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Pension Total Fund Attribution: 
1 Quarter as of March 31, 2021
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Pro-cy clical stance 
maintained. Value pref erred 
to growth

Medium-Term Views

Total Return Cross Asset Class Views

Equity Regions

Equity Styles

Alternatives

Credit Views

Core Fixed Income Duration Views

Currencies versus USD

* Local EMD view is based on total return rather than spread
Please refer to the end of the document for interpretation guidelines

We still favor uncorrelated sources of 
returns from a risk-mitigation view

Potential returns remain unattractiv e 
but large rises in break-ev ens mean 
we hav e mov ed to neutral on our 
relativ e pref erence

Non-correlated alternativ es still 
generally  pref erred 

Risk of  f urther USD strength 
and better US outlook hav e 
prompted the v iew change

Equity view remains neutral and 
downside risks persist

Better v irus containment 
and growth story  is 
supportiv e f or EM Asia

Relative Asset Class Views

US dollar likely  to be 
supported near-term by  
stimulus

Stronger economic growth and 
earnings outlook has prompted a 
US v iew upgrade

We remain underweight at 
the total portf olio lev el
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 Equity markets continued to ride high over most of Q1, as further stimulus
packages we re introduced and especially on the news that a number of vaccines
had been approved in several countries, bringing hope of an end to restrictions at
some point in 2021. At the same time, there has been a rotation into pro-cyclical
and value sectors as “reflation” increasingly became the word on investors’ minds.

 Of course, the impact of a stellar year in terms of equity returns is that valuations
have moved far in excess of long-term averages, especially on ratios relative to
earnings. In the case of the latter, earnings are expected to grow by over 28% for
the MSCI World index this year, before growing a smaller but stil l healthy 14% in
2022. If the vaccine roll-out is succe ssful and does truly bring the pandemic to a
close this year, these estimates are possible, but the risk of delays is sti ll
significant and earningsdisappointment cannot be ruled out.

 Nonetheless, there is a huge amount of fiscal and monetary support now, and the
recent introduction of another Covid support bill to the tune of $1.9trn in the US
may not even be the last – focus has now turned to infrastructure but this would
also have tax rise s attached. The combination of government support and very
low interest rates will likely support equities for now, but there is a risk that rising
yieldsand higher taxes begin to increase headwinds over time.

2021 and 2022 MSCI World earnings expected to be strong

Earnings revisions up sharply and market has responded

MSCI World valuations are very expensive

Equities:
Stimulus and vaccines should be supportive, but equities are not cheap

Source: Factset, Aon

Source: Factset, Aon, MSCISource: Factset, Aon
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 The so-called reflation trade has prompted a rotation into value stocks and away
from growth stocks.

 For these trends to continue, the expectations need to be met by the reality and the
current struggles with infection waves in Europe and the associated lockdowns have
contrasted with a better vaccine roll-out in the US and falling cases. At the same
time, the US government’s new $1.9trn fiscal stimulus package and the promise of
further spending has helped to boost the domestic outlook. It is possible that US
and growth assets perform better and this will l ikely be dependent on continued
European trouble with easing restrictions. We have upgraded our US equity view to
reflect this.

 At the same time, valuations remain expensive across the major regions and the
gap between them is wide. The US continues to be the most expensive region, of
course, but valuationslookless lofty outside of technology.

 In terms of the emerging markets, whilst China has continued to benefit from a
controlled virus situation, other major countries, such as Brazil and Turkey, are
grappling with fresh outbreaks. Nonetheless, a global growth recovery should still
be supportive over the medium term.

Large valuation gaps between markets

Equities:
US stimulus and European struggles prompt a US view upgrade

Source: Factset, MSCI, Aon. 

Source: Factset,  MSCI, Aon.Source: Factset, MSCI, Aon. Changes in the 12-month forward P/E and earnings per share 
shown. Local currency returns and MSCI World Growth and Value indices shown.    

Earnings outlook remained strong in Q1Value performs well in Q1 – will it continue?
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10 year yields have stabilised over late March/April

US  Real Yield Curve Has Steepened

2021 will see biggest ‘net’ issuance in USD terms

Core fixed income:
An end to Secular Stagnation?

 The $1.9 tri ll ion stimulus combined with infrastructure bills will keep US fiscal
deficits high and, together with lower Fed purchases, will mean the net amount of
US Treasuries sold to the private sector will turn positive in 2021. Indeed, in USD
terms, it wil l be the biggest ever amount sold to the private sector. A similar pattern
across the G4 will mean that there could be an abundance of government bond
issuance.

