a client 
will or is likely to achieve results that are similar to those shown. 
 
The performance presented is of the composites described below and represents net-of-fees returns. Valuations are 
computed and performance is reported in U.S. dollars. Performance results assume reinvestment of dividends. Net-of-
fee returns are calculated using a model fee charged quarterly.  
 
The Dynamic Allocation Composite is a multi-asset, tactical allocation strategy that exclusively uses exchange-traded 
funds (ETFs). The Composite will invest in a mix of asset classes, including equity, fixed income, commodities and 
currencies depending on the economic and market environment. During economic contractions, the Composite seeks to 
reduce risk by utilizing defensive positioning such as inverse equity and fixed income. The strategy may employ the use 
of unleveraged inverse exchange-traded funds, designed to track a single multiple of the daily inverse performance of a 
given index.  
 
The Sector Allocation Composite is a tactical strategy focused on the generation of returns through shifts in domestic 
equity sector allocations. The Composite exclusively uses exchange-traded funds (ETFs) and focuses on investing in 
domestic equities during economic expansions while reducing equity exposure for fixed income and cash in weak 
economic periods. The Composite includes a minimum 15% domestic equity allocation and does not invest in inverse 
funds.  
 
The Active Income Composite is an actively managed strategy designed to produce income and to generate long-term 
capital appreciation by exclusively investing in exchange-traded funds (“ETFs”). The Composite invests primarily in fixed 
income securities and dividend yielding equities. The strategy may employ the use of unleveraged inverse ETFs, 
designed to track a single multiple of the daily inverse performance of a give index. 

 



 

 

CORE Capital Investment Premiums 
Update Q1 2018 

 
At CORE Capital, our investment approach is based on a belief in markets. Letting markets 
do what they do best—drive information into prices—frees us to spend time where we 
believe we have an advantage, namely in how we design and manage portfolios, and how 
we service our advisors. It means we take a less subjective, more systematic approach to 
investing—an approach we can implement consistently and investors can understand and 
stick with, even in challenging market environments. We call this the Science of Investing. 
 
Research has shown that securities which offer higher expected returns over time share 
certain characteristics, which we call Premiums. To be considered a premium, these 
characteristics must be sensible, persistent over time, pervasive across markets, and cost-
effective to capture. We structure broadly diversified models that emphasize the 
dimensions of higher expected returns, while addressing the tradeoffs that arise when 
executing portfolios. These premiums are Value, Small Cap and Profitability for Equity 
and Maturity and Credit for Fixed Income. Let’s look at these more closely in terms of 
performance both for the quarter and longer timeframes: 

 

Equity Premiums 
 
Value vs. Growth       : Value underperformed Growth in the US, International Developed 
but outperformed in Emerging Markets for Q1.  
 
Small vs. Large      : Small Caps in the US outperformed Large Caps by 25+ bps however 
Small Caps outperformed by 150+ bps in International Developed Markets as well as 
Emerging Markets. Small Caps historically have outperformed their Large Cap peers. 
 
More Profitable vs. Less Profitable       : The profitability premium was positive in the US, 
Developed Ex US market, as well as all Emerging Markets. This premium continued its 
outperformance. 
Emerging Markets continued its run, beating the US as well as Developed International. 
Developed International outperformed US again in Q1. 
 

 



 

 

Fixed Income Premiums 

Interest rate changes across the US fixed income market were higher during the first quarter. The 

yield on the 10-year Treasury note increased 34 bps to 2.74%. The 30-year Treasury bond yield 

increased 23 bps to finish at 2.97%. Short-term corporate bonds declined 0.38% during the quarter. 

The short-term municipal bonds advanced .10% for the year. 

 
Index Model Performance  

 
Please visit www.corecapitalllc.com/pdf-performance  for specific performance data on the 
models.  Past performance is not a guarantee of future results. Indices are not available for direct investment. This information is provided for 

institutional investors and registered investment advisors, and is not intended for public use. Index performance does not reflect the expenses associated 
with the management of an actual portfolio.  Consider the investment objectives, risks, and charges and expenses of the Dimensional funds carefully before 
investing. Information and data above provided by Dimensional Fund Advisors with their permission. The S&P data is provided by Standard & Poor's Index 
Services Group. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data 
© MSCI 2017, all rights reserved. Dow Jones data (formerly Dow Jones Wilshire) provided by Dow Jones Indices. Bloomberg Barclays data provided by 
Bloomberg. Treasury bills © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and 
Rex A. Sinquefield).  

http://www.corecapitalllc.com/pdf-performance
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Capital Preservation & Inflation Hedge - ETF 

Quarterly Model Attribution (as of 3/31/2018) 
 

• The iCM Capital Preservation & Inflation Hedge ETF strategy outperformed its benchmark, the Bloomberg Aggregate Bond index, by 
116 bps  in Q1 (-0.30% vs. -1.46%). 
 

