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Investment Outlooks

With numerous uncertainties present in the
global economy, market participants may be
looking for meaningful signals about what’s to
come in 2019. In our semiannual assessment
on the state of the markets, Janus Henderson’s
investment teams weigh in on the themes that
could dominate in the months ahead and the
potential impact for investors.

At Janus Henderson, we use our detailed fundamental research and deep understanding of companies
and sectors to drive investment decisions. Although we avoid far-reaching macroeconomic calls, we
think it is important to consider near-term signals. To that end, Market GPS 2019 explores what our
investment teams are seeing from the ground up and where we are identifying the most compelling
opportunities across asset classes. While many variants are likely to set the direction of markets in the
new year, we highlight four key themes to watch:

Disruptive Forces

Market Divergence

Geopolitical Tensions

Search for Income

The pace of change is
greater than ever before.
Disruption is being felt across
industries and geographies
and is proving a differentiator
in the long-term performance
of investors’ portfolios. There
are exciting opportunities, but
also significant risks for the
“disrupted.” We believe
health care and technology
are among the key sectors to
focus on when considering
disruption.

We expect returns among
asset classes, currencies,
countries and sectors to
continue to diverge, driven by
myriad factors: the fading of
central bank synchronization
as few regions follow the U.S.
pace of tightening; typical
late-cycle behavior leading
to more volatility and
idiosyncratic risk; and
fundamentals once again
determining asset prices. We
believe active management is
the best way to confront
these challenges.

Trade disputes and the
subsequent reactions, the
outcome of Brexit and
developments in Italy all have
the capacity to significantly
reroute markets. These known
unknowns will no doubt be
accompanied by challenges
not yet on the radar. We
believe these conditions
require investors to be nimble
and flexible as they seek to
capitalize on potential
opportunities and to navigate
the potential fallouts.

Income is in ever-greater
demand globally, and we
believe it will remain a key
focus for investors in 2019.
Different routes to income
generation exist, and the
shifting backdrop makes some
approaches more suitable
than others. We believe fixed
income and equity income
investment processes that
have been implemented
through a variety of market
conditions will be well-suited
to react to volatile market
conditions in the year ahead.

In the pages that follow, we’ve organized the views of many of our
leading investment professionals by three asset classes:
U.S. Equities

Global Equities

Fixed Income

The Trouble with Tariffs
The transition to the digital economy continues to create growth
opportunities for many corporations, says Portfolio Manager
Jeremiah Buckley, but global trade disputes and rising interest rates
could also loom large in 2019.
What are the key themes likely to shape markets in 2019?
Jeremiah Buckley, CFA
U.S. Equities Portfolio Manager

Key Themes
Geopolitical Tensions

We believe earnings growth drives stock performance, so we are thinking carefully
about the factors that could impact profits in 2019. Global trade is one important
factor. Should tariffs lead to an uptick in inflation, we believe corporate profit
margins could come under pressure. As always, consumer confidence and
willingness to spend will also determine earnings growth in 2019. Wage growth has
improved recently in the U.S., and as long as we continue to see higher wages and
tight labor markets we believe consumer spending should stay robust. However, if
trade disputes or tariffs impinge too much on corporate earnings and companies
have to lay off employees, that could hurt consumer confidence and spending. It’s
something we’re cognizant of and watching.

Disruptive Forces

Where do you see the most important opportunities and
risks within your asset class?
We remain focused on finding companies that are benefiting from the shift to digital,
including those firms selling the software and hardware to help enable the transition.
We also like companies that have the scale to invest in technology and, as a result,
reap efficiencies from these new applications and systems. Many transportation
businesses, for example, have used technology to manage routes better and
anticipate when a truck, train or plane needs maintenance. A number of companies
also continue to reinvent themselves, including large pharmaceutical organizations,
which are developing advanced therapies for complex diseases such as cancer and
diabetes. Many of these legacy players have been able to add to revenues even as
other products lose patent protection. On the other hand, these types of
investments could be curbed by potential costs associated with trade wars or trade
restrictions. It’s probably what we’re most concerned about for the near term.

