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GLOBAL EQUITY SEGMENTS SHARPLY
DIVERGED HEADING INTO SECOND HALF

e The S&P 500 notched its third positive monthly
return, locking in a solid Q2 gain of 3.4%. Relative
to last year, however, its YTD return of 2.6% is less
than one third of what it was through this time in
2017 (9.3%).

o Meanwhile, small cap stocks, deemed to have less
exposure to the detrimental effects of trade wars,
are up 9.4% YTD, their best first-half return of the
last five years.

e The same cannot be said for emerging market
stocks, which were down more than 7% in Q2 and
are down nearly 15% from their all-time high in
January. Among the worst performers have been
China and Brazil, down 13% and 18% YTD,
respectively, in USD terms.

¢ Notwithstanding back-and-forth trade war rhetoric,
U.S. equity market volatility trended lower as the
month wore on; June's volatility was lower than
May's and was also below its five year average.

e The correlation of the S&P 500 to global ex-US
equities declined during the month while its
carrelation to the U.S. aggregate bond market
remained largely unchanged.

Joe Becker, FRM

Director — Portfolio Strategist
joe.becker@milliman.com

0

2 Milliman

Global Equity Markets: 2018 YTD Cumulative Total Return

10%
5%
0%
-5%
-10%
Dec 29 Jan 29 Feb 28 Mar 31 Apr 30 May 31 Jun 30
S&P 500 ——S&PEPAC ——SGPEM  ——S&P Global 1200
20-Day Volatility: 5-Year Historical Range Rolling 3-Month Correlation to S&P 500
40 ° 1.0
A June
3% |eMay o
30 @ 5Yr High L] 05
O 5Yr Avg ® '
25 | O5YrLow
20 0.0
15 e
@ -05
10 :
: 8 £
5 o o 0] o
0 -1.0
S&P S&P S&P S&P Global Jun 2017 Oct 2017 Feb 2018 Jun 2018
500 EPAC M 1200 ——S&PEPAC ——S&PEM  —— S&P US Agg Bond

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,
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.



Milliman Financial Risk Management ! Milliman
Market Commentary: June 2018

MANAGED RISK INVESTING S&P 500 Managed Risk (MR) vs. 70/30 Blend* (B) Oil & Inflation: Trailing 6 Months
2% 3% §72
o With volatility declining through June, the S&P 500
Managed Risk Index, which has an 18% volatility 567
threshold and no fixed allocation to bonds, * $62
resumed a 100% equity allocation on the second E . .
day of the month and retained it through the end of o 29, : - = $57
the month. =3 MR @ . $52
e In June the Index outperformed a 70/30 blend™ by é . Mh o - .
17 bps, locking in 51 bps of outperformance for VIR @ B A A A
02, as well as a higher risk-adjusted return. B $42
o Qver the last 10 years, the Managed Risk Index - 637
has e.>'<h|b|ted virtually the same' average monthly 0% ) Nov Jan Mar May
volatility as a 70/30 blend*, while generating an 4% Monthly Volatility 12% _ _
Crude Oil Spot Price ($) @ YoY CP!I
average excess monthly return of 20 bps, equal to ® June 2018 ® 1-Yr Avg ® 10-Yr Avg A YoY Core PCE B 5Vr Breakeven Infl. Rate
an annualized excess return of 2.6% per year.
« The S&P 500 finished June 12% higher than its I ST 0 T SALp 200
closing level from a year earlier. At 20.9x eamings, S&P  SGP500  S&P S&P S&P S&P  S&P Global S&P US  Crude us 70/30
however, its valuation is actually slightly lower 500 MR 400 600 EPAC EM 1200 AGG  Oil (WTI) Dollar Stock/Bond
fhan it ias at the end of June 201 1 Month 06%  05%  04%  11% -12% -41% -02%  00% 115% 09%  03%
e Up 4.1% and 3.9%, respectively, consumer staples
and real estate led all sectors in June, perhaps in 3 Months 34%  26%  43%  88%  -1.0% 74% 12%  01% 1.2% 50%  21%
response to investor expectations of higher
inflation ahead. At the front of the pack YTD, 6 Months 2.6% 1.0% 3.5% 9.4% 21%  -6.3% 0.3% -1.4% 1.5%  1.9% 0.9%
consumer discretionary stocks are up 10.8%, while
1 Year 144% 125% 135%  20.5% 7.7% 8.4% 11.6% 02%  37.3% -0.2% 8.5%

telecom stocks, down by the same amount, bring

up the rear. 1M Volatiity ~ 8.4%  84%  93%  11.4%  106% 151%  8.0% 19%  456% 57%  5.8%
*Measured by the S&P 500 and the S&P U.S. Agg Bond Index.
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POLICY NORMALIZATION WELL UNDER WAY, BUTIS IT Fed Funds Target Rate (%) Fed Balance Sheet
TOO LITTLE TOO LATE? $4.50
e The Fed is now seven rate hikes and $150 billion into its policy $4.45
normalization process. In June it raised the Fed funds rate from
1.75% to 2% and further trimmed its balance sheet, bringing _$4.40
the nine-month cumulative reduction to $150 billion. =
o In one sense this is a meaningful amount of activity; in another "__$4.35
it's not. At 2%, the Fed funds rate is still 280 bps below its 20-
year pre-crisis average. Moreover, while a $150 billion
reduction is large on a nominal basis, it's still less than 4% of 3430
the nearly $4.5 trillion the Fed started with.
e Against this policy back drop, inflationary pressure seems to be $4.25
. ) . . Jun 2015 Jun 2016 Jun 2017 Jun 2018 Sep 2017 Dec 2017 Mar 2018 Jun 2018
rising: relative to a year ago, wage growth, breakeven inflation
and YoY CPI are all higher, while unemployment is lower.
e The Fed seems to want to continue raising rates, but the long Today vs. A Year Ago Yield Curve Slope (bps): 10yr yield - 2yr yield
end of the curve isn't cooperating. The June hike further 300
flattened the stretch of the yield curve between 2 and 10 Unemployment
years; as of month end it was only 33 bps from inversion, a il 200
condition it has not exhibited since the first half of 2007. 5 Yr Breakeven 2.1%
e Perhaps indifferently to the slope, the median year-end rate Inflation 1.6%
projection of Fed members at their June meeting was 2.375%, Yo Wage 100
indicating an expectation of at least one more rate hike before Growth
the end of 2018. 0
e In the months ahead, investors will be closely monitaring YoY CPI
inflation, along with if and how the slope of the curve affects 1.6% 100
the Fed's thinking about future rate changes. Amidst such 0% 1% 29 39 49 59% 1998 2002 2006 2010 2014 2018
uncertainty, we believe volatility control remains a cardinal m June 2018 ® June 2017 Recession - — = Average

component of managing portfolio risk.
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Creating transformational improvement in the retirement savings industry.

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
$149 billion in global assets (as of March 31, 2018).

Established in 1998, the practice includes professionals

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.
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operating from three trading platforms around the world
(Chicago, London, and Sydney).

MILLIMAN.CON/FRM

FINANCIAL RISK MANAGEMENT

Milliman

Chicago
71 South Wacker Drive

Chicago, IL 60606
+1 855 645 5462

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.

London

Past performance is not indicative of future results. Index performance information is for illustrative purposes only, does not represent the performance of any actual
11.0ld Jewry 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
London illustrated herein is for illustrative purposes only, and is not representative of any investment or product.
ECZR 8DU 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
UK involved.
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