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Executive Summary 
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Market Highlights
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Second Quarter YTD 1-Year 3-Year1 5-Year1 10-Year1

Equity
MSCI All Country World IMI 19.83% -7.06% 1.17% 5.55% 6.11% 9.10%
MSCI All Country World 19.22% -6.25% 2.11% 6.14% 6.46% 9.16%
Dow Jones U.S. Total Stock Market 22.09% -3.50% 6.41% 9.97% 9.97% 13.68%
Russell 3000 22.03% -3.48% 6.53% 10.04% 10.03% 13.72%
S&P 500 20.54% -3.08% 7.51% 10.73% 10.73% 13.99%
Russell 2000 25.42% -12.98% -6.63% 2.01% 4.29% 10.50%
MSCI All Country World ex-U.S. IMI 16.96% -11.24% -4.74% 0.96% 2.30% 5.11%
MSCI All Country World ex-U.S. 16.12% -11.00% -4.80% 1.13% 2.26% 4.97%
MSCI EAFE 14.88% -11.34% -5.13% 0.81% 2.05% 5.73%
MSCI EAFE (Local Currency) 12.60% -10.53% -4.24% 1.26% 2.63% 6.86%
MSCI Emerging Markets 18.08% -9.78% -3.39% 1.90% 2.86% 3.27%
Fixed Income
Bloomberg Barclays Global Aggregate 3.32% 2.98% 4.22% 3.79% 3.56% 2.81%
Bloomberg Barclays U.S. Aggregate 2.90% 6.14% 8.74% 5.32% 4.30% 3.82%
Bloomberg Barclays U.S. Long Gov't 0.28% 20.97% 25.14% 11.96% 9.21% 7.71%
Bloomberg Barclays U.S. Long Credit 11.08% 5.92% 13.19% 8.70% 8.51% 7.77%
Bloomberg Barclays U.S. Long Gov't/Credit 6.23% 12.82% 18.91% 10.32% 8.98% 7.84%
Bloomberg Barclays U.S. TIPS 4.24% 6.01% 8.28% 5.05% 3.75% 3.52%
Bloomberg Barclays U.S. High Yield 10.18% -3.80% 0.03% 3.33% 4.79% 6.68%
Bloomberg Barclays Global Treasury ex U.S. 2.39% 0.82% 0.87% 2.82% 3.23% 1.85%
JP Morgan EMBI Global (Emerging Markets) 11.21% -1.87% 1.52% 3.31% 5.12% 5.82%
Commodities
Bloomberg Commodity Index 5.08% -19.40% -17.38% -6.14% -7.69% -5.82%
Goldman Sachs Commodity Index 10.47% -36.31% -33.90% -8.71% -12.54% -8.53%
Hedge Funds
HFRI Fund-Weighted Composite2 9.08% -3.43% -0.54% 2.13% 2.33% 3.72%
HFRI Fund of Funds2 7.48% -1.97% 0.09% 2.12% 1.41% 2.75%
Real Estate
NAREIT U.S. Equity REITS 11.82% -18.71% -13.04% 0.03% 4.06% 9.05%
NCREIF NFI - ODCE -1.55% 2.23% 5.66% 7.31% 10.80%
FTSE Global Core Infrastructure Index 8.89% -10.59% -4.61% 5.49% 7.01% 9.75%
Private Equity
Burgiss Private iQ Global Private Equity3 15.31% 14.78% 12.30% 13.19%

MSCI Indices show net total returns throughout this report. All other indices show gross total returns.
1 Periods are annualized.
2 Latest 5 months of HFR data are estimated by HFR and may change in the future.
3 Burgiss Private iQ Global Private Equity data is as at Dec 31, 2019

Returns of the Major Capital Markets
Period Ending 06/30/2020

Market Highlights
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Pension Plan Performance Summary
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Total Plan Asset Summary
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Total Plan Performance Summary
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Asset Allocation as of June 30, 2020
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Pension Total Fund Attribution: 
1 Quarter as of June 30, 2020
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Plan Sponsor Peer Group Analysis
As of June 30, 2020
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Performance as of June 30, 2020
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Performance as of June 30, 2020
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Performance as of June 30, 2020
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OPEB Performance as of June 30, 2020
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Total Plan Asset Summary
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Total Plan Performance Summary
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Asset Allocation as of June 30, 2020
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OPEB Total Fund Attribution: 
1 Quarter as of June 30, 2020
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Performance as of June 30, 2020
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Performance as of June 30, 2020
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Aon Medium Term Views 
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One page summary

Cross Asset Class Views

Equity Regions

Equity Styles

Alternatives

Credit

Core Fixed Income

Currencies versus USD

Please refer to the end of the document for interpretation guidelines

The opportunity from cheaper 
valuations has been fleeting and 
we are not wholesale buyers of 
risk

We still favor uncorrelated sources of 
returns from a risk-mitigation view, but 
the real-estate opportunity has 
diminished

We prefer better quality in 
credit but managers will 
find good opportunities in 
this arena

Coronavirus risks 
dominate leaving us 
neutral on the 
regions

Safe haven flows expected 
to keep the USD supported 
in the near-term

Style views have become 
more defensive

Non-correlated alternatives 
generally preferred 

Potential returns are less 
attractive and our medium-
term outlook has softened
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▪ We think the prospects for value stock outperformance look limited. The
conditions that w e see needing to be met for better returns are a strong
economic recovery, a steeper yield curve and/or a fall-back in technology
stocks. Given the risk of further virus waves and the mounting economic
costs, we are not optimistic for economic strength, tighter monetary policy or
substantially higher interest rates in the coming months.

▪ Our w ork reveals that the cheapest stocks by price to book value have
historically had much more cyclical profit margins than the most expensive
stocks, which tend to be classif ied as growth stocks. Much of this stems from
the sectors that dominate value (mainly financials) and those that dominate
grow th (mainly technology).

▪ By contrast, it is clear that the valuation gap betw een growth and value stocks
is especially large. This is not enough to trigger a reversal on its own, of
course.

▪ We have maintained our medium-term view on value versus growth.

Value stock profit margins much more cyclical than growth

Value versus growth valuation spread at multi-decade high
Price to sales ratio of MSCI World Value divided by Growth

Value stocks underperform as bond yields fall

Equities:
Medium-term outlook for value stocks is not compelling

Source: Factset, Aon calculations

Source: Factset, Aon calculations. Ratio of total returns for MSCI Value versus GrowthSource: Factset, Aon calculations. Net profit margins for growth quintile versus value quintile by 
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Past Performance is no guarantee of future results. Indices cannot be inv ested in directly . Unmanaged index returns assume reinv estment of  any  and all distributions 
and do not ref lect f ees and expenses. Please ref er to Appendix f or Index Def initions and other General Disclosures.
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▪ Easing of lockdown triggered a strong risk-on sentiment which has led equity
markets higher. During the second quarter, the underperformance of value stocks
has continued, while the IT and Consumer Discretionary sectors outperformed.

▪ On the back of this strong rally, most traditional v aluation metrics have
mov ed to multi-year highs ov er the past few weeks. It appears to us that the
market has priced in the good news-flow and is now vulnerable to any
disappointment. Valuations look even more stretched when you take into account
the earnings growth outlook.

▪ Nev ertheless, the outlook for equi ties is not ov erly nega tiv e. As shown by
the current earnings yield of equities vs bond yields, equities look better valued on
a relative basis versu s bonds. Anchored interest rates should continue to provide
support.

▪ Since equities have bounced back, momentum has been slowing as market
uncertainties and risks remain high. In this context, we have neutralized our
regional v iews and we recommend against re balancing at the moment, as
we see risks skewed to the downside.

