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Q2 2020 Quarterly Commentary

Global equity markets rallied in Q2, based on investors’ continuing
expectations that the economic impact of the global pandemic will remain
limited

Executive Summary

e The ‘risk-on’ sentiment came amid a push by governments to slowly reverse lockdowns of non-
essential economic activity; the promising news of progress made in the race to develop COVID-19
vaccines; and the sustained extraordinary support of central banks. All of this despite news of
increased regional outbreaks of the virus, as well as a lack of any type of curve flattening on a global
level.

o Equities around the world spent much of the second quarter embracing the sharp rebound that began
at the end of March. Shares were universally higher for the full quarter, although every major market
besides China peaked in early June and failed to make new highs thereafter. Recoveries varied in
size, and some markets had their best quarter in several years.

o US Treasury rates with the shortest and longest maturities increased during the full quarter, while the
rates of those with maturities of 1-to-10 years declined. European government-bond rates nearly
completed a round trip over the quarter, ending June almost exactly where they concluded the first
quarter. UK Gilt rates were lower across all maturities for the full three-month period.

e Considering the Growth-Focused Strategic Portfolios, some of the challenges faced by value
managers in recent quarters eased in the second quarter, with several periods of stronger return
potentially portending a bigger rotation. Our core investment case for SEI's overweight to this area
remains the same: extreme relative valuations between the most expensive and cheapest parts of
the market. SEI further believes that the post-crisis environment may provide further support for this
positioning, given the huge stimulus being provided.

Market Overview

e The Bank of England’s Monetary Policy Committee held the Bank Rate at 0.1%, during the second
quarter; following its mid-June meeting, the central bank announced that it would expand its stock of
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asset purchases from an initial £200 billion increase announced in March by another £100 billion to
£745 billion.

The rate of change in UK manufacturing activity remained flat in June representing an improvement
on the slowing contraction in May following an extraordinary drop in April. UK services activity nearly
stopped contracting in June after a dive in April and a modest improvement in May. The UK claimant
count unemployment rate spiked from 3.5% in March to 6.3% in April, and then to 7.8% in May. The
overall UK economy contracted by 2.2% in the first quarter and 1.7% year over year.

The EU and UK struggled to establish their regulatory equivalence in a combined effort to grant
mutual access to their financial markets after the Brexit transition period concludes at the end of 2020.
The two sides failed to reach an agreement by the proposed 30 June deadline; while the UK said it
is prepared to grant the EU access to UK financial markets, the EU stated that the UK has not
provided sufficient information to complete its evaluation.

The European Central Bank held its benchmark rates unchanged during the second quarter. It
unveiled the pandemic emergency longer-term refinancing operations (PELTROSs) in April to help
facilitate proper functioning of money markets; in early June, it also announced the expansion of its
Pandemic Emergency Purchase Programme (PEPP), which is designed to facilitate asset purchases,
by €600 billion to a total of €1.35 trillion.

The eurozone’s contraction in manufacturing activity continued to ease through May and June after
an unprecedented slowdown in April. Eurozone services activity also plummeted in April, but
improved somewhat in May before nearly coming out of contraction in June. Loans to non-financial
European corporations accelerated for the fourth consecutive month, increasing by 7.3% in May after
gaining 3.0% in February, 5.4% in March, and 6.6% April. The overall eurozone economy contracted
by 3.6% during the first quarter and 3.1% year over year.

The Office of the US Trade Representative issued a notice in late June that it was considering
imposing tariffs on about $3 billion in imports from the UK, Germany, France and Spain. The World
Trade Organization approved $7.5 billion in US tariffs on European products in late 2019, and may
also approve retaliatory European tariffs on US products.

US borders were set to remain closed to Canada and Mexico until at least 21 July as part of the
Trump administration’s latest one-month extension, which began on 20 March. The United States—
Mexico—Canada Agreement (USMCA) took effect on 1 July, officially replacing the North American
Free Trade Agreement (NAFTA).

