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“Markets continue to absorb the effects of developed world deleveraging and
monetary policies that are distorting asset prices and risk premia. Changing
demographics and labor markets will likewise have important effects on investor
preferences and capital flows over the next 10 years. Low interest rates will
continue to challenge investors, but select risk assets are likely to outperform.”

The content in this presentation was created by the BNY Mellon Investment Strategy and Solutions Group (ISSG). ISSG
partners with clients to develop thoughtful and actionable solutions to broad investment policy issues. We engage in an
ongoing dialogue with our clients to achieve a deep understanding of their concerns and needs. Harnessing the full depth
and breadth of our global network of specialized investment boutiques across all asset classes and return/risk objectives,
we help craft comprehensive strategies relevant for clients’ specific investment objectives and policies.

For more information please contact:

Jeffrey B. Saef, CFA
Managing Director, Head
BNY Mellon ISSG

617 722 6956
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EXPECTED RETURN AND STANDARD DEVIATION
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Inflation

In the US, our headline inflation expectation over the next 10 years is 2.5% per year,
slightly ahead of consensus forecasts. We expect higher energy prices due to
supply/demand imbalances to put upward pressure on inflation, while aging demographics
in developed markets will offset some of the upward momentum. We also expect inflation
in emerging economies to be slightly higher than consensus forecasts at 4% per year.
Equity

Our primary building blocks for developing US equity returns are inflation, real earnings
growth, and dividend yield. Our expectation for real earnings growth in the US is 2% per
year, significantly below consensus forecasts of over 6%. This low growth expectation is
based on our belief that real earnings growth cannot exceed real GDP growth over the long
run. Given corporations’ excess cash, we expect dividend yields for US equities to be
2.25% per year, slightly above long-term historical averages and current dividend yields.
Our building blocks derive an expected return of 7% for US large cap stocks. We see
similar risk-adjusted returns for US small and mid cap stocks. International developed
equities are also expected to generate returns similar to those in the US, but with greater
risk due to currency exposure. Emerging equities are expected to generate stronger risk -
adjusted returns, due to continued relative strength in emerging economies and currency
appreciation.

Fixed Income

We expect returns to be weaker than historical norms in most sectors due to rising interest
rates. In the US, we see real cash rates rising from negative levels today to 1% in 10
years. With inflation at 2.5%, this results in US Treasury bills yielding 3.5% in 10 years.
This will cause some flattening of the curve, but not enough to protect US long-dated
Treasury bonds from negative returns over 10 years. Higher credits spreads and defaults
compared to current levels will have an adverse impact on credit markets. However, higher
yields in credit markets will help preserve positive returns over the next 10 years. Emerging
market debt, especially issued in local currency, will fare better over the 10-year horizon
due to relative strength in emerging economies and currency appreciation.

Alternatives

Absolute return and hedge funds are likely to generate risk-adjusted returns similar to those
of equities. These asset classes may be more appropriate for reducing risk from equities,
rather than the traditional view of shifting assets to fixed income. Overall, we expect
commodities to experience returns similar to inflation of 2.5%. Energy will generate returns
in excess of inflation due to supply/demand imbalances, while agriculture and metals are
expected to return slightly less than inflation. Private real estate will see similar risk -
adjusted returns as REITs, plus a liquidity premium. Private equity returns are likely to be
on par with those of public equity, after adjusting for a meaningful increase in risk levels.