Earnings are unlikely to catch-up in the next 18 months

12-month forward PE ratios are expensive across regions

Equity earnings yields continue to be attractive

Equities:
Still offer some value vs. bonds, but are expensive and very vulnerable

Source: Factset, Aon

Source: Factset,  Bank of America Merrill Lynch, AonSource: Factset, Aon
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Securitized Real Estate Debt 

High quality securitized assets have retained value

Defaults move higher – High Yield Spreads Move Lower

Credit focus:
Credit Opportunities

Source: JP Morgan

Source: Bloomberg Indexes

▪ Opportunities continue to persist in credit segments that have not directly 
benefitted from direct action from the federal reserve. We believe that 
opportunities persist in securitized and structured credit, opportunistic credit, 
and real estate debt. 

▪ A number of these securitized markets continue to trade at better value than 
before COVID-19, although valuations in aggregate are not as attractive as 
they w ere at the height of the crisis. This is because they have partly inherited 
the glow  from other risk assets, and partly because w e are past the expected 
nadir of the crisis.

▪ High yield bonds have benefited more from central bank actions, and have 
seen their valuation advantages erode relative to an accelerating default cycle. 
We continue to prefer quality credits trading at a discount. 

▪ We expected that the opportunities in credit markets w ould move through 
different sectors as the crisis moved from an immediate liquidity issue to one 
w here there w ould be w inners and losers. Active management is key.

Source: Bloomberg
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Spreads have retained value, but also 
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Past Performance is no guarantee of future results
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Credit spreads have come in a long way

A lot of downgrades continue in US investment grade

Yields are now at record lows

▪ After a sharp fall in investment grade credit spreads, (see chart 
lower left), we are now taking a neutral stance versus government 
bonds. Spreads were attractive some weeks ago, but only for a 
short time, as the US Federal Reserve’s direct intervention 
stabilised and reopened the market for new issuance. 

▪ Credit downgrades are substantially outpacing upgrades (chart 
upper right), so spread tightening below current levels will be 
difficult to sustain. However, central bank actions continue to 
provide a valuable backstop in these difficult conditions.

▪ Corporate bond yields are now at record lows (chart, lower right) 
with the decline in both US treasury yields and credit spreads. 
Total return prospects for this asset class have moved even lower.  

Core Fixed Income:
Moving to a neutral stance on investment grade versus government

Source: Bloomberg Barclays

Source: Bank of America, Merrill Lynch Source: Bank of America Merrill Lynch
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Past Performance is no guarantee of future results
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Implied equity volatility remains high, creating a good 
environment for macro hedge funds 

Global Macro does its job

Downgrades of credit may create some opportunities for 
some hedge fund strategies

▪ In a volatile first half of the year, non-directional hedge funds, the 
group of strategies we have been recommending, have performed 
well when measured against other return seeking assets. 

▪ A key headwind facing hedge funds and many alpha generating 
strategies over the last few years - low volatility - became a 
tailwind in the first half of the year as volatility exploded.  Looking 
forward, it is likely that there will be several spikes in volatility, 
which should benefit strategies such as global macro. 

▪ Directional strategies will likely move into favour when markets 
move through this volatile phase but we are not there yet. 

▪ As we move through the business cycle, strategies that can 
capitalize on business distress may become attractive.

Alternatives:
Hedge funds play their role

Source: S&P, HFRI

Source: Green Street AdvisorsSource: Bloomberg Barclays
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Macro hedge funds vs S&P 500

Macro hedge funds 
perform through the w orst 
of COVID

Past Performance is no guarantee of future results. Indices cannot be inv ested in directly . Unmanaged index returns assume reinv estment of  any  and all distributions 
and do not ref lect f ees and expenses. Please ref er to Appendix f or Index Def initions and other General Disclosures.
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Manager Searches
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Identifying Top Managers Using Qualitative and Quantitative Metrics

Depth and Stability
▪ Ownership structure
▪ Compensation policies
▪ Professional turnover
▪ Succession planning
▪ Business focus
▪ Level of assets
▪ Culture of organization
▪ Alignment of interests
▪ Ethical standards

Consistent and Deep Approach

▪ Consistent investment 
philosophy

▪ Repeatable process
▪ Strong research capabilities
▪ Demonstrated knowledge
▪ Adherence to style
▪ Attribution matches style
▪ Proper risk management

Legitimate and Repeatable
▪ In line with style
▪ Attribution analysis
▪ Understanding of underperformance
▪ Results not driven by a “home run”
▪ Composite construction
▪ Performance dispersion
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Manager Research Process

Manager Visit
▪ We ask the 

questions
▪ Listen to the 

answers

Pre-meeting
▪ Discuss key issues
▪ Set the agenda
▪ Share with manager

Initial inputs
▪ News flow
▪ Quantitative Rating
▪ Portfolio analysis
▪ Intro Meetings 

Rating 
Discussion
▪ Full airing of issues 

with consultants 
and specialists

Post Meeting
▪ Do they do what 

they say they do?
▪ Rating 

recommendation

Implementation of 
Research
▪ Meetings
▪ Manager selections

Rating Sheet
▪ Review and update
▪ Share with manager

Proprietary Global Investment 
Manager Database

On-going Monitoring
▪ Communications with Consultants & Clients 
▪ Quarterly Reviews

1
2

3
4

5
6

7
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Section 1: Emerging Market Equities Search
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About This Material

About This Material

Aon Investments USA, Inc. has been asked to identify our highest conviction Emerging Markets 
investment strategies.  We have identified three manager candidates from our list of “Buy” rated 
managers, which we believe are appropriate for consideration.

Non-U.S. Emerging Market Equity Candidates 

Firm Product

Aberdeen Asset Management (“Aberdeen”) Aberdeen Emerging Markets Fund

BlackRock, Inc. (“BlackRock”) Advantage Emerging Markets Fund

GQG Partners LLC (“GQG”) Emerging Markets Equity Fund

William Blair Investment Management LLC (“William Blair”) Emerging Markets Leaders Fund

On the following pages, we profile Aberdeen and three proposed manager candidates and provide 
qualitative and quantitative information for the consideration of each product for this potential 
assignment.
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1The narrative above is self-reported by the manager and obtained through eVestment and is provided for informational purposes only.

Product Investment Summary1

BlackRock
Overall Approach BlackRock Systematic Active Equity (SAE), through predecessor firms, pioneered the investment philosophy, Total Performance M anagement, 

several decades ago. The conviction is that consistent and differentiated alpha can potentially be produced through systemati cally balancing 
forecast return, risk, and cost in a disciplined investment process. They believe that constant innovation is a prerequisite to success, achieved by 
researching new investment insights. Risks must also be well understood and adequately compensated, with transaction costs explicitly considered 
in all investment decisions. This approach should then be applied to the broadest possible opportunity set. The investment model systematically 
tracks and ranks the characteristics of thousands of stocks daily across three broad areas: Company Fundamentals, Sentiment, and Macro 
Themes. These rankings then feed into a portfolio optimization which seeks the best trade -off between forecast returns, risk and costs.
GQG

Overall Approach GQG focuses on investing in companies that it believes can sustain superior earnings growth over the long term and are availa ble at a reasonable 
price. The GQG team pursues a bottom-up fundamental research process when evaluating potential portfolio companies. The most important 
factors in their analysis are high and sustainable return on equity, low leverage and growth potential. They look for well -managed companies that 
benefit from barriers to entry and enjoy some degree of pricing power. GQG identifies companies that have generated relatively stable earnings 
growth, yet have solid growth opportunities stil l available to exploit. These attributes are indications of a company’s abili ty to generate long-term, 
sustainable earnings growth. After the team concludes that a company is a high -quality, sustainable company and is available at a reasonable 
price, the stock is added to the portfolio at a percentage based on their level of conviction.