The US Federal Reserve maintained its monetary policy path throughout the second quarter,
providing assurances in early June that it would not raise the federal funds rate and would maintain
guantitative easing. It also began purchasing corporate bonds during the second quarter via programs
that it established as part of its pandemic response, while also ordering banks to cut dividends and
halt stock buybacks following stress tests on the prospect of an extended economic downturn
resulting in a higher rate of loan defaults.

US manufacturing activity nearly returned to growth in June after contracting sharply in April and
improving in May. Activity in the US services sector plummeted more dramatically in April compared
to the US manufacturing sector, and did not rebound to as great a degree as US manufacturing
through June. American workers submitted more than one million unemployment initial claims for 14

© 2020 SEI For Professional Client Use Only — Not for Distribution to Retail Clients 2



consecutive weeks through late June, peaking in late March and early April above 6 million initial
claims’. The overall US economy contracted by a 5.0% annualised rate during the first quarter.

Selected Asset Class Commentary

Emerging Markets Fixed Income: The building block benefited from a long duration position as
yields fell and spreads tightened. Overweights to some higher-yielding countries that recovered over
the quarter, such as Angola, Ecuador, Argentina and Ukraine, contributed, as did a large overweight
to Mexico. Stone Harbor Investment Partners LP gained on overweights to Ecuador and Mexico;
exposure to Venezuela and an underweight to the Philippines detracted. Marathon Asset
Management, L.P. gained an off-benchmark position in Argentina.

Global Equities Fund: Relative performance in the building block, while not positive, showed some
signs of stabilisation in the second quarter. The asset class struggled against a value headwind during
the quarter, which favourable selection could not overcome. LSV Asset Management was the Fund’s
biggest detractor. While LSV underperformed the indexes by wide margins, the manager’s results
were in line with expectations considering the strategy’s strong value overlay and diversified nature,
both of which continued to face headwinds. Maj Invest and Sompo Nipponkoa Asset Management,
both value-oriented managers, were also notable detractors. With no FAANG stocks in Europe and
the UK, value performed well in the region, which helped Jupiter Asset Management and Metropole
Gestion. US small-cap specialist Towle & Company was rewarded for staying the course and realized
the biggest bounce by far. The manager’s results were particularly strong in consumer discretionary
and industrials as investors started looking beyond daily pandemic updates. Momentum-oriented
managers Lazard Asset Management and INTECH Investment Management continued to benefit
from the established trend favouring profitability and growth.

Emerging Market Equities: The building block benefited from selection within online retailing in
China and Brazil as consumers transitioned to online shopping due to the coronavirus pandemic.
Selection within IT contributed. RWC Asset Advisors gained on selection within metal and mining
stocks as well as selection in online retailing. Lazard Asset Management benefited from favourable
tailwinds to growth stocks. J.O. Hambro Capital Management also enjoyed a growth tailwind, and
also benefited from a favourable tailwind to momentum. KBI Investors struggled against headwinds
for value and dividend stocks.

Manager Changes

Macquarie Investment Management (Macquarie) was removed from the Emerging Markets Equity
building block in May. Macquarie’s strategy does not align with SEI's alpha-source framework. Alpha
refers to returns in excess of a given investment’s benchmark. Active investment managers seek to
exploit various factors or sources of alpha in order to add value.

Outlook

Despite mounting infections, hospitalisations and deaths from the pandemic, as well as the
unprecedented stoppage of global economic activity, stock markets around the world managed to
mount a resounding comeback.

1 nitial Claims. Data Series Provide via FRED. Federal Reserve Bank of St. Louis.
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SEI's working assumption is that there will likely be another significant wave of infections going into
the fall-to-winter flu season. The question is, how disruptive will it be to the global economy?

Investors seem to be ignoring the possibility that, even if a sustainable recovery gets under way;, it
may be a long time before most companies achieve previous levels of profitability. The after-tax
profit margins of US domestic businesses were already on a declining trend before the onset of the
virus and shelter-in-place orders.

Margins will likely remain well below their previous peaks around the globe as long as the COVID-
19 is a severe health threat. Most businesses, to one degree or another, are expected to endure
lower sales, higher costs and a decline in productivity. Supply chains will likely be diversified over
time, a process that was already under way as a result of the trade war between China and the US.