• U.S. interest rates moved up in a parallel fashion during 2018’s first quarter, as the yield on the 2 year treasury rose by 38 bps, while 
the yield on the 10 year note ticked up by 33 bps. This led to a quarterly loss of 1.46% for the Bloomberg Aggregate Bond index and 
negative returns for the majority of investment grade U.S. bonds. 
 

• This increase in interest rates led to strong performance out of the portfolio’s interest rate hedge position, which is designed to 
benefit from increases in the yield of the 2 year US treasury note. During the 1st quarter, this position advanced by 6.73%, 
outperforming the Bloomberg Aggregate Bond index by 8.19%. 
 

• The portfolio also benefited from an overweight to intermediate-term investment grade credit.  The ETF used to access this asset 
class carries a duration that is roughly 2 years less than that of the broad credit index. This was additive to performance, as interest 
rates broadly rose during the quarter. 
 

• The largest positive contributor to portfolio performance was its out-of-benchmark position in emerging markets local debt. Locally-
denominated emerging markets bonds, continued to be a top performing fixed income asset class, advancing by nearly 4% in Q1.  

 
• From a structural standpoint, an additional driver of relative results was the portfolio’s position in global equities. By design, this 

portfolio will own 90% fixed income and 10% equity. Given the relative outperformance of global equity markets versus investment 
grade fixed income in Q1, the portfolio benefited from this position. 

Important Disclosures: 
This report is intended solely to report on various investment views held by Integrated Capital Management. Opinions, estimates, forecasts, 
and statements of financial market trends that are based on current market conditions constitute our judgment and are subject to change 
without notice. We believe the information provided here is reliable but should not be assumed to be accurate or complete. References to 
specific securities, asset classes and financial markets are for illustrative purposes only and do not constitute a solicitation, offer or 
recommendation to purchase or sell a security. Past performance is no guarantee of future results. Please note that investments in foreign 
markets are subject to special currency, political, and economic risks. Index performance returns do not reflect any management fees, 
transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. 
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For financial professional use only. Not intended for public distribution. Unless otherwise noted, data is sourced from Bloomberg. The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, 
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-15%

-10%

-5%

0%

5%

10%

January February March

2017 YTD Cumulative Return

Global Equity  US Treasuries Gold REITs MMRP Growth MMRP Moderate

0%

10%

20%

30%

40%

50%

60%

70%

Global Equity Bonds Gold REITs

Moderate Portfolio Allocations

12/31/2017 3/31/2017

0%

10%

20%

30%

40%

50%

Global Equity Bonds Gold REITs

Growth Portfolio Allocations

12/29/2017 3/29/2018

Milliman Managed Risk Parity Strategy 

Q1 Performance Review 

 The MMRP Growth and Moderate Strategies 

generated total returns of -0.75% and -0.76% in 

Q1, while exhibiting low realized volatilities of 

5.2% and 7.9%, respectively.  

 All but two of the underlying ETFs generated 

negative total returns (QQQ 3.1% & GLD 2.0%). 

The average Q1 ETF return was -0.86% with 

average volatility of 17%. 

 Technology led all sectors in Q1, but was also the 

most volatile; Amazon, Netflix and Microsoft 

combined contributed 2.9% to QQQ’s total return. 

 A weakening dollar and rising inflation 

expectations helped to push gold’s price higher. 

 Rising interest rates were a drag on bonds, 

resulting in AGG’s & TLT’s first negative quarterly 

returns since 2016. 

 Real estate was the most volatile asset class 

during the quarter, generating its worst quarterly 

return since Q2 2015. 