William Blair
Overall Approach The Emerging Markets Leaders strategy is focused on finding the highest quality growth companies within emerging markets. To that end, the team 

focuses on finding companies with a strong Management team with a proven track record, competitive advantages that drive the duration and size 
of the companies' growth trajectory, and strong/improving margins, consistent earnings growth, and low financial leverage. Th e Emerging Markets 
Leaders strategy holds 50-80 high conviction names which are the highest quality within their universe. This range of names allo ws focus while also 
allowing inclusion of large and medium names based in emerging markets which add value and diversification to the portfolio.
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Key Decision Factors

BlackRock GQG William Blair

Strengths - Blackrock’s focus on “Big Data” has led 
to differentiated insights and investment 
signals not driven by readily available 
factors.

- The investment team is well resourced 
and of high quality. We believe it is well 
led by Raffaele Savi and Jeff Shen.

- The investment team includes an 
increasing number of data scientists 
rather than individuals with PhDs in 
Economics or Finance.

- Rajiv Jain produced a long and impressive track 
record at his former employer Vontobel, and has 
continued to deliver good performance at his new 
venture.

- The new firm, founded in 2016, is structured from a 
blank slate and provides good transparency, 
alignment and capacity management. 

- The strategy has greater flexibility and ability to 
rotate than some rigidly implemented quality growth 
strategies, allowing the manager to perform in a 
greater variety of market conditions. 

- The team includes investigative journalists to 
provide alternative viewpoints on companies, when 
compared to a typical financial analyst.

- The firm is 100% employee-owned. Though the firm 
has various arms of business, it remains steadfast in 
its commitment to investment management and its 
institutional clientele. This is reflected by its 
methodical approach to growth in assets across 
institutional strategies and research personnel, as 
well as product development. 

- The portfolio managers are well -tenured within the 
industry and have demonstrated a unique approach 
to valuation and fundamental analysis. The portfolio 
managers are also supported by talented and 
experienced research analysts. The team’s focus on 
quality companies and general avoidance of high 
cyclical growth companies has enabled the strategy 
to generate strong downside capture numbers 
relative to peers.

- A separate quantitative research team uses 
proprietary models to integrate risk management 
measures into the investment process.

Weaknesses - The shift to an emphasis on “Big Data” 
has led to some turnover in investment 
staff.

- The investment process is relatively 
more complex and opaque than peers 
given its emphasis on “Big Data”.

- Key man risk is high.

- As a new firm the tenure of the team working 
together at GQG is relatively low and the extent of 
challenge to Rajiv Jain’s view is less tested.

- Because of its ability to rotate, the strategy may not 
always fit neatly into a ‘style-box’.

- The focused nature of the strategy, growth and 
quality style tendencies, and a lack of constraints 
around sector and country exposure could lend the 
portfolio to higher relative volatility.

- There has been some recent turnover/changes 
within the investment management team, although 
the succession channels in place alleviated most 
concerns. 

Environmental 
Analysis

- This is a quantitative process that 
focuses on relative value, earnings 
quality, sentiment and thematic insights. 
However the focus on more 
differentiated data sources has led to a 
performance profile that is different from 
off the shelf value, quality and 
momentum factors.

- This is a core strategy with tight 
tracking error controls. Performance is 
expected to be driven by stock selection. 
We note that quantitative process may 
stil l lag at turning points.

- Over a cycle we would expect the strategy to deliver 
in quality and growth oriented markets, and protect in 
prolonged bear markets. 

- Over shorter periods this may not hold true, with the 
manager able to rotate into optically more value 
orientated parts of the market.

- Conversely this means the strategy also has greater 
ability to compete in markets that more style boxed 
strategies may struggle.

- Stock selection will generally be the primary driver 
of excess return in the portfolio and should perform 
well in a normal market environment where 
investments are broadly held or markets that favor 
the growth and quality investment styles. The 
strategy will generally underperform when markets 
are narrowly led, particularly if by value stocks, or 
where strong fundamental characteristics are not 
being rewarded.
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1  Sourced from investment managers or eVestment Alliance
2 Includes Portfolio Managers, Research Analysts, Traders, and Economists. Does not include Client Service, Marketing, and Othe r Staff.

Firm & Product Details1

As of March 31, 2020

Aberdeen Blackrock GQG William Blair
Location of Firm Edinburgh, UK New York, NY Ft. Lauderdale, FL Chicago, IL

Year Founded 1983 1988 2016 1935

Ownership Structure 100.0% Employee Owned
77.6% Publicly Held,  
22.4% PNC Financial 

95.0% Employee Owned, 5.0% 
Other Ownership 100.0% Employee Owned

GIPS Compliant Yes Yes Yes Yes

Total Firm AUM $544.6bn $6.4tn $29.2bn $46.6bn

Total Strategy AUM $16.3bn $13.6bn $9.0bn $3.7bn

Total Number of Investment 
Professionals2 56 2,413 16 106

Product Name Aberdeen Emerging Markets 
Fund

Adv antage Emerging Markets 
Fund Emerging Markets Equity Fund William Blair Emerging 

Markets Leaders Fund

Strategy Inception January 1996 January 2018 December 2016 April 2008

Investment Vehicle Mutual Fund Mutual Fund Mutual Fund Mutual Fund

Ticker ABEMX BLSKX (GQGIX) WELIX

Portfolio Manager(s)/Start Year at 
Firm

Team Managed led by Mubashira
Bukhari/ 2007

Team Managed led by Jeff Shen / 
2005

Team Managed led by Rajiv Jain / 
2016

Todd McClone / 2000
Jack Murphy / 2005

Redemption Fees None None None None

Minimum Investment $1 - Mill ion None – MF $500,000 – MF $1mn MF

Expense Ratio (Net) 1.10% - MF 0.83% - MF 0.98% - MF 1.10% MF

AHIC Rating Sell Buy Buy Buy
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1 Sourced from the investment managers or eVestment Alliance
2 GQG also invests in companies domiciled in developed markets as long as the majority of their revenue is derived from Emerging Markets.

Summary Characteristics1

As of March 31, 2020

Aberdeen Blackrock GQG William Blair

Management Strategy Active Active Active Active

Stated Benchmark MSCI EM-GD MSCI Emerging Markets 
Index

MSCI Emerging Markets 
Index

MSCI Emerging Markets 
Index

Capitalization Emphasis All Cap Large Cap Large Cap All Cap

Style Emphasis Core Core Quality Grow th Grow th

Investment Approach Fundamental Quantitative Fundamental Fundamental

Screening Approach Bottom-Up Combined Bottom-Up Bottom-Up

Current Number of Holdings 59 499 57 58

Emerging Markets Exposure 87.5% 97.0% 78.2%2 100.0%

Annual Turnover (by Weight) 23.1% 138.0% 95.1% 40.0%

Max. Cash Position 5.0% 5.0% 10.0% 10.0%

Max. Sector Exposure 20.0%
+/-4% of benchmark 

(generally w ithin +/- 2% of 
benchmark)

No Limit 40.0%

Max. Industry Exposure No Limit
+/-4% of benchmark 

(generally w ithin +/- 2% of 
benchmark)

No Limit N/A

Max. Position Size +/- 5% of benchmark +/- 2% of benchmark 7.0%
7.5% for market cap > 

$15bn and 5% for market 
cap < $15bn
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Regional Exposure of Emerging Market Managers
As of March 31, 2020