 If the US infrastructure programmes are successful in raising potential growth, then
it is possible that the trend towards ‘secular stagnation’ (slow growth, and inflation
tending to fall short of target) will end. Real yields have become positive again at
the 30 year tenor, and have the potential to rise further. In the longer-term
demographic shifts could switch from being a headwind to being supportive of
yields. However, we stil l think that it is too early for the narrative in markets to shift
decisively on this.

 The rise in break-evens means we think TIPS are now fair value. We have therefore
neutralized our relative preference for inflation-linked bondsversus nominal bonds.

Source: Brevan Howard Capital Management LP

Source: Bloomberg

Source: Bloomberg
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USD and local EMD yields have also risen this year

Credit:
Credit spreads likely to stabilise at tight levels but rate risk remains

Source: Bank of America Merrill Lynch

 Policy support in reaction to the virus has meant that the credit dow nturn has
been mild and w e expect economic recovery to continue to support credit
markets. Credit spreads have now narrow ed to decade low s.

 How ever, government bond yields have risen w hich has meant longer duration
credit sectors like investment grade and US dollar denominated EM debt have
underperformed shorter duration HY bonds and loans. The risk of further yield
rises means that w e are upgrading HY bonds and loans relative to other
sectors given their low er duration and economic sensitivity to rising US yields.

 Local EMD has also taken a knock this year from the pick-up in the US dollar
with both local EMD yields rising and EM currency dipping. Dollar risk remains
but EM fundamentals still look reasonable w ith strong current account balances
so w e are maintaining our impartial view between USD and local EM debt
markets.

 We still have a preference for certain asset-backed securities, such as CLOs
and mortgages, even though credit spreads have tightened considerably here
too.

Source: Factset
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Income stayed steady, cushioning returns

Falling transaction levels limited price discovery

…which may have flattered returns, which dipped briefly

 US private commercial real estate overall appears to have had a ‘soft 
landing’ through 2020 as returns dipped only briefly. 

 However, a note of caution – transaction levels dipped sharply limiting the 
reliability of price data, which showed only a small dip in the middle of the 
year. With sales picking up, the trend in prices should become clearer.  

 The rebound in the economy should help support real estate looking 
forward. However, it is likely that some of the lasting effects of the 
pandemic will take their toll on certain sectors – uncertainty surrounds 
office demand, in particular, given new ways of working.

 Income has remained an important cushioning factor (chart below), and 
this asset class’s reliance on income for returns (typically the dominant 
source of return rather than price changes) is a major stabilising 
influence.

 Real estate looks expensive given low cap rates versus historic norms, 
but on a yield ‘gap’ basis with bonds, the market looks reasonably valued.  

Alternatives Special Focus:
US commercial real estate ‘soft lands but some uncertainties remain

Source: NCREIFSource NCREIF
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The risk of rising inflation is coming into focus Long-term yields surge on vaccine and stimulus news

The markets continued to be buoyed by the optimism triggered by vaccine roll-outs but infection surges around the world have shown that the battle 
will not end swiftly.  Economic activity is expected to recover as restrictions are eased around the world, although this is likely to happen at an 
uneven pace.  Added to this, the US has introduced another huge stimulus bill, with the promise of even more spending soon.  This will boost US 
economic activity and will likely have spillover effects in other countries too.  On the flipside, government debt is projected to balloon in the coming 
decade, which will require claw back through higher taxes and/or lower spending.  The hope is that the pandemic will end this year, but its impact 
will be much longer-lasting.

Q4 growth was positive outside of Europe …but the trend in manufacturing activity is upwards

Source: Factset Source: Factset

Source: Factset 
Source: Factset

Economic highlights
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Economic Highlights

USA
 US economic progress continued with 

4.3% annualized GDP growth in Q4 
and further rises in the ISM indexes 
over Q1.  Indeed, the non-
manufacturing ISM index surged to a 
record high of 63.7 in March, reflecting 
the impact of easing restrictions as the 
vaccine roll-out continues apace in the 
country.

 There has also been mounting 
evidence of rising cost pressures due 
to supply chain disruptions and pent-up 
demand.  Inflation risks are a key 
concern now.

