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Across Advanced Economies, Economic Data Have Been Positive and
Firms Expect to Spend
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Source: Citigroup Markets (left-hand side) and Markit (right-hand side), accessed via Bloomberg 1/16/2018.
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Financial Conditions Are Accommodative
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The Growth of Potential Output Is Slow In Advanced Economies, and
Resource Slack Is Mostly Used Up

Advanced Economies: Real Potential Output
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Source: International Monetary Fund, World Economic Outlook (October 2017).
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In The U.S., Slack Is Exhausted

U.S. Real GDP
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Source: BEA and CBO (left-hand side) and BLS (right-hand side), accessed via Bloomberg January 16, 2018
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The Recent Dollar Depreciation and Oil Price Increase Will Add Impetus to
Domestic Inflation

WTI Oil Price and Trade-Weighted Dollar
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Inflation Will Tick Higher

U.S. Core Consumer Price Inflation
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Source: Bloomberg, accessed January 16, 2018 and BNYM AMNA calculations.
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Inflation Will Also Move Higher in Some Other Advanced Economies

Other Advanced Economies Consumer Price Inflation
12-Month Change, Percent
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As For Monetary Policy

 The Federal Reserve rate will tighten more
than currently built into markets.
 Other central banks in developed markets
are also moving, albeit slowly, to
renormalize monetary policy;

 But they remain willing to lean against
market instability.
 Volatility will remain stubbornly and
historically low.
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Synchronized Economic Expansion Makes Developed Market Sovereign
Yields Expensive

Ten-Year U.S. Treasury Yield
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Break-Evens Offer Value and Provide Inexpensive Protection to Upside
Surprises to Inflation

Ten-Year U.S. Treasury Breakeven Inflation
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With Fundamentals Improving, Developed Market Corporate Spreads
Have Limited Room to Tighten

Selected Yield Spreads
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Many Emerging Market Economies Have Higher Trend Economic Growth
Than in Advanced Economies

Five-Year Ahead Forecasted Real GDP Growth Across 190 Economies
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Source: International Monetary Fund, World Economic Outlook (October 2017), accessed January 19, 2018, and BNYM AMNA calculations
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Higher Quality Emerging Markets Dollar Debt Looks Fairly Valued

EMBI+ Sovereign Yield Spread
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The Entire Investment Map…

Economic Landscape
Despite the net decline in US equity prices and
rise in volatility, financial conditions remain
accommodative. Additional fiscal impetus
further supports economic growth, likely
exacerbating excess demand.

Fixed-Income Valuation
Synchronized economic expansion makes
developed market sovereign yields expensive.
Break-evens offer value and provide inexpensive
protection to upside surprises to inflation.
The dollar appears expensive against other
developed and emerging market currencies.

Other advanced economies are expanding
synchronously and robust growth in China
supports emerging market economies and
commodity prices.

As of now, cost pressures are muted, but
inflation is likely to tick higher.

The Federal Reserve rate will tighten more than
currently built into markets.

With the Fed in the lead, central banks in
developed markets are moving, albeit slowly,
to renormalize monetary policy;
They thus far remain willing to lean against
market instability.

For institutional investors, municipal assets are
somewhat rich.
Corporate spreads are modestly expensive but
strong fundamentals and supportive technicals are
likely to limit spread widening.
Uncertainty around political events open
opportunities in emerging markets local currency.

Investment Themes
Maintain short duration bias in core developed
market sovereign securities but look for
opportunities to trim positions as yields move
closer to fair value.

Be biased toward increasing short dollar
exposure.

Maintain modest exposure to break-evens.

Selectively remain overweight EM risk.

Maintain modest credit exposure and be
prepared to add on bouts of volatility.

High quality emerging markets dollar debt looks
fairly valued, but some frontier markets look
attractive.

Be underweight tax-exempt municipal securities.

While interest rate volatility has risen, it is still at
historically low levels.

Maintain modest underweight on MBS and
emphasize ABS versus CMBS.

Valuations of securitized products generally appear
fair to rich.

Continue option strategies with minimal cost to
keep portfolios sufficiently convex.

With the overall risk budget lean, emphasizing quality, and protected against outsized events, look for opportunities to add to risk