Region
Aberdeen Emerging 

Markets Fund
Blackrock Advantage 

Emerging Markets Fund
GQG Emerging Markets 

Equity Fund
William Blair Emerging 
Markets Leaders Fund

Pacific 5.03% 1.91% 5.66% 0.00%

EMU 0.73% 0.13% 5.59% 2.55%

Europe ex EMU 0.00% 0.15% 0.04% 0.00%

Middle East 0.00% 0.00% 0.00% 0.00%

Canada 0.00% 0.00% 0.00% 0.00%

United States 1.56% 0.17% 10.83% 1.06%

Developed Markets 7.32% 2.36% 22.12% 3.61%

EM Latin America 18.54% 8.41% 0.00% 9.61%

EM Asia 65.71% 74.91% 65.50% 81.71%

EM Europe + Middle East + Africa 8.42% 14.12% 4.40% 4.73%

Emerging Markets 92.68% 97.44% 69.89% 96.05%

Frontier Markets 0.00% 0.00% 0.00% 0.00%

Cash 0.00% 0.00% 5.96% 0.00%

Other 0.00% 0.20% 2.03% 0.35%

Total 100.00% 100.00% 100.00% 100.00%

GQG Historical Developed Market Exposure
Quarter Mar-20 Dec-19 Sep-19 Jun-19 Mar-19 Dec-18 Sep-18 Jun-18 Mar-18 Dec-17 Sep-17 Jun-17 Mar-17

Total Developed 22.12% 18.35% 24.58% 26.25% 27.47% 24.36% 24.95% 17.70% 13.44% 11.88% 13.67% 16.47% 16.22%
Hong Kong 1.99% 6.25% 9.27% 13.77% 16.74% 16.01% 16.89% 4.77% 2.78% 3.11% 4.29% 5.02% 4.76%

• GQG Emerging Markets Equity Fund has an internal soft limit of 20% to developed markets but depending on market movements, etc, it can 
go over at moments in time.

• “Total Developed” market exposure includes exposure to Hong Kong. GQG views Hong Kong as a direct proxy to China which is viewed as an 
emerging market. For this purpose, the GQG exposure to Hong Kong has been detailed above.
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Trailing & Calendar Performance
As of June 30, 2020

___________________________________
*Prior to February 2018, returns are from BlackRock Emerging Markets Long/Short Equity Fund.
**Prior to January 2017, returns are from Vontobel Emerging Markets Equity Fund which was managed by Rajiv Jain.
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Emerging Market Peer Group Analysis Statistics
As of June 30, 2020
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Section 2: U.S. Real Estate Search
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About This Material

About This Material

Aon Investments USA, Inc. has been asked to identify our highest conviction U.S. REIT investment 
strategies.  We have identified three manager candidates from our list of “Buy” rated managers, which 
we believe are appropriate for consideration.

U.S. REIT Candidates 

Firm Product

The Vanguard Group (“Vanguard”) Vanguard REIT Index Fund
Cohen & Steers Capital Management, Inc. 
(“Cohen & Steers ”) Cohen & Steers US Realty Total Return

Principal Financial Services, Inc. (“Principal”) Principal Real Estate Securities Fund

Heitman Capital (Heitman) U.S. Diversified Real Estate Securities

On the following pages, we profile Vanguard and three proposed manager candidates and provide 
qualitative and quantitative information for the consideration of each product for this potential 
assignment.
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1The narrative above is self-reported by the manager and obtained through eVestment and is provided for informational purposes only.

Product Investment Summary1

Cohen & Steers U.S. Realty Total Return Fund
Overall Approach Cohen & Steers U.S. Real Estate Securities strategy provide investors w ith real estate exposure through the public markets 

diversifying across property types and regions. The strategy employs a relative-value investment process to identify securities that 
are believed to be mispriced relative to underlying assets. The team seeks to outperform its benchmark utilizing an integrated 
approach that combines bottom-up research w ith a top-dow n macroeconomic overlay. The Firm, considered a leader in the space 
as one of the oldest dedicated REIT managers, boasts one of the largest teams in the industry.

Principal Real Estate Securities Fund
Overall Approach Real estate securities teams’ investment philosophy is the belief equity markets are fundamentally driven and reflect the mar ket’s 

collective expectations of a company’s future business prospects. The team focuses on identifying opportunities w here their 
expectations differ from the consensus. These differences are common but typically modest in size. The team’s research proces s 
relies heavily on the professional judgment of experienced portfolio managers and analysts to provide deep forw ard-looking 
perspectives and carry out a fundamental based approach that correctly identif ies outcomes w here their expectations are different 
and then position the portfolio accordingly. The team believes security selection is the most reliable and repeatable source for
potential alpha generation. They have follow ed their investment philosophy since inception of their U.S. real estate securities 
strategy in January 1998.

Heitman
Overall Approach Heitman is a w ell-established and respected f irm focused solely on real estate investment management. The strategy is run by an 

experienced portfolio management team that can leverage the broader supporting resources of Heitman. We believe that Heitman 
has a good process in place to successfully create positive performance w ithin its U.S. REIT strategy, w hich has proved out over
the recent past, generating solid risk/adjusted returns. 
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Key Decision Factors
Cohen & Steers Principal Heitman

Strengths -Cohen & Steers (“C&S” or the “firm”) is a global 
investment manager specializing in l iquid real 
assets, including real estate securities, l isted 
infrastructure, commodities and natural resource 
equities, as well as preferred securities. One of 
the oldest and largest independent firms in the 
space, founded in 1986, C&S is headquartered 
in New York City, with offices in London, Hong 
Kong, Tokyo and Seattle. 

-The Firm boasts one of the largest global real 
estate securities teams in the business with 
offices located across the globe and in major 
markets in which they invest. Each analyst 
covers a relatively few number of companies 
allowing for more refined qualitative and 
quantitative assessments that are integrated into 
the valuation and cash flow forecasts that are 
critical to the stock selection decisions. 

-C&S has one of the longer track records in the 
U.S. REIT space, which has historically 
generated respectable relative performance 
over the long term.

-Principal Real Estate Investors is the dedicated 
real estate investment affi liate of Principal 
Global Investors, the institutional asset-
management arm of the Principal Financial 
Group. The group is built upon a vertically-
integrated platform, incorporating all disciplines 
of commercial real estate.

-The four senior members of the global REIT 
team average 24 years of industry experience, 
15 years together at Principal. The team brings 
experience of both direct real estate and 
quantitative equity analysis to bear on the 
strategy.

-The investment process is primarily driven by a 
focus on bottom-up stock selection, based off 
quantitative models and reinforced by Principal’s 
research and extensive direct real estate 
platform. 

-Heitman has one of the longer tenures in the 
real estate securities business, having entered 
the space in 1989. The firm has grown to 
include three complementary business units: 
Private Real Estate Equity, Real Estate Debt, 
and Real Estate Securities. 

-Heitman utilizes an investment process that 
combines their direct real estate knowledge with 
their public equities experience to identify 
mispriced securities. 

-The Strategy’s performance has improved over 
time, adding value over its benchmark more 
consistently the last ten years, which has 
coincided with Jerry Ehlinger taking over of PM 
duties. Excess return ranks in the top quartile 
amongst peers over the 3-, 5- and 7-year time 
periods. 

Weaknesses -C&S employs a process that is intended to 
derive most of its out-performance from a 
bottom-up stock valuation method, sector 
allocation being secondary in alpha generation. 
C&S U.S. strategy invests in a portfolio of 
companies the firm believes are mis-priced 
relative to their net asset value and dividend 
discount model estimates. The firm has a sound 
investment process, but not drastically different 
from other managers who run similar strategies.