The extraordinary March-to-April lockdown in the US necessitated fiscal measures unparalleled in
scope and speed of implementation. The result has been a tsunami of red ink. The Congressional
Budget Office projected the deficit will reach nearly 18% of US gross domestic product (GDP) in
2020 and improve to only 10% of GDP in 2021. US debt relative to GDP is forecast to rise to 108%
by the end of fiscal year 2021 versus 79% at the end of fiscal year 2019.

These are unsettling numbers. Many investors wonder whether such a surge in government debt
will provoke an economic crisis even after the pandemic runs its course. SEIl does not believe that it
will. The US has a large, dynamic economy and deep capital markets. If investors were truly
concerned about the long-run fiscal viability of the US, the value of its currency would have been
falling more convincingly and long-term US interest rates would have been going up, not down.

The US certainly is not alone in engaging in a huge fiscal response that is then monetised by the
central bank. In SEI's opinion, governments are treating the fight against COVID-19 like they would
a war. As many resources as possible are being thrown into the fight, supported by debt issuance
that is absorbed primarily by the central banks.

Investors who remember the 1970s worry about the inflationary potential of such extraordinary debt
monetisation. Given SEI's view that the economy will remain below full utilisation of labour or
productive capacity for the next few years, we believe inflation is unlikely to break out of the 0%-to-
3% range it has been in for much of the past decade.

Investors do not seem too concerned about the speed of Europe’s economic recovery or the impact
of the health crisis on countries’ fiscal positions. The bond yields of the most economically-fragile
countries remain close to those of German bund yields, although spreads have widened from pre-
pandemic levels. The ECB has been quite successful in short-circuiting the liquidity crisis and flight-
to-safety that threatened the euro area’s financial structure.

This laid-back view may be severely challenged if the 27 members of the EU fail to approve a €750
billion emergency fund when the EU’s leaders meet again in July. Disagreement, for example, over
the split between grants and loans. Paying for the grants is an even greater source of contention.
The European Commission would be empowered to issue long-term bonds, which would be paid
down by giving it taxation authority, a power it currently does not have. The only alternative would
be to increase contributions from member states or enact spending cuts in other parts of the EU
budget.

Speaking of the UK, the COVID-19 crisis has pushed Brexit concerns off the front pages. As the 31
December transition deadline nears, it could become an economic factor nearly as important as a
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second wave of the virus. If a deal on the UK-EU trading relationship is to be delivered before year-
end, it probably should be concluded by the end of October so that countries have time to approve
the treaty into law.

¢ While many factors determine equity performance, in the emerging-market space it has correlated
with the extent of economic disruption caused by the virus. Asian and central European countries
have pulled back the most on their mandates to restrict movement and social interaction. Latin
America and India have eased some of those constraints, but not nearly as much as the other two
regions.

o Central banks in the emerging world are also doing their part to help restore their economies.
Interest rates have come down in almost every country in recent months to record-low levels in
many cases. In addition, a dozen emerging-country central banks—including those with shakier
reputations, such as South Africa and Turkey—are either buying or planning to purchase their
government’s debt. We think this debt-monetisation may lead to an inflation problem in the future.

o It has been said many times that bull markets climb a wall of worry. Maybe now they must learn to
swim through waves of worry that include:

o The possibility of a second wave of COVID-19 infections forcing another round of
extensive lockdowns and shelter-in-place orders that could lead to a double-dip recession

o A possible break down of political consensus regarding the way forward as economies
struggle to regain strength.

o The likelihood that economic recovery will take at least a year, possibly longer, and that
few economies are likely to rebound fully to pre-pandemic levels, even if most countries
manage to avoid a disruptive second wave of the virus

o Expectations that companies will face higher costs and increased inefficiencies; that taxes
will almost certainly rise across many economies in the years ahead; and that
bankruptcies and defaults will climb as government aid programs end

e SEl believes that an ebb and flow of assorted concerns in the coming months will continue to spark
volatility across financial markets. Such periods of instability are expected in any long-term
investing plan; as such, SEl is prepared to continue to navigate the current wave of deep
uncertainty, while also adhering to the principles of investing over speculation.
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Important Information on Performance

Past Performance is not a reliable indicator of future results. Standardised performance is available
upon request. All data is as at 30 June 2020.