Note: The capital market assumptions are The Bank of New York Mellon’s estimates based on historical performance and the current market environment. We do not

present the capital market assumptions as actual or guaranteed future performance. This material is approved for institutional investors or other qualified, sophisticated

BNY MELLON

individuals only. Not for retail use or distribution. Accordingly, this material is not to be reproduced in whole or in part or used for any other purpose. Refer to Disclosures.
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Note: The capital market assumptions are The Bank of New York Mellon’s estimates based on historical performance and the current market environment. We do not
present the capital market assumptions as actual or guaranteed future performance. This material is approved for institutional investors or other qualified, sophisticated BNY MELLON
individuals only. Not for retail use or distribution. Accordingly, this material is not to be reproduced in whole or in part or used for any other purpose. Refer to Disclosures.
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TOP FIVE THEMES IMPACTING ASSUMPTIONS FOR 2013

Developed country governments have taken on significant amounts of debt in their efforts to stimulate growth since the onset of the Great Recession,
with G7 countries’ government net debt rising by more than 50% between 2007 and 2011. As rating agency downgrades underscore the unsustainability
of this growing debt burden, we expect to see policy options diminish in the absence of robust growth and governments forced to adjust existing social
spending commitments and spending priorities to get government finances back onto a sustainable trajectory. Regulatory changes, such as Basel lll and
Dodd Frank, are increasing capital requirements for financial institutions, raising the minimum quality of capital they can hold, and limiting their role as
market makers. These changes will encourage banks to hold more high-grade government debt, reduce market liquidity, and increase financial market
volatility. Since reaching the zero bound on interest rates, central banks in the G7 economies have been expanding their balance sheets through
guantitative easing (i.e., asset purchases). These policies are credited with lowering U.S. Treasury yields by between 75 and 100 bps, with ancillary
benefits for mortgages, corporate bonds, and other sectors of the fixed income markets. As economic conditions normalize over the next decade, central
banks will contemplate unwinding their balance sheets, with consequences for these same sectors as well as broader financial markets.

CHANGING DEMOGRAPHICS AND LABOR MARKETS

The share of the global population over 60 is expected to increase in coming decades, but the sunset years for the “baby boomer” generation in
developed countries have already begun. This will drive a secular change in investor asset preferences, which will be most evident in the defined benefit
space, as investors seek to hedge their future liabilities with more certain cash flows. In contrast, emerging and frontier markets will continue to see faster
population growth from a large base, driving an increase in consumption rates. This, together with a younger population profile, should drive investors in
these markets towards higher risk assets that match investor horizons.

ENERGY SUPPLY AND DEMAND

Demand for energy is expected to grow steadily over the next 5 years, mostly led by emerging markets as their economies continue to urbanize, driving a
rise in energy consumption per capita. Forecasts estimate total growth in demand at 9 million barrels per day, while new supply in the same period is
likely to be less than 7 million barrels per day. Prices will also be underpinned by higher production costs involved in accessing deep water reserves.
Improving energy efficiency in both developed and emerging markets is unlikely to offset further price appreciation.

EM / DM DECOUPLING

Developing markets account for an increasing share of global GDP growth (48% in the 90s versus 61% since 2000). Positive policy developments since
the 1990s have given EM governments more flexibility in both monetary and fiscal policy (+150BP real rates vs. negative for DM and ~40% debt to GDP
versus >100% for DM). While some markets may not avoid the middle-income trap, higher growth is likely to persist over the next five years and “South-
South” trade has made EM economies less dependent on DM growth. Relative to the last 10 years, the growth spread between EM and DM growth is
likely to be ~3% versus 6% and the correlation of growth will drop from 0.8 to >0.4.

EXCESSIVE OPTIMISM ON EARNINGS

Over the longer term, real corporate earnings in the US have grown in the neighborhood of 2.5%. Over the last 20 years they have grown at a 6% annual
rate. The current real earnings growth rate in IBES is around 7.5%. In the short run earnings can grow faster than GDP as margins expand, and as
corporations expand to more profitable markets. However, those patterns cannot continue forever, and growth in aggregate corporate earnings must
converge to global GDP growth. Assuming that the numbers in IBES are representative of investors’ expectations, when growth slows, P/Es will contract,
and the equity markets will underperform.

BNY MELLON
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IMPORTANT INFORMATION AND DISCLOSURES

The views in this presentation are provided by BNY Mellon Investment Strategy & Solutions Group (“ISSG”).