How have your experiences in 2018 shifted your
approach or outlook for 2019?
Going into 2018, we were very bullish on U.S. equities as interest rates were still
relatively low and we were optimistic about the benefits that tax reform would bring
to economic growth. Today, the U.S. economy remains healthy, but interest rates
have climbed and equities face new risks, such as tariffs. So although we continue
to see many tailwinds for equities in 2019, we believe more defensive positioning
could be warranted, especially until a trade resolution is reached. To that end, we
remain focused on companies with strong free cash flows and will closely monitor
our holdings in the industrials sector, which may be especially sensitive to trade risk.
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Staying Focused on Secular Growth
As interest rates and inflation pressures climb, Portfolio Manager
Doug Rao says it is becoming all the more important to focus on
companies with secular tailwinds, pricing power and competitive
advantages.
What are the key themes likely to shape markets in 2019?
Broadly, I think the key themes will be the continued rise of populism globally and,
related to that, questions around open borders and open trade. In addition, inflation
is reemerging in many parts of the world, particularly in the U.S., where we are
seeing stronger wage growth as a function of full employment. Some companies
are also experiencing input-cost inflation due to tariffs. Meanwhile, the U.S. is
stepping back from years of quantitative easing, which has started to slow ratesensitive parts of the economy. Given that inflation helps determine central bank
policy and the risk-free rate influences the valuation of all companies, if inflation and,
therefore, rates continue to rise, we could see a broader impact to the market.

Doug Rao
U.S. Equities Portfolio Manager

Key Themes
Disruptive Forces

Where do you see the most important opportunities and
risks within your asset class?

Geopolitical Tensions

We continue to focus on what we always do: looking for companies that we think
are market leaders and that have business model advantages such as pricing
power, low input-cost risk and the ability to gain market share. For example, a
payments network is not reliant on leverage or the global supply chain to drive
growth. There is limited, if any, additional cost for every incremental dollar of revenue
that the business generates.
At the same time, we may be entering a period during which Main Street does
better than Wall Street. For consumers, wages finally are rising and the economy
remains in relatively good shape. In contrast, many companies could be facing a
very different environment from the past decade, during which earnings growth was
often achieved through financial engineering and productivity increased through global
outsourcing. Rising interest rates, trade barriers and elevated debt levels on corporate
balance sheets could make it harder for certain companies to generate growth.

Annualized Wage Gains and Core Inflation

Inflation is reemerging in the U.S. as full employment leads to stronger wage growth.
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Balance Sheets Key to Finding Value
With interest rates expected to continue rising in 2019 and
corporate leverage at high levels, Portfolio Manager Justin Tugman
says investors should stay focused on company balance sheets.
What are the key themes likely to shape markets in 2019?
Justin Tugman, CFA
U.S. Equities Portfolio Manager,
Perkins Investment Management

Key Themes
Market Divergence

As we look at the year ahead, we believe several themes that arose in 2018 will
carry over to 2019, with some new issues also emerging on the horizon. First, we
think trade wars and tariffs will continue to make headlines but that, ultimately,
resolutions for many of these issues could come in 2019. Second, monetary policy,
not just in the U.S. but around the world, could become an increasing focus: Will
the Federal Reserve (Fed) continue to raise interest rates? Will the European
Central Bank finally become less accommodative? Third, economic growth could
slow given factors outside the U.S., including the impact of a strong dollar and more
difficult year-over-year comparisons for corporate earnings. Fourth, with increasing
leverage on company balance sheets, credit concerns could become more
worrisome. Finally, we believe the performance of value stocks compared to growth
stocks will continue to improve.

