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Summary

e We are reducing the strategic allocation to emerging-market stocks and increasing the
strategic allocation to developed international stocks.

e These changes eliminate the strategic overweight to emerging-market stocks / underweight
to developed international stocks and bring the strategic weights more in-line with the MSCI
ACWI index (roughly 60% US, 28% Developed International, and 12% Emerging-Markets).

e These trades will be implemented across all portfolios (Active, Index, Alpha-Core, and ESG)
and all risk profiles.

e Our tactical equity positioning will not change - we remain overweight emerging-market stocks
/ underweight U.S. stocks.

Trade Details

Based on our assessment of the evidence and likely trends, we no longer have conviction that a
strategic overweight to emerging-market stocks relative to its global market cap weighting (measured
by the MSCI ACWI index) will benefit client portfolios. Therefore, we are reducing the strategic
allocation to emerging-market stocks to bring it in-line with the MSCI ACWI. To further align our
portfolios with the ACWI index, we are increasing our exposure to developed international stocks.

As background, in February 2012 we introduced a strategic allocation to emerging-market stocks. Our
rationale at the time can be summarized by the following points:

e Prior to 2012, our strategic allocations had a large US equity bias (80%) with zero exposure to
emerging-market stocks.
e Emerging markets represent a large percentage of the world’s population, their economies
were rapidly developing and becoming a more significant force in the global economy.
e Given the prospects of better productivity and better demographics, we believed emerging-
market economies were likely to grow at a superior rate than developed markets.
¢ Over time, as their economies and capital markets matured and became more efficient, we
believed higher economic growth would translate to higher corporate earnings growth and a
materially larger share for EM equity markets as a percentage of the total global equity market
cap.
Over the very long-term, we anticipated that emerging-market stocks would generate attractive long-
term returns and adding a dedicated strategic allocation to emerging markets would enable us to
take advantage of a broader, global, investment opportunity set.
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Directionally, our views from 2012 still hold. Most importantly, we still believe the last bullet point
to be true: that EM market stocks will generate attractive long-term returns and a dedicated strategic
allocation to EM equities enables us to take advantage of this broader investment opportunity set.
However, we no longer have conviction that EMs are likely to drive superior long-term corporate
earnings growth that is necessary to drive superior long-term returns for EM equity market
shareholders relative to US and developed international stocks, taking into account EM’s higher risk.

Our reduced confidence in the long-term return potential for emerging-market stocks is driven
primarily by our view of China. Specifically, the quality, strength, and duration of China’s longer-
term growth prospects, and hence the expected returns to equity shareholders, has materially
deteriorated in our view, to the point where we no longer want to have a long-term strategic
overweight to emerging-markets relative to its global equity market allocation, as represented by the
MSCI ACWI index.

China’s economic, policy, and geopolitical path have changed materially compared to what we
expected back in 2012, and even versus what we expected two to three years ago. China is obviously
key to emerging-market stocks as it is roughly one-third of the EM equity index and has a huge
economic influence on other EM economies.

Note that while we are reducing our strategic exposure (i.e., on a 10 to 20 year time horizon) to
emerging-market stocks, we still view them as very attractive on a tactical basis (over the next 3 to
5 years) given their attractive valuations and potential for a strong earnings recovery. A declining
dollar would be another tactical tailwind. As such, we are maintaining a modest tactical overweight
to emerging-market stocks.

Regards,

Jeremy DeGroot, CIO US Asset Management
iM Global Partner

Important Disclosure: For discretionary use by investment professionals. This document is provided
by iM Global Partner Fund Management, LLC (“iMGPFM”) for informational purposes only and no
statement is to be construed as a solicitation or offer to buy or sell a security, or the rendering of
personalized investment advice. There is no agreement or understanding that iMGPFM will provide
individual advice to any investor or advisory client in receipt of this document. Certain information
constitutes “forward-looking statements” and due to various risks and uncertainties actual events
or results may differ from those projected. Some information contained in this report may be derived
from sources that we believe to be reliable; however, we do not guarantee the accuracy or timeliness
of such information. Past performance may not be indicative of future results and there can be no
assurance the views and opinions expressed herein will come to pass. Investing involves risk,
including the potential loss of principal. Any reference to a market index is included for illustrative
purposes only, as an index is not a security in which an investment can be made. Indexes are
unmanaged vehicles that do not account for the deduction of fees and expenses generally associated
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with investable products. A list of all recommendations made by iMGPFM within the immediately
preceding one year is available upon request at no charge. For additional information about iMGPFM,
please consult the Firm’s Form ADV disclosure documents, the most recent versions of which are
available on the SEC’s Investment Adviser Public Disclosure website (adviserinfo.sec.gov) and may
otherwise be made available upon written request.
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