 Both the Growth and Moderate strategies traded 

on January 30 and February 5. The biggest shifts 

were out of global equity and into gold and bonds. 
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Total Returns as of March 31, 2018 

  Global Equities US Treasuries Gold Real Estate MMRP Growth MMRP Moderate 

3 Months -0.9% -3.4% 2.5% -8.1% -0.75% -0.76% 

6 Months 4.9% -0.9% 3.2% -6.8% 2.8% 1.8% 

1 Year 15.4% 3.9% 6.3% -4.4% 9.2% 6.3% 

Q1 Volatility 14.4% 10.0% 9.2% 18.9% 7.9% 5.2% 

 

ETFs used in MMRP Strategies: 

AGG: iShares Core US Agg Bond TLT: iShares 20+ Year Treasury VNQ: Vanguard REIT GLD: SPDR Gold Shares IVV: iShares Core S&P 500 

IJH: iShares Core S&P Midcap IWM: iShares Russell 2000 QQQ: PowerShares QQQ VEA: Vanguard FTSE Dev'd VWO: Vanguard FTSE EM 
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Q1 2018 Market Snapshot 

 After a record-setting 2017, the global equity 

market fell by nearly 1% in Q1, notching both its 

first quarterly loss and its most volatile quarter 

since Q3 2015. 

 In all of 2017, the MSCI All Country World Index 

saw just nine daily moves of 1% or more. In Q1 

2018 it saw 23. 

 The higher equity market volatility began in early 

February with two economic data surprises; 

larger-than-expected growth in both payrolls and 

average hourly earnings triggered fears that the 

Federal Reserve would begin to tighten policy at a 

faster rate than expected. 

 As the quarter progressed, volatility remained 

elevated as markets digested the implications of 

tighter monetary policy, troubles in the technology 

sector and the threat of a tariff-induced trade war. 

 During Q1’s higher volatility, the diversification and 

risk-weighting approach of MMRP proved to be 

beneficial, as both portfolios generated marginally 

higher returns than the average return of the 

underlying ETFs and with much lower volatility. 
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Milliman Financial Risk Management LLC is a global 

leader in financial risk management to the retirement 

savings industry. Milliman FRM provides investment 

advisory, hedging, and consulting services on more than 

$153 billion in global assets (as of December 31, 

2017).  

Established in 1998, the practice includes professionals 

operating from three trading platforms around the world 

(Chicago, London, and Sydney).  

MILLIMAN.COM/FRM 

 

 

Milliman is among the world's largest providers of 

actuarial and related products and services. The firm 

has consulting practices in healthcare, property & 

casualty insurance, life insurance and financial 

services, and employee benefits. Founded in 1947, 

Milliman is an independent firm with offices in major 

cities around the globe. 

Chicago 

71 South Wacker Drive 

Chicago, IL 60606 

+1 855 645 5462 

London 

11 Old Jewry Road 

London 

EC2R 8DU 

UK 

+44 0 20 7847 1557 

Sydney 

32 Walker Street 

North Sydney, NSW 2060 

Australia 

+610 2 8090 9100 

Recipients must make their own independent decisions regarding any strategies or securities or financial instruments mentioned herein. 

The products or services described or referenced herein may not be suitable or appropriate for the recipient. Many of the products and services described or referenced 

herein involve significant risks, and the recipient should not make any decision or enter into any transaction unless the recipient has fully understood all such risks and has 

independently determined that such decisions or transactions are appropriate for the recipient. 

Past performance is not indicative of future results. Index performance information is for illustrative purposes only, does not represent the performance of any actual 

investment or portfolio, and should not be viewed as a recommendation to buy/sell. It is not possible to invest directly in an index. Any hypothetical, backtested data 

illustrated herein is for illustrative purposes only, and is not representative of any investment or product.  

RESULTS BASED ON SIMULATED OR HYPOTHETICAL PERFORMANCE RESULTS HAVE CERTAIN INHERENT LIMITATIONS. UNLIKE THE RESULTS 

SHOWN IN AN ACTUAL PERFORMANCE RECORD, THESE RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, BECAUSE THESE TRADES HAVE 

NOT ACTUALLY BEEN EXECUTED, THESE RESULTS MAY HAVE UNDER-OR OVER-COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN MARKET 

FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATED OR HYPOTHETICAL TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THE FACT THAT 

THEY ARE DESIGNED WITH THE BENEFIT OF HINDSIGHT. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE 

PROFITS OR LOSSES SIMILAR TO THESE BEING SHOWN. 

Any discussion of risks contained herein with respect to any product or service should not be considered a disclosure of all risks or a complete discussion of the risks 

involved. 

The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, accounting or other advice. The recipient 

should not act on any information in this document without consulting its investment, hedging, trading, legal, regulatory, tax, accounting and other advisors. 