Where do you see the most important opportunities and
risks within your asset class?
As is often the case, in small caps there are many high-quality companies that are
not widely followed but could have attractive long-term investment opportunities. At
Perkins, our analysts search high and low for these undiscovered opportunities,
which typically possess high levels of insider ownership, strong balance sheets,
good management teams and durable franchises. Additionally, many of these
stocks have little ownership by passive investment vehicles, which we find to be an
attractive quality. Currently, we are finding some of these opportunities in the
banking and industrials sectors, where valuations appear attractive and where we
feel comfortable about the prospects for 2019. On the other hand, although
small-cap health care is benefiting from strong fundamentals, we think euphoric
sentiment has pushed up the valuations of these stocks to untenable levels.

How have your experiences in 2018 shifted your
approach or outlook for 2019?
Historically, when companies make mistakes, it often is due to leverage that was taken
on at the wrong time of the business cycle to fund either merger and acquisition
(M&A) activity or stock buybacks. Often and with great fanfare, M&A deals are
announced with claims that they will be wildly accretive to earnings and generate
solid returns, thanks to inexpensive financing. However, the allure of cheap debt can
sometimes be too great for management teams who believe the good times will last
forever. In our opinion, this is where the problems begin. Certain cyclical groups
punished in October’s sell-off might begin to look attractive based on valuation, but
for many of these names we think the balance sheets are highly levered at the
potential peak of their respective cycles. At Perkins, we always focus on the balance
sheet and this could be even more critical in 2019 as the many companies that
feasted on cheap debt in recent years grapple with rising interest rates.
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Innovation in Health Care
The health care sector is experiencing a rapid pace of innovation, a
trend that Portfolio Manager Andy Acker says is likely to continue in
2019 to the potential benefit of investors.
What are the key themes likely to shape markets in 2019?
Andy Acker, CFA
Global Equities Portfolio Manager |
Research Analyst

Key Themes
Disruptive Forces

Sequencing
the Human Genome

$95,263,072
in 2001

$1,121
in 2017

A dramatic fall in DNA
sequencing costs is helping
drive innovation in health care.
Source: Human Genome Research
Institute, as of 7/31/17

I believe innovation will be a driving force for health care stocks in 2019. Over the
past two years, the U.S. Food and Drug Administration (FDA) approved more than
90 novel therapies. These products, still early in their launch phase, could drive
industry growth for years to come.
Many new therapies represent revolutionary advances in medicine. Immunooncology medicines, for one, harness the immune system to target and attack
cancer cells, often with impressive results. Exciting advances are being made in
gene therapies that address rare and debilitating diseases. The first gene therapy
was approved in the U.S. in late 2017, and we expect additional approvals as soon
as next year. Advances are also being made in medical devices, where the first
integrated continuous glucose monitor for diabetes management recently won FDA
approval and positive clinical trial data were presented for mitral valve repair and
drug-eluting stents. Finally, a consolidation in services is leading to more integrated
health care services companies.

Where do you see the most important opportunities and
risks within your asset class?
Drug pricing reform in the U.S. remains a concern for the health care sector, as
President Trump has made lowering consumers’ out-of-pocket drug costs a priority.
Amazon’s recent acquisition of an online pharmacy could also lead to
disintermediation of the drug-supply chain. Broadly, we believe reforms that remove
inefficiencies and improve patient affordability are good for the system in the long
term. As always, we also have to think about the binary nature of drug development.
For as many drugs that get regulatory approval, a multitude of others never make it
out of clinical trials, leading to volatility.

How have your experiences in 2018 shifted your
approach or outlook for 2019?
In our opinion, remaining disciplined on valuation in 2018 was critical to managing
downside volatility. During the summer, we saw a high level of investor enthusiasm
for early-stage biotechnology companies, even though fundamentals did not always
support elevated valuations, in our opinion. When the broad equity market declined
in October, many of these stocks had the farthest to fall. Consequently, we remain
committed to taking a balanced approach, investing across the health care sector’s
major subindustries, market capitalizations and geographies.
But overall, our enthusiasm for the sector has never been higher. In addition to
companies delivering medical breakthroughs, regulators globally have shown their
commitment to quickly bringing treatments to market for patients with high, unmet
medical needs. With new drugs and medical devices in the process of launching –
and major patent cliffs largely behind us – we believe this is a sweet spot for many
areas of the sector.
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The Dawn of a More-Connected,
Data-Driven World
Portfolio Manager Denny Fish believes the mega-themes positioned
to drive sector earnings in the years to come will continue to gain
market share as companies place digital transformation at the center
of their business strategy.
Denny Fish
Global Equities Portfolio Manager |
Research Analyst

