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FIVE-YEAR MARKET OUTLOOK

THE MARKETS ARE RUNNING
A MARATHON, NOT A SPRINT

Advisors face headwinds in today’s market environment and we do not see
that changing over the next five years. Getting asset allocation “right” and
unhinging client complacency will be paramount in achieving your critically
important investment objectives. Our latest five-year market outlook can serve
as a useful reference as you tackle strategic portfolio construction decisions.

We see good-but-not-great returns from equities and low- While the search for yield and elevated global equity valuations
but-positive fixed income returns over the next five years. will persist, a greater focus on risk budgeting may require

This is in sharp contrast to the last five years when equities advisors to expect more active return contributions from their
broadly posted double digit returns (see Exhibit 1). core risk assets.

Interest rates should remain low and below investor Advisors must also be aware of macroeconomic risks that could
expectations, with inflation continuing to be held in check negatively affect returns, increase market volatility and cause

by the same structural forces, including technology, that have client anxiety. Two key strategic themes are driving this outlook
kept it muted for years. Advisors will likely continue to face — Mild Growth Myopia and Stuckflation.

challenges generating meaningful yield in this environment,
so high yield fixed income or lower-volatility dividend-focused
equity strategies remain attractive options.

EXHIBIT 1: FIVE-YEAR FORECASTS AND LAST FIVE-YEAR RETURNS
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Source: Northern Trust. Forecasts listed here represent total return forecasts for primary asset classes, annualized using geometric averages. Forecast returns are based on estimates
and reflect subjective judgments and assumptions. They are not necessarily indicative of future performance, which could differ substantially. Returns are annualized for the five-year
period ending 6/30/2018.
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U.S. GROWTH: LOW AND SLOW

The economic slowdown has caused investors to worry that a
recession is coming, but we think this is a case of Mild Growth
Myopia. The economy is pacing itself for a prolonged — but
slow — expansion.

Our theme discusses how the current U.S. economic expansion,
although weaker than previous growth periods, should continue
due to recent tax cuts and other economic drivers. While this
continued growth does heighten the odds of a recession,

the mild growth rate tempers our concern of a recession in
the short term.

As shown in Exhibit 2, even if the U.S. grew at our expected
nominal growth rate of 3.8% for five more years, the cumulative
growth would still be less than the boom in 1982 and 1991.

The Bottom Line: Subdued economic cycles and stronger
financial systems will push out the next recession and limit its
severity. We think this bull market has room to run.

EXHIBIT 2: RECORD-BREAKING EXPANSION LENGTH, BUT NOT MAGNITUDE

Even with five more years of growth, total output will still be shy of the expansions of the ‘80s and ’90s.
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Source: Northern Trust Global Asset Allocation, Bloomberg.

THE FED MUST NOT FAIL

Without a template for policy normalization, central banks’
efforts cannot be graded — other than they must not fail.
The Pass/Fail Monetarism theme calls for interest rates to
remain stable and low near term, which should moderate
portfolio volatility.

This will most likely be the result of central banks focusing on
protecting economic expansion through small and infrequent
rate hikes, or even rate cuts should recessionary pressures build.

Unfortunately, central banks have little room to cut rates,
as shown in Exhibit 3.

The Bottom Line: If the Fed makes a mistake (or “fails”) in
managing the economy, capital markets and portfolio volatility
could rise. This would prove problematic to complacent client
portfolios that have run up an over-allocation to risk assets in
recent years.

EXHIBIT 3: LESS ROOM FOR MANEUVERING

Current Fed policy is 2% from zero — just half of the normal Fed easing cycle.
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Source: Northern Trust Global Asset Allocation, Bloomberg. Data from 12/31/1989 to 6/30/2018.
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FINALTHOUGHT: BE PROACTIVE AND NIMBLE

Over the next five-years advisors will need to be proactive in developed market returns and valuation expansion in
with their risk budgets to ensure necessary diversification emerging markets (see Exhibit 4).
and nimble across asset classes to appropriately address

N o Overall these remain attractive core risk assets to potentially
clientincome and return objectives..

garner areturn “boost” and potentially higher yields that may
We believe slow growth will persist and fuel high single-digit still be hard to come by in the fixed income market.
returns in equities globally, with only slight valuation contraction

EXHIBIT 4: HIGH LEVEL EQUITY RETURN BUILDING BLOCKS
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Source: Northern Trust Global Asset Allocation.

Explore Explor.e our long-term ass.et class retqrp expectations and forecasts
Our Full at capitalmarketassumptions.com. Visit today to:
] - Gain valuable insights from our investment experts
Flve Year - Get exclusive access to our full research paper
OU't]'OOk . Explore our detailed return/risk and correlation matrix
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http://capitalmarketassumptions.com

ABOUT NORTHERN TRUST ASSET MANAGEMENT

Northern Trust Asset Management is a global investment manager That’s why we combine robust capital markets research, expert
that helps investors navigate changing market environments, so portfolio construction and comprehensive risk management
they can confidently realize their long-term objectives. to craft innovative and efficient solutions that deliver targeted

. - investment outcomes.
Entrusted with more than $900 billion of assets,' we understand

that investing ultimately serves a greater purpose and believe As engaged contributors to our communities, we consider it
investors should be compensated for the risks they take — a great privilege to serve our investors and our communities
in all market environments and any investment strategy. with integrity, respect, and transparency.

1 Assets under management were $972 billion as of September 30,2018.

IMPORTANT INFORMATION

The information is not intended for distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or regulation. Northern Trust
and its affiliates may have positions in and may effect transactions in the markets, contracts and related investments different than described in this information. This
information is obtained from sources believed to be reliable, and its accuracy and completeness are not guaranteed. Information does not constitute a recommendation
of any investment strategy, is not intended as investment advice and does not take into account all the circumstances of each investor.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation with respect to
any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information as a substitute for obtaining
specific legal or tax advice from their own professional legal or tax advisors. Indices and trademarks are the property of their respective owners. Information is subject to
change based on market or other conditions.

Forward-looking statements and assumptions are Northern Trust’s current estimates or expectations of future events or future results based upon proprietary research and
should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could differ materially from the results indicated by this information.

Capital Market Assumption (CMA) model expected returns do not show actual performance and are for illustrative purposes only. They do not reflect actual trading,
liquidity constraints, fees, expenses, taxes and other factors that could impact the future returns. Stated return expectations may differ from an investor’s actual result.
The assumptions, views, techniques and forecasts noted are subject to change without notice.

© 2018 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A. Incorporated with limited liability in the U.S. Products and services
provided by subsidiaries of Northern Trust Corporation may vary in different markets and are offered in accordance with local regulation.

Northern Trust Asset Management is composed of Northern Trust Investments, Inc., Northern Trust Global Investments Limited, Northern Trust Global Investments Japan,
K.K., NT Global Advisors, Inc., 50 South Capital Advisors, LLC, and personnel of The Northern Trust Company of Hong Kong Limited and The Northern Trust Company.
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