The materials in this document represent the opinion of the authors and are not representative of the views of Milliman, Inc. Milliman does not certify the information, 

nor does it guarantee the accuracy and completeness of such information. Use of such information is voluntary and should not be relied upon unless an independent 

review of its accuracy and completeness has been performed. Materials may not be reproduced without the express consent of Milliman. 
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Custom Benchmark Descriptions 
 

AE Aggressive Growth Custom Benchmark: 70% Russell 3000 | 30% Russell Global xUS 
AE Growth Custom Benchmark: 52.5% Russell 3000 | 22.5% Russell Global xUS | 25% Bloomberg Barclays US Aggregate 
AE Balanced Custom Benchmark: 42% Russell 3000 | 18% Russell Global xUS | 40% Bloomberg Barclays US Aggregate 
AE Income and Growth Custom Benchmark: 35% Russell 3000 | 15% Russell Global xUS | 50% Bloomberg Barclays US Aggregate 
AE Income Primary Custom Benchmark: 28% Russell 3000 | 12% Russell Global xUS | 60% Bloomberg Barclays US Aggregate 
AE Income Custom Benchmark: 17.5% Russell 3000 | 7.5% Russell Global xUS | 75% Bloomberg Barclays US Aggregate 
 
Model Disclosures 
 

Performance. The “Gross” Rate of Return performance results are presented gross of advisory fees, but are net of fees and expenses related to the underlying mutual funds in the Model. The “Gross” 
Rate of Return performance results include the reinvestment of all income.  Performance figures do not reflect the deduction of investment advisory fees.  The collection of fees produces a compounding 
effect on the total rate of return net of management fees.  As an example, the effect of investment management fees on the total value of a client’s portfolio assuming (a) quarterly fee assessment, (b) 
$1,000,000 investment, (c) portfolio return of 8% a year, and (d) 1.00% annual investment advisory fee would be $10,416 in the first year, and cumulative effects of $59,816 over five years and $143,430 
over ten years. Clients investing in the Model through an affiliate of Sterling or a third-party broker-dealer will pay investment advisory fees and possible other expenses that reduce the portfolio’s 
overall return. These fees are described in the investment adviser’s Form ADV2 or in the schedule of fees provided by the organization.  All portfolio positions were valued daily using the closing prices 
as reported by the applicable underlying funds or by the exchange in which the portfolio security is principally traded and on a trade date basis. 
 

Model Limitations. The performance shown does not represent actual trading, but represents the results of a hypothetical portfolio managed by Sterling using the Model’s investment strategy 
discussed on the first page. The results are subject to limitations inherent in the use of models, including, without limitation, that the results: (i) do not reflect the potential adverse impact of additions, 
distributions and redemptions in an account; (ii) do not reflect potential adverse effects of delays in implementation of investment recommendations due to market conditions, administrative difficulties, 
or limited trading liquidity; and (iii) do not reflect deviations from the Model strategy for individual accounts due to individual investment objectives, financial circumstances, tax considerations, liquidity 
needs or other issues. The Model is rebalanced at quarter-end, when manager changes are made, and when changes to Sterling’s asset allocation framework are made. As a result of the foregoing, 
Model performance may have been different had Sterling been managing an actual portfolio during the Period, and individual investor performance may have deviated from the Model results shown. 
 
Designation Disclosure 
 

The Chartered Financial Analyst® (CFA) charter is a graduate-level investment credential awarded by the CFA Institute — the largest global association of investment professionals. To earn the CFA 
charter, candidates must: 1) pass three sequential, six-hour examinations; 2) have at least four years of qualified professional investment experience; 3) join CFA Institute as members; and 4) commit to 
abide by, and annually reaffirm, their adherence to the CFA Institute Code of Ethics and Standards of Professional Conduct. 
 
Sterling Capital Disclosure 
 

Investment advisory services are available through Sterling Capital Management LLC, a separate subsidiary of BB&T Corporation. Sterling Capital Management LLC manages customized investment 
portfolios, provides asset allocation analysis and offers other investment-related services to affluent individuals and businesses. Securities and other investments held in investment management or 
investment advisory accounts at Sterling Capital Management LLC are not deposits or other obligations of BB&T Corporation, Branch Banking and Trust Company or any affiliate, are not guaranteed by 
Branch Banking and Trust Company or any other bank, are not insured by the FDIC or any other government agency, and are subject to investment risk, including possible loss of principal invested. 
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