Key Themes
Disruptive Forces

Geopolitical Tensions

What are the key themes likely to shape markets in 2019?
We invest around mega-themes that play out over years, so what excites us for
2019 is the same that excited us in 2017 and 2018. The unstoppable march toward
the cloud continues. This is a long-duration theme given the cloud’s current 10%
global penetration. Investors must determine the pace of the shift and what multiple
they are willing to pay, but the recurring nature of cloud revenue streams leads us to
believe that steady cash-flow generation is not a distant promise. Devices are
becoming more connected and smarter as wireless tiptoes toward 5G deployment.
Rhetoric on how artificial intelligence (AI) can improve business outcomes across all
industries is at a fever pitch. We believe that there is not a boardroom worldwide
that is not discussing the strategic imperative of its digital transformation. Emerging
themes that may evolve into headwinds are the U.S.-China trade dispute and
growing calls to regulate large Internet platforms.

Where do you see the most important opportunities and
risks within your asset class?
The consequences – intentional or otherwise – posed by the U.S.-China trade dispute
deserve everyone’s attention given how tightly coupled these economies are. While
semiconductors are integral to our favored themes, the sector is seeing parts of its
global supply chain upended. Some companies control their destinies as they stand to
increase the value of their content. Others, with more commoditized chips, are reliant
upon volume for growth, something that may be difficult in a slowing economy. The
Internet also faces a potentially bumpy road. In China, the rise of the consumer and the
digitization of the economy remain powerful forces, but recent steps to limit Internet
gaming creates a more uncertain environment. Within the U.S., we expect heightened
calls for regulatory oversight of Internet companies on security and privacy concerns.
This may, however, prove advantageous for incumbents as they have a greater ability
to comply with more rigorous standards compared to smaller challengers.

How have your experiences in 2018 shifted your
approach or outlook for 2019?
Nothing occurred in 2018 that altered our view on the themes reshaping the technology
sector. If we could jump ahead 12 months, we would be confident that the cloud, the
Internet of Things and AI would have advanced considerably. Acute developments over
this past year, however, have caused us to expect that the range of potential outcomes
for several tech companies has widened. Semiconductor makers are navigating a more
hostile trade environment; Internet companies could come under near-term earnings
pressure as they build out more robust security and privacy capabilities. And all tech
companies may face a global economic slowdown. We cannot control macro events.
That is why identifying companies that we believe have the best management teams
and operating models is hardwired into our investment process as these firms should
have the most control over their destiny. History tells us that secularly advantaged tech
companies nearly always exit downturns in even stronger positions.
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Equity Income Opportunities in Global Markets
Ben Lofthouse, Head of Global Equity Income, believes that while
disruptors threaten a number of established sectors, significant
value opportunities exist, with many good-quality companies
offering compelling dividend yields.
What are the key themes likely to shape markets in 2019?
There are a number of themes next year that are going to be important for financial
markets in general. One of the primary factors that looks set to continue is politics.
Next year we hope there is resolution of some description on Brexit and that the
Italian budget discussions will come to a positive conclusion early on. There are also
the implications and effects of trade tariffs, notably between the U.S. and China,
filtering through to companies.

Ben Lofthouse, CFA
Global Equities Head of Global
Equity Income | Portfolio Manager

Key Themes

Other themes that are likely to be more fundamental are interest rates and inflation.
We have seen U.S. interest rates “normalize” to some extent; unemployment is still
very low in the U.S. and there are some signs of inflation and wages impacting
companies. The big question is whether other markets will be also affected. Certainly
at the moment most other developed markets are not pricing in any further inflation.