-Risk is primarily monitored / managed by the 
investment team using analytical and risk 
management systems and guidelines. Tony 
Kenkel leads the risk-management function 
within the portfolio management team. Given the 
team’s bottom-up approach, portfolio risks tend 
to be almost entirely residual risk (stock specific) 
by design. 

-While ideas are subjected to discipline peer 
group debate to ensure team buy-in and 
commitment to portfolio positions, ultimately 
Kelly Rush makes all final decisions, thus 
keyman risk is slightly elevated for this product.

-Heitman’s risk management and portfolio 
construction process looks to create a portfolio 
that will maximize the return expectations from 
its bottom-up research and analysis while 
controll ing for unintended exposures. Risk 
management approach for the strategy appears 
to be comparable to peers 

Environmental 
Analysis

-The Cohen & Steers U.S. Real Estate 
Securities strategy provide investors with real 
estate exposure through the public markets 
diversifying across property types and regions. 
The strategy employs a relative-value 
investment process to identify securities that are 
believed to be mispriced relative to underlying 
assets. The strategy has been able to produce 
excess returns on a more regular basis as 
compared to peers.

-Principal’s U.S Real Estate Equity Securities 
strategy combines fundamental real estate 
research with security analysis and bottom-up 
stock selection driving the overall process. This 
cohesive, experienced team seeks to create a 
portfolio consisting of a large number of 
medium-sized active weights, constructed within 
a disciplined risk management framework. 

-The US Diversified Real Estate Securities 
Strategy is run by an experienced portfolio 
management team that can leverage Heitman’s 
broader platform, including direct real estate and 
credit platforms, to help uncover market price 
inefficiencies. 
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1  Sourced from investment managers or eVestment Alliance
2 Includes Portfolio Managers, Research Analysts, Traders, and Economists. Does not include Client Service, Marketing, and Othe r Staff.

Firm & Product Details1

As of March 31, 2020

Vanguard Cohen & Steers Principal Heitman 
Location of Firm Malvern, PA New  York, NY Des Moines, Iow a Chicago, IL

Year Founded 1975 1986 1998 1966

Ownership Structure 100% Other Ow nership
60% Employee Ow ned
40% Publicly Ow ned

100% Parent Ow ned 100% Member Ow ned

GIPS Compliant Yes Yes Yes Yes

Total Firm AUM $5.0 T $70.8 B $85.7 B $41.7 B

Total Strategy AUM $51.6 B $8.7 B $6.0 B $1.1 B
Total Number of Investment 
Professionals2 17,600 212 236 330

Product Name Vanguard REIT Index Fund
Cohen & Steers Institutional 

U.S. Realty Total Return 
Fund

U.S. Real Estate 
Securities Fund

U.S. Diversified Real 
Estate Securities Fund

Strategy Inception 03/1996 03/1985 04/2000 1/1991
Investment Vehicle Mutual Fund Mutual Fund Mutual Fund Mutual Fund
Ticker VGSNX CSRIX PIREX HTMIX

Portfolio Manager(s)/Start Year at 
Firm Walter Nejman/2005

Jon Cheigh/2005
Jason Yablon/2004

Thomas Bohjalian/2002

Kelly Rush/2000
Keith Bokota/2013

Anthony Kenkel/2012
Jerry Ehlinger/2010

Redemption Fees None None None None

Minimum Investment $5 M $1 M None $25,000

Expense Ratio (Net) 0.10% 0.75% 0.88% 0.57%

AHIC Rating Buy Buy Buy Buy
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1   Sourced from the investment managers or eVestment Alliance

Summary Characteristics1

As of March 31, 2020

Vanguard Cohen & Steers  Principal Heitman

Management Strategy Passive Active Active Active

Stated Benchmark MSCI US IMI Real Estate FTSE NAREIT Equity REIT 
Index MSCI U.S. REIT Index FTSE NAREIT Equity REIT 

Index

Capitalization Emphasis All Cap All Cap All Cap All Cap

Style Emphasis Core Value Core Value

Investment Approach Quantitative Fundamental Fundamental Fundamental

Screening Approach Top-Dow n Bottom-Up Combined Combined

Current Number of Holdings 184 45 41 32

Annual Turnover (by Weight) 5.80% 76.2% 19.9% 149%

Max. Cash Position 5.0% 5.0% 20.0% 5.0%

Max. Sector Exposure No Limit No Limit 15.0% No Limit

Max. Industry Exposure No Limit No Limit No Limit No Limit

Max. Position Size 5.0% 8.0% 5.0% 5.0%
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Trailing & Calendar Performance1

As of June 30, 2020

___________________________________

1 Performance shown is for the profiled share classes in the report
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REIT Peer Group Analysis Statistics
As of June 30, 2020
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Section 3: Fixed Income Portfolio Structure and 
Opportunistic Credit Search
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About This Material

About This Material

Aon Investments USA, Inc. has been asked to identify our highest conviction Opportunistic Credit 
investment strategies.  We have identified three manager candidates from our list of “Buy” rated 
managers, which we believe are appropriate for consideration.

• Brigade Capital and Apollo are multi-asset/opportunistic credit managers
• PIMCO Income Fund is an income oriented, broad based credit mutual fund

Opportunistic Credit Candidates 

Firm Product
Apollo Global Management (“Apollo”) Apollo Total Return Fund

Brigade Capital Management (“Brigade”) Brigade Credit Fund II Ltd.

PIMCO PIMCO Income Fund

On the following pages, we profile the above proposed manager candidates and provide qualitative and 
quantitative information for the consideration of the product for this potential assignment.
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About This Material

Fixed Income Structure

As part of the review of new opportunistic credit managers, Aon recommends the Town of Wilton 
consider restructuring their current Fixed Income portfolio.

• Consider removing dedicated allocations to inflation protection, Global Fixed Income and High Yield

• Replace these allocations with one dedicated opportunistic/multi-asset credit manager (Brigade or 
Apollo) and a new income oriented, broad credit oriented fixed income mutual fund – PIMCO Income 
Fund

Current Fixed Income Structure Proposed Fixed Income Structure
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Executive Summary

▪ Return-seeking fixed income generally refers to multi-strategy credit (MSC) or multi-asset credit 
(MAC) strategies which seek to create diversified, opportunistic fixed income portfolios

▪ These portfolios typically participate in some of the following market sectors:

Market Sector Description Typical 
Allocation

Bank Loans
Non-publicly traded, secured corporate debt issued (primarily) by below investment 
grade issuers. Debt is secured by cash flows or assets of the issuer. Most common 
form are Term B loans, which are floating rate notes quoted over LIBOR/T-Bills

Major

High Yield Typically, unsecured corporate debt issued by below investment grade issuers Major

Emerging Market Debt $-denominated, local currency or $-denominated corporate debt issued by sovereigns 
or corporations located in emerging market countries Minor

Structured Credit Broad category that may include various tranches of CLOs or other securitizations, 
structured transactions with a corporate feel, or capital relief trades 

Minor, but 
increasing

Convertible Bonds Corporate debt issued with the option to convert par value into a predetermined number 
of shares. Typically offered with lower coupons and by below investment grade issuers Minor

Contingent Convertibles 
(CoCos)

Similar to convertible bonds, but converts when a bank’s capital ratio falls below a 
predetermined level Minor

Stressed/Distressed Credit
Credits rated below CCC. Typically these credits trade more like equities and require 
special skills in workouts or restructurings. They also tend to be less liquid and require 
longer investment horizons 

Minor/ 
Opportunistic

Inv Grade Credit / Cash Cash or debt issued by corporations rated BBB-/Baa3 or higher Minor/ 
Opportunistic
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Executive Summary

Other characteristics of Multi-strategy credit candidates typically include:

▪ Low interest rate sensitivity (typically less than 3-4 years)
▪ Below investment grade average credit rating
▪ Heavy emphasis on credit research
▪ Benchmark agnostic
▪ Ability to incorporate new forms of lending as opportunities present
▪ Ability to opportunistically de-risk (investment grade and cash)
▪ Liquidity profile consistent with type of investment

– Majority of portfolio liquid within two weeks
– Limited exposure to deeply illiquid securities

▪ Fees aligned with skill
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Key Decision Factors
As of 3/31/20

Apollo Brigade PIMCO

Strengths

▪ Contrarian investment 
approach to source unique and 
idiosyncratic opportunities 
across U.S. credit and real 
estate debt markets. Approach 
provides complexity and 
liquidity premiums.