BNY Mellon Investment Strategy & Solutions Group (“ISSG”) is part of The Bank of New York Mellon (“Bank”). ISSG offers products and services through the Bank,
including investment strategies that are developed by affiliated BNY Mellon Asset Management investment advisory firms and managed by officers of such affiliated firms
acting in their capacities as dual officers of the Bank.

BNY Mellon Asset Management is one of the world’s leading investment management organizations, encompassing BNY Mellon’s affiliated investment management firms
and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation. Unless noted otherwise, the Bank and the affiliated
investment advisory firms are wholly-owned subsidiaries of The Bank of New York Mellon Corporation. Use of “BNY Mellon” and “BNY Mellon Asset Management” may refer
to the Bank and/or its affiliated investment advisory firms.

Hypothetical or simulated performance results have certain inherent limitations. Unlike an actual performance record, simulated results do not represent actual trading.
Simulated trading programs in general are also subject to the fact that they are designed with the benefit of hindsight. Also, since the trades have not actually been executed,
The results may have under or over compensated for the impact of certain market factors. In addition, hypothetical trading does not involve financial risk. No hypothetical
trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand losses or to adhere to a particular trading program
in spite of the trading losses are material factors which can adversely affect the actual trading results. There are numerous other factors related to the economy or markets in
general or to the implementation of any specific trading program which cannot be fully accounted for in the preparation of hypothetical performance results, all of which can
adversely affect trading results.

The capital market assumptions are The Bank of New York Mellon’s estimates based on historical performance and the current market environment. We do not present the
capital market assumptions as actual future performance.

This information has been prepared by The Bank of New York Mellon based on data and information provided by internal and external sources. While we believe the
information provided by external sources to be reliable, we do not warrant its accuracy or completeness.

References to future expected returns and performance are not promises or even estimates of actual returns or performance that may be realized, and should not be relied
upon. The forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice, interpreted as a recommendation, or be guarantees of
performance. In addition, the forecasts are based upon subjective estimates and assumptions about circumstances and events that may not have taken place and may
never do so.

The results shown are provided for illustration purposes only. They have inherent limitations because they are not based on actual transactions, but are based on the
historical returns of the selected investments and various assumptions of past and future events. The results do not represent, and are not necessarily indicative of, the
results that may be achieved in the future; actual returns may vary significantly. In addition, the historical returns used as a basis for this chart are based on information
gathered by The Bank of New York Mellon or from third party sources, and have not been independently verified

No investment process is risk free and there is no guarantee of profitability; investors may lose all of their investments.

No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment.

BNY MELLON
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IMPORTANT INFORMATION AND DISCLOSURES

The enclosed material is confidential and not to be reproduced or redistributed in whole or in part without prior written consent of ISSG. The information in this material is only
as current as the date indicated, and may be superseded by subsequent market events or for other reasons.

The asset classes are represented by broad-based indices which have been selected because they are well known and are easily recognizable by investors. Indices have
limitations because indices have volatility and other material characteristics that may differ from an actual portfolio. For example, investments made for a portfolio may differ
significantly in terms of security holdings, industry weightings and asset allocation from those of the index. Accordingly, investment results and volatility of a portfolio may
differ from those of the index. Also, the indices noted in this presentation are unmanaged, are not available for direct investment, and are not subject to management fees,
transaction costs or other types of expenses that a portfolio may incur. In addition, the performance of the indices reflects reinvestment of dividends and, where applicable,
capital gain distributions. Therefore, investors should carefully consider these limitations and differences when evaluating the index performance.

The indices may be trademarks of various organizations and in those cases have been licensed for use by BNY Mellon and are used solely herein for comparative purposes.
The foregoing index licensers are not affiliated with BNY Mellon, do not endorse, sponsor, sell or promote the investment strategies mentioned in this presentation and they
make no representation regarding advisability of investing in the strategies described herein. Descriptions of the indices are available upon request.
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