Search for Income

Geopolitical Tensions

Where do you see the most important opportunities and
risks within your asset class?

Disruptive Forces

One of the biggest risks is disruption, which we are seeing across many established
sectors. A number of these are dividend-yielding sectors such as media, with the
entrance of companies like Netflix, and the automotive sector with increasing
regulations on emissions and disruption from new companies such as Tesla.
Disruption continues to be something outside of macroeconomic and political
concerns that needs to be examined at a stock-specific level.
Opportunity-wise, there are not many times outside of a full recession where we
have seen this many stocks trading on single-digit price-to-earnings ratios, with high
free-cash-flow yields and high dividend yields. There is a lot of uncertainty being
reflected in some parts of the market and some sectors, which makes for a great
deal of opportunity although investors need to be careful in terms of the companies
they choose.

Growth vs. Value Total Returns and Relative Earnings
Significant value opportunities exist.
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End of the Cycle … Are We There Yet?
With the markets finally coming around to the idea of the late-cycle
stage in economies, Jenna Barnard and John Pattullo, Co-Heads of
Strategic Fixed Income, expand on the risks and opportunities likely
to arise from this theme in 2019.
What are the key themes likely to shape markets in 2019?
Jenna Barnard, CFA
Fixed Income Co-Head of Strategic
Fixed Income | Portfolio Manager

2018 has been classically late-cycle (in our mind, in a very long cycle) and really a
test of: is growth going to fade? Was the Trump fiscal expansion a sugar rush or
something more structural (which we are skeptical about)? Is inflation going to come
through (again, we are pretty skeptical about that)? Finally, what is going to happen
to global demand, growth and inflation and hence, which asset class do you
position for accordingly?

Where do you see the most important opportunities and
risks within your asset class?

John Pattullo
Fixed Income Co-Head of Strategic
Fixed Income | Portfolio Manager

Key Themes
Search for Income

Market Divergence

The key risk facing bond investors in 2019 is a sudden acceleration in inflation,
either consumer price inflation or wage inflation, to which central banks would react
aggressively. We believe we live in a much less inflation-prone world. With the oil price
coming off at the end of 2018 (helpful for headline inflation), the risk is really central
banks itching to normalize interest rates by taking them back to levels which they
consider more normal, in order that they can cut them in the next recession. So far,
the only ones that have managed to do this are the Fed and the Bank of Canada. For
many reasons, others in the developed world have struggled to raise interest rates.
The main risk facing credit markets is that we are in a late-cycle phase. There has
been a huge deterioration in the quality of companies that have been raising debt.
Other indicators include the amount of debt raised and the use of proceeds. If we,
and the markets, are right in thinking that it is very late-cycle, then credit will suffer in
the next asset price correction.
Yet, being late-cycle can also present opportunities. This phase is the most difficult
environment for a bond investor, as credit spreads move wider (credit spreads tend
to lead the equity market peak) and bond yields and duration fluctuate, making it
more challenging to achieve absolute returns. When the cycle turns down, in the
next phase, bond investors could make reasonable capital gains through investing in
quality government and investment-grade bonds.

How have your experiences in 2018 shifted your
approach or outlook for 2019?
Throughout 2018, we were working under the assumption that it is late-cycle —
witness the oil price melting up, lack of breadth in the equity market, the flatness of
yield curves in the government bond market, credit spreads beginning to widen and
real yields spiking higher. Every asset class that we looked at was ticking the
late-cycle checklist. With the equity market sell-off and the oil market crashing in
October, we believe we received further confirmation that it is “later” late-cycle.
Being late-cycle requires a degree of patience and perspective. As portfolio
managers, we have to position ourselves and our clients accordingly, seeking to
capitalize on the opportunities as and when they come. It is just that sometimes you
need to be a little bit more patient than maybe you thought you had to be.
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Going Global to Expand Income Potential
Co-Head of Global Bonds Nick Maroutsos explains why – despite
the Fed’s history of dovishness – higher U.S. interest rates are likely
here to stay and why bond investors need to react accordingly by
taking measures such as looking globally for the most attractive
risk-adjusted income opportunities.
What are the key themes likely to shape markets in 2019?