Asset class performance discussed is based on the majority SEI fund underlying the asset class. This
does not include analysis of the manager pools, hedged share class investments within SEI Funds,
additional SEI funds or any third-party funds within the Strategic Portfolios. As a result, performance for
the total asset class allocation may vary. Not all asset classes discussed are included in all Strategic
Portfolios. All asset class comparative performance is relative to the benchmark of the specific SEI fund
representing the majority of the asset class investment.

Important Information

This material is not directed to any persons where (by reason of that person’s nationality, residence or
otherwise) the publication or availability of this material is prohibited. Persons in respect of whom such
prohibitions apply must not rely on this information in any respect whatsoever. Investment in the funds
or products described herein are available only to intended recipients and this communication must not
be relied or acted upon by anyone who is not an intended recipient.

Whilst considerable care has been taken to ensure the information contained within this document is
accurate and up-to-date, no warranty is given as to the accuracy or completeness of any information
and no liability is accepted for any errors or omissions in such information or any action taken on the
basis of this information.

The SEI Strategic Portfolios are a series of the SEI Funds and may invest in a combination of other SEI
and Third-Party Funds as well as in additional manager pools based on asset classes. These manager
pools are pools of assets from the respective Strategic Portfolio separately managed by Portfolio
Managers which are monitored by SEI. One cannot directly invest in these manager pools.

SEI Investments (Europe) Limited acts as distributor of collective investment schemes which are
authorised in Ireland pursuant to the UCITS regulations and which are collectively referred to as the
“SEI Funds” in these materials. These umbrella funds are incorporated in Ireland as limited liability
investment companies and are managed by SEI Investments Global, Limited, an affiliate of the
distributor. SEI Investments (Europe) Limited utilises the SEI Funds in its asset management
programme to create asset allocation strategies for its clients.

Reference in this document to any SEI Funds should not be construed as a recommendation to buy or
sell these securities or to engage in any related investment management services. Recipients of this
information who intend to apply for shares in any SEI Fund are reminded that any such application
must be made solely on the basis of the information contained in the Prospectus (which includes a
schedule of fees and charges and maximum commission available). Commissions and incentives may
be paid and if so, would be included in the overall costs. A copy of the Prospectus can be obtained by
contacting your Financial Advisor, SEI Relationship Manager or using the contact details below.

Investments in SEl Funds are generally medium to long-term investments. The value of an
investment and any income from it can go down as well as up. Fluctuations or movements in
exchange rates may cause the value of underlying internal investments to go up or down. Investors
may not get back the original amount invested. SEI Funds may use derivative instruments which may
be used for hedging purposes and/or investment purposes. This material represents an assessment
of the market environment at a specific point in time and is not intended to be a forecast of
future events.
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The risks described below may apply to the underlying assets of the products into which the Strategic
Portfolios invest:

Investment in equity securities in general are subject to market risks that may cause their prices to
fluctuate over time.

e Fixed income securities are subject to credit risk and may also be subject to price volatility and
may be sensitive to interest rate fluctuations.

e Absolute return investments utilise aggressive investment techniques which may increase the
volatility of returns. If the correlation between absolute return investments and other asset
classes within the fund increases, absolute return investments’ expected diversification benefits
may be decreased.

¢ International investments may involve risk of capital loss from unfavourable fluctuation in
currency values, from differences in generally accepted accounting principles or from economic
or political instability in other nations.

The Funds are denominated in one currency but may hold assets priced in other currencies. The
performance of the Fund may therefore rise and fall as a result of exchange rate fluctuations.

This information is issued by SEI Investments (Europe) Limited (“SIEL”), 1* Floor, Alphabeta, 14-18
Finsbury Square, London EC2A 1BR. This document and its contents are directed only at persons who
have been classified by SIEL as a Professional Client for the purposes of the FCA Conduct of Business
Sourcebook. SIEL is authorised and regulated by the Financial Conduct Authority.

SEI sources data directly from FactSet, Lipper, Bloomberg, and BlackRock, unless otherwise stated.
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