▪ The team leverages the firm’s 
private equity and real estate 
groups as part of its due 
diligence, adding to the 
resources at the team’s 
disposal.

▪ A key advantage of the Strategy is 
its ability to allocate to liquid non-
traditional credit opportunities to 
add alpha and reduce beta 
exposure to the high yield market.

▪ A second important advantage of 
the Strategy is the ability to 
efficiently reduce beta to the high 
yield market in a very short period 
of time (1-3 days) based on: a) 
market outlook, and b) the current 
opportunity set.

▪ PIMCO actively manages all fixed 
income decisions, exploiting 
opportunities across a broad 
opportunity set. The process 
combines macro-economic views 
with credit research and seeks to 
add incremental value from 
positions taken across a wide 
range of bond markets. 

▪ The manager’s focus on managing 
risk manifests itself in many ways, 
from its identification of key risks in 
the bond markets to portfolio 
construction and managing 
counterparty exposures.

Considerations

▪ Some liquidity risk  due to the 
complex nature of the strategy.

▪ Fees are high vs peers, but we 
believe justified given 
complexity and structure.

▪ the Investment Team may seek to 
increase the cash allocation of the 
portfolio as a lever to insulate the 
Strategy from market gyrations.

▪ Fees are high vs peers, but we 
believe justified given complexity 
and structure.

▪ Alpha generation is expected to be 
driven by duration, yield curve, 
sector, and issue selection. We 
remain cognizant that losses may 
arise during periods of market 
stress.

▪ The compensation of key senior 
professionals is at the high end of 
its peer group, but we believe this 
is aligned with clients’ interests.
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Benchmarking

▪ The go-anywhere, opportunistic, nature of this asset class makes benchmarking strategies complex

▪ For comparison purposes, we will use a blended 50% high yield / 50% loan portfolio reflecting the 
primary sectors in which the managers profiled seek to add value

▪ PIMCO’s benchmark is the Bloomberg Barclays U.S. Aggregate Index

Historical Average

Manager Strategy
%
HY

%
Loans % Str. Credit

% Distressed/ 
Opportunistic

%
EMD

%
Other

% 
Cash/

IG

Apollo Total Return Fund 18% 43% 18% — 6% 1% 14%

Brigade Credit Fund II 50% 35% — 5% 3% 3% 4%

PIMCO Income Fund 8% 3% 49% 6% 16% 24% -6%
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Manager Detail – Firm and Investment Professionals

Apollo Brigade PIMCO

Firm Headquarters New York, NY New York, NY Newport Beach, CA

Ownership Structure (% employee, 
other)

41% Employee, 55% 
Public, 4% Other 100% Employee Owned 100% Parent Owned

Firm AUM – 3/31/20 $316.0 B $23.1 B $1.8 T

AUM – YE 2019 $331.0 B $26.4 B $1.9 T

AUM – YE 2018 $280.0 B $19.9 B $1.7 T

Strategy AUM – 3/31/20 (% Total) $7.7 B (2.4%) $4.5 B (19.5%) $228.8 B (7.9%)

AUM – YE 2019 (% Total) $7.9 B (2.4%) $5.6 B (21.2%) $261.6 B (7.3%)

AUM – YE 2018 (% Total) $5.9 B (2.1%) $4.8 B (24.1%) $195.8 B (8.7%)

Total Number Investment 
Professionals 215 47 167

Key Decision Makers (Strategy) 3 7 3

# Credit Analysts1 53 22 34

# Structured Analysts 17 18 12

1Apollo has an additional 31 professionals in fixed income, and 38 in direct origination
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Manager Detail – Vehicle and Fees

Apollo Brigade PIMCO

Target Return LIBOR + 600-800 basis points p.a. over a 
full market cycle N/A Income Distribution plus 1% Capital 

Appreciation

Target Volatility No target. 4.3% (inception to 3/31/20) No target 5-7% Volatility Over a Market Cycle

Preferred Benchmark
N/A

Typically 50% Loan / 
50% HY

50% HUCO / 50% CSLL Bloomberg Barclays US Aggregate

Vehicle Offshore, Onshore, Exempt, and Lux 
vehicles are available. Cayman 3c7 Mutual Fund

AUM in Vehicle $5.7 B $1.9 B $122.8 B

Vehicle as a % of 
Strategy 
Assets

74.0% 42.2% 53.7%

Subscription/Dealing 
Frequency Monthly Monthly N/A

Redemption Notice Quarterly w ith 60 days notice Quarterly N/A

Lock-up or other 
Liquidity Provision

1 year soft lock w ith 3% redemption fee if 
breached or 2 year hard lock N/A N/A

Fees (inclusive of 
operating expenses)1

85bps for 1yr soft lock
75bps for 2yr soft lock 80 bps 50 bps

Minimum Investment $5 Million (Waived for Aon) $5 Million (negotiable to $1 Million) $1 Million

1Apollo: 1 year lock fee is 111 bps, when Aon assets grow above $200M fees drop by 10 bps per tranche, to 101 and 91 bps. Inc ludes 21 bps of operating expense – capped at 
40 bps. 
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Manager Detail – Sector Guidelines & Characteristics

1 Apollo’s allocation: single industry sector is capped at 25%, emerging market debt (in aggregate) is capped at 25%. Single issuers capped at 5%. CCC or lower exposure is 
capped at 15%, adding NR caps at 25%. The unhedged non-U.S. currency exposure cannot exceed 10%.

Sector Guidelines Apollo1 Brigade PIMCO
Min Max Min Max Min Max

Investment Grade Credit 0% No Max 0% 20% No Limit
High Yield Credit 0% No Max 25% 75% -50% 50%
Bank Loans 0% No Max 25% 75%
Structured Credit 0% No Max 0% 20% No Limit
Contingent Convertibles 0% No Max 0% 10% -10% 10%
Convertibles 0% No Max 0% 10% No Limit
Emerging Market Debt (Hard $) 0%

25%

0%

10%

-20% 20%Emerging Market Debt (Local) 0% 0%
Emerging Market Debt (Corporate) 0% 0%

Other3

- - - -
Foreign currency exposure 

limit 10% of total assets
Cash 0% 15% 0% 20% No Limit

Characteristics Apollo Brigade PIMCO
Holdings Count 765 207 7,626
Yield to Worst/Maturity 6.90% 10.08% 4.45%
Duration (years) 2.9 1.6 1.67
Credit Spread Duration (years) 4.6 2.1 11.29
Average Credit Rating (excl cash) BB- B- A-
Average Credit Rating (incl cash) BB B N/A
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Manager Detail – Historical Sector Allocation
Apollo – Total Return Fund1

1 Loan and high yield exposure includes both European and U.S., as well as middle market U.S. 
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Manager Detail – Historical Sector Allocation
Brigade – Credit Fund II
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Manager Detail – Historical Sector Allocation
PIMCO – Income Fund
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Trailing & Calendar Performance1