 Adding to these concerns is the 
largesse of the government.  The 
administration introduced a $1.9trn 
Covid support package in March and 
has swiftly turned its attention on a 
$2trn infrastructure bill and another 
focused on social care and economic 
justice.  These are planned to be part-
financed by higher taxes, which will 
likely trigger battles in Congress, but a 
higher-spending US government is 
likely to borrow more as well.

 The Fed continued to expect keeping 
its policy very supportive until the end 
of 2023 but, if growth does remain 
strong this year, the risk of hikes could 
rise next year.

EAFE
 Europe has been engulfed in another 

severe wave of infections, which has 
prompted renewed harsh restrictions 
on movement and interactions.  At the 
same time, governments have been 
embroiled in rising recriminations on 
the slow roll-out of vaccines, although 
the pace seems to have been picking 
up recently.  This has inevitably meant 
that economic activity has suffered and 
is unlikely to begin recovering before 
this wave has passed.

 In Japan, the biggest cities have been 
in partial lockdown for much of Q1, 
affecting domestic activity. But the 
quarterly Tankan index jumped to 
indicate a strong rebound, based on 
US economic stimulus, strong Chinese 
growth and the global vaccine roll-out.

 In the UK, the vaccine programme has 
so far been deemed a success and 
restrictions were starting to be eased 
as Q1 came to a close.  As a result, 
economic optimism has risen 
significantly as well.  On the flipside, 
there continued to be some disruption 
from trade restrictions created by 
Brexit, especially in Northern Ireland.

Emerging Markets
 The Chinese economy remained 

relatively robust in Q4 but, while the Q1 
GDP growth numbers will be flattered 
by the Covid-lockdown crash of last 
year, activity has been adversely 
affected by renewed travel restrictions.  
Household consumption has also fallen 
back recently.  Nonetheless, the 
country’s management of outbreaks 
and the likely opening up of global 
trade should support growth going 
forward.

 Elsewhere, the picture is less positive 
in some key EM countries.  In Turkey, 
the sacking of the central bank head at 
the same time as a strong virus wave 
has dented prospects.  Meanwhile, 
Brazil is also facing an overwhelming 
wave of infections amid perceived 
economic mismanagement.  India, too 
is dealing with a rise in cases.

 The blockage in the Suez canal and 
other supply chain disruptions have 
also had an impact on the strength of 
activity in recent weeks.

 As with the developed world, the 
outlook for EM countries is dependent 
both on outbreak management and 
global trade developments.
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View Guidance
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Appendix: Investment View Framework

Valuation
Establish if the asset class is 
cheap or expensive given 
our fundamental outlook. For 
Example:

 P/E Ratio
 Credit Spreads
 Yield Levels

Market Awareness
Establish if near-term drivers 
for the asset class are 
positive or negative. For 
Example:

 Technical Indicators
 Sentiment Surveys
 Futures/Options 

Positioning

Fundamental
Analyze the core economic 
and underlying drivers of an 
asset class. For example:

 Economic Growth
 Earnings Growth
 Default Risk

Investment View
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Appendix: Index Definitions

MSCI All Country World Index - A capitalization-weighted index of  stocks representing approximately  46 dev eloped and emerging countries, including the U.S. and Canadian markets.

MSCI Emerging Markets Index - A capitalization-weighted index of  stocks representing 26 emerging country  markets.

MSCI US - A market capitalization-weighted index that is designed to measure the equity  market perf ormance of  stocks in the USA.

JPM EMBI Global Diversified – Comprised of  dollar-denominated Brady  bonds, traded loans and Eurobonds issued by  emerging market sov ereign and quasi-sov ereign entities. The Div ersif ied 
v ersion limits the weights of  the index countries by  only  including a specif ied portion of  those countries' eligible current f ace amounts of  debt outstanding, prov iding f or a more ev en distribution of  
weights within the countries in the index.

JPM GBI-EM Global Diversified - Designed to prov ide a comprehensiv e measure of  local currency  denominated, f ixed-rate, gov ernment debt issued in emerging markets.

BofA Merrill Lynch High Yield - A market capitalization-weighted index that tracks the perf ormance of  U.S. dollar-denominated, below inv estment grade corporate debt publicly  issued in the U.S. 
domestic market.

Trade weighted US Dollar (Federal Reserve) - A weighted av erage of  the f oreign exchange v alue of  the U.S. dollar against a broad index currencies that circulate widely  outside the country  of  
issue.

VIX Index – Tracks the market's expectation of  30-day  v olatility. It is constructed using the implied v olatilities of  a wide range of  S&P 500 index options.