14

Source: BNYM AMNA as of February 20, 2018

Appendix

Important Disclosures
This information is not provided as a sales or advertising communication. It does not constitute investment
advice. It is not an offer to sell or a solicitation of an offer to buy any security. Many factors affect performance
including changes in market conditions and interest rates and in response to other economic, political, or
financial developments. Past performance is not a guide to or indicative of future results. Future returns are
not guaranteed and a loss of principal may occur. There can be no assurance that the investment objectives
outlined in this presentation will be achieved. This information is not intended to provide specific advice,
recommendations or projected returns of any particular BNY Mellon Asset Management North America
Corporation ("BNYM AMNA") product. Some information contained herein has been obtained from third party
sources and has not been verified by BNYM AMNA. BNYM AMNA makes no representations as to the accuracy
or the completeness of any of the information herein.
The enclosed material is confidential and not to be reproduced or redistributed without the prior written
consent of BNYM AMNA. Any statements of opinion constitute only current opinions of BNYM AMNA, which
are subject to change and which BNYM AMNA does not undertake to update. Views expressed are subject to
change rapidly as market and economic conditions dictate. Portfolio composition is also subject to change.
The Firm is defined as BNY Mellon Asset Management North America Corporation (“BNY Mellon AMNA”) is a
registered investment advisor and subsidiary of The Bank of New York Mellon Corporation ("BNY Mellon").
BNY Mellon Investment Management is one of the world’s leading investment management organizations and
one of the top U.S. wealth managers, encompassing BNY Mellon’s affiliated investment management firms,
wealth management organization and global distribution companies. BNY Mellon is the corporate brand of
The Bank of New York Mellon Corporation and may also be used as a generic term to reference the
Corporation as a whole or its various subsidiaries generally. Products and services may be provided under
various brand names and in various countries by subsidiaries, affiliates, and joint ventures of The Bank of New
York Mellon Corporation where authorized and regulated as required within each jurisdiction.
Standish Mellon Asset Management (UK) Limited, (“Standish (UK)”) is an affiliate of BNYM AMNA located in
London. Standish (UK) provides investment management services and is authorized and regulated by the FCA
and is a registered investment advisor with the SEC. Certain employees of Standish (UK) may also act in the
capacity as associated persons of BNYM AMNA and in such capacity may provide contracted research services
to BNYM AMNA.
Employee of BNY Mellon Investment Management Singapore Pte. Limited who provides non-discretionary
research services to BNYM AMNA and may also serve as sub-adviser to BNYM AMNA for certain client
mandates.
Rankings include assets managed by BNY Mellon Asset Management and BNY Mellon Wealth Management.
Each ranking may not include the same mix of firms.
This portfolio data should not be relied upon as a complete listing of the Portfolio’s holdings (or top holdings)
as information on particular holdings may be withheld if it is in the client’s best interest to do so. Portfolio
holdings are subject to change without notice and may not represent current or future portfolio composition.
The portfolio date is “as of” the date indicated.
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 do not represent
an account’s entire portfolio and in the aggregate may represent only a small percentage of an account’s
portfolio holdings.
It should not be assumed that any of the securities transactions or holdings discussed were or will prove to be
profitable, or that the investment recommendations or decisions we make in the future will be profitable or
will equal the investment performance of the securities discussed herein.
The allocation distribution and actual percentages may vary from time-to-time. The types of investments
presented in the allocation chart will not always have the same comparable risks and returns. The actual
performance of the portfolio will depend on the Investment Manager’s ability to identify and access
appropriate investments, and balance assets to maximize return while minimizing its risk. The actual
investments in the portfolio may or may not be the same or in the same proportion as those shown above.
BNYM AMNA believes giving an proprietary Average Quality Credit rating to the holdings in a portfolio more
accurately captures its characteristics versus using a single rating agencies ratings. BNYM AMNA has a
ratings/number hierarchy whereby we assign a number between 0 (unrated bond) and 21 (S&P or Moody’s
AAA) to all bonds in a portfolio based on the ratings of one or more of the rating agencies (with the lower of
the 2 available agencies ratings prevailing), and then take a weighted numerical average of those bonds (with
weighting based on each bonds percentage to the total portfolio assets). The resulting number is then
compared back to the ratings/number hierarchy to determine a portfolio’s average quality. For example, if
Moody’s AAA, S&P AAA= 21, Moody’s A1, S&P A+= 17, Moody’s Baa1 and S&P BBB+=14, Moody’s B1 and
S&P B+=7. The numeric average of the 4 equally weighted holdings is 14.75, rounded up to the next whole
number of 15. 15 converts to an average credit rating of S&P A/Moody’s A2.