As of June 30, 2020

___________________________________

1 Performance shown is for the profiled share classes in the report
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Fixed Income Manager Characteristics

Apollo Total 

Return

Brigade Credit 

Fund II

PIMCO Income 

Fund

Eaton Vance 

Floating Rate

BlackRock Strategic 

Income

Vanguard Short-Term 

Inflation Protected 
Securities

Templeton Global 

Bond

Characteristics

Yield 5.70% 10.12% 4.45% 5.78% 3.59% 0.09% 2.24%

Duration 2.8 1.62 5.44 0.13 3.26 2.63 2.48

Credit Distribution

Government Guaranteed 0.00% 0.00% 0.00% 0.00% 20.02% 100.00% 0.00%

AAA 0.52% 0.00% 41.92% 0.00% 5.91% 0.00% 41.56%

AA 2.43% 0.00% 6.07% 0.00% 5.15% 0.00% 6.81%

A 10.57% 0.00% 7.84% 0.00% 12.10% 0.00% 4.52%

BBB 20.58% 2.06% 14.12% 8.47% 17.25% 0.00% 29.97%

BB 22.78% 13.65% 9.22% 26.70% 13.48% 0.00% 10.72%

B 33.71% 39.40% 10.05% 55.34% 7.37% 0.00% 2.65%

CCC and Below 9.41% 44.89% 10.78% 9.49% 18.72% 0.00% 3.77%

Sector Allocation

Treasuries 0.00% 0.44% -78.90% 0.00% 11.70% 100.00% 34.46%

Agencies 0.00% 0.00% 4.37% 0.00% 0.00% 0.00% 0.00%

Municipals 0.00% 1.44% 2.13% 0.00% 4.20% 0.00% 0.00%

Bank Loans 23.95% 35.91% 3.00% 99.22% 3.50% 0.00% 0.00%

Convertibles 0.00% 2.43% 0.00% 0.00% 0.00% 0.00% 0.00%

Investment Grade Corporate 17.29% 0.97% 44.02% 0.00% 0.00% 0.00% 0.00%

High Yield 19.33% 37.47% 7.34% 0.07% 9.80% 0.00% 0.00%

ABS 1.69% 0.00% 0.00% 0.00% 7.80% 0.00% 0.00%

Agency RMBS 0.00% 0.00% 53.12% 0.00% 7.80% 0.00% 0.00%

Non-Agency RMBS 0.00% 0.00% 86.50% 0.00% 5.50% 0.00% 0.00%

CMBS 0.46% 0.00% 1.53% 0.00% 4.50% 0.00% 0.00%

Collateralized Loan Obligations 6.43% 0.00% 0.00% 0.00% 7.30% 0.00% 0.00%

Non-US Developed Market 20.37% 12.03% -53.68% 0.00% 7.80% 0.00% 0.70%

Emerging Markets 3.13% 8.23% 26.21% 0.00% 15.70% 0.00% 64.64%

Other 7.35% 1.08% 4.36% 0.71% 14.40% 0.00% 0.20%

Fees

Net Expense Ratio 85 bps 80 bps 50 bps 77 bps 74 bps 6 bps 57 bps
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Core Fixed Income Manager Characteristics

Met West Total Return PGIM Total Return Vanguard Total Bond Market Index

Characteristics

Yield 1.51% 2.84% 1.21%

Duration 5.40 6.76 6.45

Credit Distribution

Government Guaranteed 50.10% 0.00% 60.00%

AAA 4.90% 36.40% 3.70%

AA 3.70% 7.73% 3.60%

A 8.40% 15.32% 12.70%

BBB 18.60% 20.23% 20.00%

BB 2.90% 7.30% 0.00%

B 1.00% 2.92% 0.00%

CCC and Below 10.40% 10.10% 0.00%

Sector Allocation

Treasuries 14.90% 7.39% 41.60%

Agencies 0.00% 1.45% 0.00%

Municipals 0.00% 1.58% 0.00%

Bank Loans 0.00% 0.84% 0.00%

Convertibles 0.00% 0.00% 0.00%

Investment Grade Corporate 31.20% 26.55% 29.00%

High Yield 0.00% 6.03% 0.00%

ABS 3.90% 3.80% 0.40%

Agency RMBS 39.80% 0.08% 21.80%

Non-Agency RMBS 0.00% 6.84% 0.00%

CMBS 2.50% 13.55% 2.20%

Collateralized Loan Obligations 0.00% 13.29% 0.00%

Non-US Developed Market 0.00% 6.16% 4.80%

Emerging Markets 0.00% 7.01% 0.00%

Other 7.70% 5.43% 0.20%

Fees

Net Expense Ratio 37 bps 39 bps 4 bps
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Legal Consulting & Compliance Update
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Appendix
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Cases are surging, especially in the US and South America Huge monetary and fiscal support…more to come?

The second quarter has seen the world face unprecedented challenges from the Covid-19 pandemic, with lockdowns around the world triggering 
huge declines in economic activity as health systems grappled with the distressing human toll.  In response, many governments introduced 
significant stimulus packages and central banks slashed interest rates and/or started quantitative easing.  As the quarter came to a close, there 
were encouraging signs in Europe that at least the first wave of the outbreak was ending, prompting the easing of lockdowns, but also worrying 
developments in the Americas and in developing countries that cases are surging back.  Until a vaccine is discovered, the medium-term outlook is 
highly uncertain and economic growth is likely to be weak.  The implied costs to governments will also be high.

First quarter GDP contracts very sharply… …but some signs of recovery as lockdowns ease

Source: Factset Source: Factset

Source: Aon, MSCI, European Centre for Disease Prevention and Control, Hubei Province data 

sourced from John Hopkins University. 

Source: Factset

*Indices cannot be inv ested in directly . Unmanaged index returns assume reinv estment of  any and all distributions and do not ref lect f ees or expenses. 
Past performance is no guarantee of future results.

Economic Highlights

-15

-10

-5

0

5

Q3 18 Q4 18 Q1 19 Q2 19 Q3 19 Q4 19 Q1 20

USA UK Eurozone Japan

0

2,000

4,000

6,000

8,000

US UK Japan Eurozone

Central Bank Balance Sheets (US$bn)
31/12/2009 31/12/2019 29/05/2020



81
Proprietary  & Confidential  
Inv estment advice and consulting services provided by Aon Investments USA Inc.

Economic Highlights

USA
▪ US growth declined by an annualised 

5% in the first quarter.  Given this 
period only included a week or two of 
lockdowns, it is certain that the Q2 data 
is far worse.

▪ Clear signs of the depth of the declines 
came from the monthly data – in April, 
the manufacturing sector ISM index fell 
to 41.5, retail sales fell by a record 
14.7% and over 20m jobs were wiped 
from payrolls.  Since then, however, 
the data has bounced impressively as 
lockdown measures were eased.

▪ This is welcome but the recent surges 
in cases have called into question the 
possibility of an imminent V-shaped 
recovery.

▪ The Federal Reserve and the 
government introduced enormous 
stimulus measures and recent 
comments have made it clear that they 
stand ready to introduce further 
measures when necessary.

▪ Given the clear difficulty in balancing 
economic needs with preventing large 
virus surges, we think the economic 
outlook is highly challenged until a 
vaccine is found.

EAFE
▪ The European outbreak was seemingly 

largely under control by the end of Q2, 
with the focus moving towards localised 
lockdown management and strategies 
to re-open economies in the “new 
normal” world.  The economic data 
similarly revealed a rebound from the 
lows of April, exemplified by the EU 
manufacturing PMI rising from 33.4 to 
47.4 between April and June.  For now, 
fears focus on another wave in the 
autumn and the degree to which 
economic activity rebounds this year.