Nick Maroutsos

The most important is whether the Fed will raise rates at its anticipated cadence.
Much of what will occur in bond markets – and the economy – will be influenced by
the Fed’s actions. While some expect an even more aggressive Fed, given its history
of caution, we believe it will err on the dovish side. The threat of an escalating trade
war and the broader prospect of slowing global growth are two factors that could
necessitate a pause on rates. A second theme is that higher rates are here to stay.
The autumn’s equity volatility did not send bond yields materially lower. While still
below historical levels, higher rates could put pressure on earnings and economic
growth. The absence of inflation, however, should keep a lid on longer-dated yields,
with the result being a flattening yield curve. But a flatter, or even inverse, curve
does not necessarily portend recession, in part due to lower term premiums.

Fixed Income Co-Head of Global
Bonds | Portfolio Manager

Key Themes
Search for Income

Market Divergence

Where do you see the most important opportunities and
risks within your asset class?
We are looking beyond U.S. shores for the most attractive opportunities, namely in
softening economies where central banks are likely to hold rates steady or lower
them. Australia and New Zealand are two examples. With the Fed ahead of other
developed market central banks, holding excessive duration in the U.S. looks risky.
Bond investors typically stay within their comfort zones, but we live in an
interconnected world and investors can generate attractive returns on a hedged
basis when looking internationally. On the credit side, we think quasi-sovereign
companies or structurally advantaged industries such as banking and infrastructure,
where the – often regulatory – barriers to entry are high, present attractive sources
of income generation. The largest risk to markets would be the combination of a
more aggressive Fed coupled with widening credit spreads. An unexpected
acceleration in inflation, trade disputes hurting margins and an extended credit cycle
are factors that could contribute to such a scenario.

Global 10-Year Government Bond Yields

Certain countries, including Australia and New Zealand, offer bond yields similar to the U.S., but are likely
to keep interest rates on hold, thus limiting duration risk.
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All Eyes on the Fed
As the Fed risks executing on an overly aggressive tightening
path, and the economic and credit cycles continue to progress,
Portfolio Manager Seth Meyer highlights the importance of a nimble
approach, in which capital can be dynamically allocated to the
strongest risk-adjusted opportunities, regardless of fixed income
asset class.
Seth Meyer

What are the key themes likely to shape markets in 2019?

Fixed Income Portfolio Manager

The number of interest rate hikes the Fed pursues will have substantial impact on
global fixed income markets in 2019. The Fed has accomplished its goals of
maximum employment and stable prices, and while it will seek to maintain those
targets, it does not wish to push the U.S. economy into recession. Given that fiscal
stimulus, not monetary policy, is currently sustaining growth, and that the impact of
each hike is subject to a multi-month time lag, we could see fewer hikes than the
Fed is currently forecasting. Still, uncertainty exists in terms of the variability of
outcomes for the U.S. economy, and we are beginning to hear companies express
that concern. The unwavering confidence we have seen from management teams
since 2015’s mid-cycle correction is fading. As companies weigh the potential
economic outcomes, we expect to see more cautious risk taking in 2019 and
less-aggressive earnings forecasts.

Key Themes
Search for Income

Market Divergence

Geopolitical Tensions

Where do you see the most important opportunities and
risks within your asset class?
If the Fed pulls back and moderate GDP growth continues, the roughly 7% coupon
on high yield looks attractive. However, we are prepared for modest spread widening
as investors acknowledge comparatively slower earnings growth versus 2018. Given
the rising-rate environment and generally diminishing prospects for spread tightening,
short-duration high yield should remain an attractive source of steady income.
Positive trade developments between the U.S. and China could send risk markets
to new heights. Given the uncertainty, however, U.S.-centric companies in sectors
with deleveraging trends, such as pharmaceuticals and health care, present
attractive risk-adjusted opportunities. In our view, deleveraging and favorable supply/
demand dynamics for certain base commodities will ultimately outweigh traderelated volatility for select metals and mining issuers. Copper miners, for example,
are set to benefit as the reliance on battery power grows. The consumer and its
desire for experiences are also likely to be a source of opportunity as relatively large
tax refunds should spur spending in the first half of the year.