To the extent the strategy invests in foreign securities, its performance will be influenced by political, social
and economic factors affecting investments in foreign companies. Special risks associated with investments in
foreign companies include exposure to currency fluctuations and controls, less liquidity, less developed or less
efficient trading markets, less governmental supervision and regulation, lack of comprehensive company
information, political instability, greater market volatility, and differing auditing and legal standards.
Further, investments in foreign markets can be affected by a host of factors, including political or social
conditions, diplomatic relations, limitations on removal of funds or assets or imposition of (or change in)
exchange control or tax regulations in such markets. Additionally, investments denominated in a foreign
currency will be subject to changes in exchange rates that may have an adverse effect on the value, price or
income of the investment.
These risks are magnified in emerging markets and countries since they generally have less diverse and less
mature economic structures and less stable political systems than those of developed countries.
These benchmarks are broad-based indices which are used for illustrative purposes only and have been
selected as they are well known and are easily recognizable by investors. Comparisons to benchmarks have
limitations because benchmarks have volatility and other material characteristics that may differ from the
portfolio. For example, investments made for the portfolio may differ significantly in terms of security
holdings, industry weightings and asset allocation from those of the benchmark. Accordingly, investment
results and volatility of the portfolio may differ from those of the benchmark. Also, the indices noted in this
presentation are unmanaged, are not available for direct investment, and are not subject to management fees,
transaction costs or other types of expenses that the portfolio may incur. In addition, the performance of the
indices reflects reinvestment of dividends and, where applicable, capital gain distributions. Therefore, investors
should carefully consider these limitations and differences when evaluating the comparative benchmark data
performance.
The information regarding the index is included merely to show the general trends in the periods indicated
and is not intended to imply that the portfolio was similar to the index in composition or risk.
The strategy may use alternative investment techniques (such as derivatives) which carry additional risks. The
low initial margin deposits normally required to establish a position in such instruments may permit a high
degree of leverage. As a result, a relatively small movement in the price of a contract may result in a profit or
loss that is high in proportion to the amount of funds actually placed as initial margin and may result in a
disproportionate loss exceeding any margin deposited. Transactions in over-the-counter derivatives may
involve additional risk as there is no exchange on which to close out a position, only the original counterparty.
Such transactions may therefore be difficult to liquidate, to value, or to assess the exposure. The strategy may
at times use certain types of investment derivatives, such as options, futures, forwards and swaps. These
instruments involve risks different from, and in certain cases, greater than, the risks presented by more
traditional investments.
BNYM AMNA sector models use regression analysis such as multi-linear data inputs, panel data, and probit
function. Variables that the models take into account are: PMI, US Core CPI, Fed Fund rate, 3-month Libor, 3month T-bill rate, foreign purchases of US Government bonds, Commodity Indices , Capacity Utilization,
Deficit as a percent of GDP, S&P 500 return, Chicago Fed Index, IGOV, US output gap, Europe Core CPI, US
unemployment rate, EU unemployment rate, and slope of the yield curve. Assumptions made are that samples
are representative of the population for the inference prediction; regression residuals are approximately
normally distributed, uncorrelated, and have constant volatility; no high degrees of multi-colinearity in the
independent variables; variable sensitivity remains constant in the short term; and no structural shift in the
short term.
BNYM AMNA claims compliance with the CFA Institute Asset Manager Code of Professional Conduct. This
claim has not been verified by CFA Institute
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Appendix

Important Disclosures
US Department of Labor Fiduciary Regulation Notice
BNY Mellon AMNA and its affiliates (collectively, “We”) are providing the following information
at your request based on our understanding that, to the extent such information (and all
subsequent information and communications by us, whether written or verbal) may be used by
the recipients in evaluating a potential investment by an employee benefit plan covered under
ERISA or an individual arrangement covered under Section 4975 of the Internal Revenue Code,
each recipient is an “independent fiduciary with financial expertise,” as described in regulation
29 CFR § 2510.3-21(c)(1). In particular, it is our understanding that, in these circumstances, each
of the recipients is:

1.

bank as defined in section 202 of the Investment Advisers Act of 1940 or similar institution
that is regulated and supervised and subject to periodic examination by a State or Federal
agency; an insurance carrier which is qualified under the laws of more than one state to
perform the services of managing, acquiring or disposing of assets of a Plan; an investment
adviser registered under the Investment Advisers Act of 1940 or, if not registered an as
investment adviser under the Investment Advisers Act by reason of paragraph (1) of
section 203A of such Act, is registered as an investment adviser under the laws of the State
in which it maintains its principal office and place of business; a broker-dealer registered
under the Securities Exchange Act of 1934; or an independent fiduciary that holds, or has
under management or control, total assets of at least $50 million;

2.

a fiduciary under ERISA or the Internal Revenue Code, or both, with respect to the assets
that are the subject of the response;

3.

responsible for exercising independent judgment in evaluating this information or any
other information or communications about our products and services; and

4.

capable of evaluating investment risks independently, both in general and with regard to
this information or any other information about our products and services.

In addition, we are providing this information (and any subsequent information or
communications) on the basis that each of the recipients understands that: (i) we have not
undertaken to provide impartial investment advice, or to give advice in a fiduciary capacity, to
you or any prospective investor and (ii) we have a financial interest if the prospective investor
makes an investment with us given the compensation that would be earned by us and/or our
affiliates under the arrangement, as described in an agreement with the prospective Retirement
Client and/or in separate disclosure/offering documents.
You must notify us immediately if our understanding about your status is incorrect. If you do not
provide us with such notification, then you acknowledge and agree that our understanding is
correct.
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