▪ The Japanese economy was confirmed 
to have entered a recession with the 
2.2% annualised fall in GDP in Q1. 
Whilst the direct impact of the 
pandemic seems to have been 
relatively light, the indirect impacts in 
terms of much weaker trade has been 
more important.

▪ In the UK, both the economic hit and 
the toll of the virus have been 
especially hard.  The furlough scheme 
effectively helped many people keep 
their jobs but, now that lockdowns are 
being eased, the likelihood is that 
unemployment will rise hugely.  Add to 
this difficult Brexit talks and no 
extension and the outlook is 
pessimistic.

Emerging Markets
▪ The early stages of the pandemic were 

centred on China, before moving onto 
developed countries, largely sparing 
most of the Emerging world initially.  
However, developments since then 
have changed this picture significantly.

▪ The most concerning virus waves in the 
Emerging Markets are currently 
centred on Latin America, especially 
Brazil, and South Asia, especially India.

▪ Economic activity throughout the 
Emerging Markets is expected to fall 
sharply this year, whilst rising debt 
levels, as a result of stimulus measures 
and economic weakness, will likely 
create strain for some nations.

▪ Meanwhile, in a sign that effective 
outbreak management is both possible 
in EM countries and an important driver 
of economic recovery, Chinese growth 
is now expected to recover slowly, 
whilst Vietnam, whose outbreak has 
been contained well, announced better 
than expected growth in Q2

▪ For many EM countries, the outlook is 
dependent both on outbreak 
management and global trade 
developments.
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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 developed and emerging countries, including the U.S. and Canadian 
markets.

MSCI Emerging Markets Index - A capitalization-weighted index of stocks representing 22 emerging country markets.

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

JPM EMBI Global Div ersified – Comprised of dollar-denominated Brady bonds, traded loans and Eurobonds issued by emerging market sovereign and quasi -sovereign entities. The 
Diversified version limits the weights of the index countries by only including a specified portion of those countries' eligible current face amounts of debt outstanding, providing for a 
more even distribution of weights within the countries in the index.

JPM GBI-EM Global Div ersified - Designed to provide a comprehensive measure of local currency denominated, fixed-rate, government debt issued in emerging markets.

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

Trade weighted US Dollar (Federal Reserv e) - A weighted average of the foreign exchange value of the U.S. dollar against a broad index currencies that circulate widely ou tside 
the country of issue.

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

MSCI World Index - A free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed markets, representing 24 
developed market country indices.

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

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

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

MSCI Canada - A market capitalization-weighted index that captures broad Canadian equity market coverage, including over 680 constituents a cross large, mid, small and micro 
capitalizations.

NCREIF Property Index - A capitalization-weighted index of privately owned investment grade income-producing properties representing approximately $269 bil lion in assets.

HFRI Fund Weighted Composite Index – The HFRI Fund Weighted Composite Index is a global, equal-weighted index of over 2,000 single-manager funds that report to HFR 
Database. Constituent funds report monthly net of all fees performance in US Dollar and have a minimum of $50 Million under m anagement or a twelve (12) month track record of 
active performance. The HFRI Fund Weighted Composite Index does not include Funds of Hedge Funds.

.S&P/LTSA Lev eraged Loans Index – The S&P/LSTA Leveraged Loan Index is the first index to track the investable senior loan market. This rules-based index consists of US loan 
facil ities in the syndicated leveraged loan universe.

Bloomberg Commodity Index - Bloomberg Commodity Index is calculated on an excess return basis and tracks price movements in commodity futures. The index rebalances 
annually weighted 2/3 by trading volume and 1/3 by world production and weight -caps are applied at the commodity, sector and group level for diversification. 

Barclays Capital Long Credit Bond Index - An unmanaged index considered representative of long-term fixed-income obligations issued by U.S. corporate, specified foreign 
debentures, and secured notes.

Barclays Capital  Intermediate Credit Bond Index - An unmanaged index considered representative of intermediate fixed-income obligations issued by U.S. corporate, specified 
foreign debentures, and secured notes.

ML MOVE Index - The Merril l lynch Option Volatility Estimate (MOVE) Index is a yield curve weighted index of the normalized implied volatility on 1-month Treasury options which are 
weighted on the 2, 5, 10, and 30 year contracts



85
Proprietary  & Confidential  
Inv estment advice and consulting services provided by Aon Investments USA Inc.

Appendix:
Index Definitions

HFRI Macro (Total) Index – Macro: Investment Managers which trade a broad range of strategies in which the investment process is predicated on movements in underlying 
economic variables and the impact these have on equity, fixed income, hard currency and commodity markets. Managers employ a variety of techniques, both discretionary and 
systematic analysis, combinations of top down and bottom up theses, quantitative and fundamental approaches and long and shor t term holding periods. Although some strategies 
employ RV techniques, Macro strategies are distinct from RV strategies in that the primary investment thesis is predicated on predicted or future movements in the underlying 
instruments, rather than realization of a valuation discrepancy between securities. In a similar way, while both Macro and eq uity hedge managers may hold equity securities, the 
overriding investment thesis is predicated on the impact movements in underlying macroeconomic variables may have on security prices, as opposes to EH, in which the fundamental 
characteristics on the company are the most significant are integral to investment thesis.

HFRI Macro: Systematic Div ersified Index – Systematic: Diversified strategies have investment processes typically as function of mathematical, algorithmic and technical models, 
with little or no influence of individuals over the portfolio positioning. Strategies which employ an investment process desi gned to identify opportunities in markets exhibiting trending 
or momentum characteristics across individual instruments or asset classes. Strategies typically employ quantitative process which focus on statistically robust or technical patterns in 
the return series of the asset, and typically focus on highly l iquid instruments and maintain shorter holding periods than ei ther discretionary or mean reverting strategies. Although 
some strategies seek to employ counter trend models, strategies benefit most from an environment characterized by persistent, discernible trending behavior. Systematic: Diversified 
strategies typically would expect to have no greater than 35% of portfolio in either dedicated currency or commodity exposure s over a given market cycle.

Purchasing Managers Index - The PMI® is a composite index based on the diffusion indexes of five of the indexes with equal weights: New Orders (seasonall y adjusted), 
Production (seasonally adjusted), Employment (seasonally adjusted), Supplier Deliveries (seasonally adjusted), and Inventorie s. Diffusion indexes have the properties of leading 
indicators and are convenient summary measures showing the prevailing direction of change and the scope of change.
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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 o f 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 is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice. Any accounting, legal, or 
taxation position described in this presentation is a general statement and shall only be used as a guide. It does not consti tute 
accounting, legal, and tax advice and is based on Aon Investments’ understanding of current laws and interpretation. 

Aon Investments disclaims any legal liability to any person or organization for loss or damage caused by or resulting from an y 
reliance placed on that content. Aon Investments reserves all rights to the content of this document. No part of this documen t may be 
reproduced, stored, or transmitted by any means without the express written consent of Aon Investments. 

Aon Investments USA Inc. is a federally registered investment advisor with the U.S. Securities and Exchange Commission. Aon 
Investments is also registered with the Commodity Futures Trading Commission as a commodity pool operator and a commodity 
trading advisor, and is a member of the National Futures Association. The Aon Investments ADV Form Part 2A disclosure stateme nt 
is available upon written request to:

Aon Investments USA Inc.
200 E. Randolph Street
Suite 700
Chicago, IL 60601
ATTN: Aon Investments Compliance Officer

© Aon plc 2020. All rights reserved.