How have your experiences in 2018 shifted your
approach or outlook for 2019?
2018 highlighted the importance of blending bottom-up, fundamental security selection
with a structured top-down view. The Fed is actively tightening, the economic and
credit cycles are in extended innings, and volatility is returning to markets. As we
monitor the signals flashing from these and other macro factors, we must maintain
the discipline to shift our allocation when asset classes become more or less
attractive. A nimble approach, in which we can dynamically allocate to the team’s
best ideas in areas of the market with the strongest risk-adjusted prospects, should
help us to dampen portfolio volatility and better weather any storms that may arise.
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For more information, please visit janushenderson.com.
The opinions and views expressed are as of the date published and are
subject to change without notice. They are for information purposes only and
should not be used or construed as an offer to sell, a solicitation of an offer
to buy, or a recommendation to buy, sell or hold any security, investment
strategy or market sector. No forecasts can be guaranteed. Opinions and
examples are meant as an illustration of broader themes and are not an
indication of trading intent. It is not intended to indicate or imply that any
illustration/example mentioned is now or was ever held in any portfolio.
Janus Henderson Group plc through its subsidiaries may manage
investment products with a financial interest in securities mentioned herein
and any comments should not be construed as a reflection on the past or
future profitability. There is no guarantee that the information supplied is
accurate, complete, or timely, nor are there any warranties with regards to
the results obtained from its use. Past performance is no guarantee of future
results. Investing involves risk, including the possible loss of principal and
fluctuation of value.
Foreign securities are subject to additional risks including currency
fluctuations, political and economic uncertainty, increased volatility, lower
liquidity and differing financial and information reporting standards, all of
which are magnified in emerging markets.
Fixed income securities are subject to interest rate, inflation, credit and
default risk. The bond market is volatile. As interest rates rise, bond prices
usually fall, and vice versa. The return of principal is not guaranteed, and
prices may decline if an issuer fails to make timely payments or its credit
strength weakens.
The health care industries are subject to government regulation and
reimbursement rates, as well as government approval of products and
services, which could have a significant effect on price and availability, and
can be significantly affected by rapid obsolescence and patent expirations.
Technology industries can be significantly affected by obsolescence of
existing technology, short product cycles, falling prices and profits,
competition from new market entrants, and general economic conditions. A
concentrated investment in a single industry could be more volatile than the
performance of less concentrated investments and the market as a whole.
No investment strategy, including an absolute return strategy, can ensure a
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profit or eliminate the risk of loss. Additionally, investing in an absolute
return strategy may result in underperformance during a bull market.
Actively managed portfolios may fail to produce the intended results. No
investment strategy can ensure a profit or eliminate the risk of loss.
Growth and value investing each have their own unique risks and potential
for rewards, and may not be suitable for all investors. A growth investing
strategy typically carries a higher risk of loss and a higher potential for
reward than a value investing strategy. A growth investing strategy
emphasizes capital appreciation; a value investing strategy emphasizes
investments in companies believed to be undervalued.
Credit Spread is the difference in yield between securities with similar
maturity but different credit quality.
Duration measures a bond price’s sensitivity to changes in interest rates.
The longer a bond’s duration, the higher its sensitivity to changes in interest
rates and vice versa.
Idiosyncratic risks are factors that are specific to a particular company and
have little or no correlation with market risk.
Price-to-Earnings (P/E) Ratio measures share price compared to
earnings per share for a stock or stocks in a portfolio.
MSCI World Growth IndexSM reflects the performance of growth stocks
from global developed markets.
MSCI World Value Index reflects the performance of large and mid cap
stocks exhibiting overall value style characteristics across 23 global
developed markets.
This material may not be reproduced in whole or in part in any form, or
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