MSCI World Index - A f ree f loat-adjusted market capitalization weighted index that is designed to measure the equity  market perf ormance of  dev eloped markets, representing 24 dev eloped market 
country  indices.

Russell 1000 Index - An Index that measures the perf ormance of  the  largest 1,000 stocks contained in the Russell 3000 Index.

Russell 2000 Index - An Index that measures the perf ormance of  the  smallest 2,000 stocks contained in the Russell 3000 Index.

MSCI EAFE Index - A capitalization-weighted index of  stocks representing 22 dev eloped countries in Europe, Australia, Asia, and the Far East.

HFRI Fund Weighted Composite Index – The HFRI Fund Weighted Composite Index is a global, equal-weighted index of  ov er 2,000 single-manager f unds that report to HFR Database. Constituent 
f unds report monthly  net of  all f ees perf ormance in US Dollar and hav e a minimum of  $50 Million under management or a twelv e (12) month track record of  activ e performance. The HFRI Fund 
Weighted Composite Index does not include Funds of  Hedge Funds.

S&P/LTSA Leveraged Loans Index – The S&P/LSTA Lev eraged Loan Index is the f irst index to track the inv estable senior loan market. This rules-based index consists of  US loan f acilities in the 
sy ndicated lev eraged loan univ erse.

Bloomberg Barclays Corporate Bond Index - An unmanaged index considered representativ e of  f ixed-income obligations issued by  U.S. corporates. 

Bloomberg Barclays Credit Index - An unmanaged index considered representativ e of   f ixed-income obligations issued by  U.S. corporate, specified f oreign debentures, and secured notes.

ML MOVE Index - The Merrill ly nch Option Volatility  Estimate (MOVE) Index is a y ield curv e weighted index of  the normalized implied v olatility on 1-month Treasury  options which are weighted on the 
2, 5, 10, and 30 y ear contracts

ISM Purchasing Managers Index - The PMI® is a composite index based on the dif f usion indexes of  f ive of  the indexes with equal weights: New Orders (seasonally  adjusted), Production 
(seasonally  adjusted), Employ ment (seasonally  adjusted), Supplier Deliv eries (seasonally  adjusted), and Inv entories. Diffusion indexes hav e the properties of  leading indicators and are conv enient 
summary  measures showing the prev ailing direction of  change and the scope of  change.
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Appendix: Data Disclosures 

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively "Bloomberg"). BARCLAYS® is a trademark and 
service mark of Barclays Bank Plc (collectively with its affiliates, "Barclays"), used under license. Bloomberg or Bloomberg's licensors, including Barclays, own 
all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or 
completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent 
allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.

London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group [year]. FTSE Russell is a trading name of certain 
of the LSE Group companies. “FTSE®” “Russell®”, “FTSE Russell® are a trade mark(s) of the relevant LSE Group companies and is/are used by any other 
LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which owns the index or the data. 
Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may relyon any indexes or data 
contained in this communication. No further distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written 
consent. The LSE Group does not promote, sponsor or endorse the content of this communication.

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a 
component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a 
recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not 
be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the 
user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related to 
compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any 
warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this 
information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, 
consequential (including, without limitation, lost profits) or any other damages. (www.msci.com).

The HFRI Macro index is being used under license from Hedge Fund Research, Inc., which does not approve of or endorse the contents of this report.
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Legal Disclosures and Disclaimers

Investment advice and consulting services provided by Aon Investments USA Inc. The information contained herein is given as of the date hereof 
and does not purport to give information as of any other date. The delivery at any time shall not, under any circumstances, create any implication 
that there has been a change in the information set forth herein since the date hereof or any obligation to update or provide amendments hereto.

This document does not constitute an offer of securities or solicitation of any kind and may not be treated as such, i) in any jurisdiction where such 
an offer or solicitation is against the law; ii) to anyone to whom it is unlawful to make such an offer or solicitation; or iii) if the person making the 
offer or solicitation is not qualified to do so. If you are unsure as to whether the investment products and services described within this document 
are suitable for you, we strongly recommend that you seek professional advice from a financial adviser registered in the jurisdiction in which you 
reside. We have not considered the suitability and/or appropriateness of any investment you may wish to make with us. It is your responsibility to 
be aware of and to observe all applicable laws and regulations of any relevant jurisdiction, including the one in which you reside. 

This document is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice. Any accounting, legal, or taxation 
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