
Yesterday the Fed released the minutes from its April Federal Open Market Committee (FOMC) meeting. Committee
members were able to keep the idea of a rate hike on the table, while leaving themselves an out – if the data does not
support a rate hike, they simply will not do it. According to the minutes, the meeting participants “expressed a range
of views”, which is a very polite way of saying there was no agreement about what to do next. The minutes also noted
the participants will leave their “policy options open”, suggesting anything can happen in future meetings.

Market Reaction

The bond market appears to have swallowed the bait about a Fed tightening in June hook, line, and sinker.

Yesterday’s sell-off in Treasuries may have created an excellent buying opportunity at the front end of the curve for
those who believe the Fed will not tighten. The forward Treasury curve is now implying an increase in rates of about
40-50 basis points in shorter maturity bonds – which is not likely to happen if the Fed wants inflation up to 2%.

To compound matters, the hint of tightening has sent the dollar soaring – in exactly the wrong direction for the Fed.
The strong dollar can be destabilizing to world markets, as well as disinflationary.

The US Treasury Inflation Protection Securities (TIPS) market may be giving the Fed a clear warning on that point –
break-evens on 5-year TIPS (which reflect the market’s expectation for future inflation over the intermediate term) are
actually falling – that is the wrong direction given Fed policy objectives. Interestingly, they have been falling since the
meeting.

Exhibit 1: 5-Year TIPS Break-evens Exhibit 2: US and German Yields

Source: Bloomberg, Merrill Lynch.

Another reason why Treasury bonds look attractive right now is how good they look compared to overseas rates. Since
rates overseas have moved increasingly negative in recent months, we don’t see how higher US rates at the shorter
end will fail to draw the attention of yield-thirsty overseas buyers. A buying opportunity in those maturities may be
developing – cash on the sidelines, domestically and globally, should move into 3-year Treasuries.

Here is why: a German 3-year government Bund now yields -0.51%. A 3-year US Treasury now yields 1.08%. The
spread between the two is nearing the widest levels of the past 15 years and is unlikely to move much higher given
global conditions.
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Looking Forward

For those who believe the spread between Bunds and Treasuries will not widen further, the only support for higher
Treasury yields is a rise in German rates. We believe this is unlikely.

As for the 10-Year Treasury? Crystal balls are always foggier in longer maturities, but the spread between 10-year
Treasuries and Bunds is also at multi-year wide levels. While it would be foolhardy to call a top in 10-year yields, they
could go up a little further if stocks gain their footing. Nonetheless, given the spread between Bunds and Treasuries in
10 year maturities, we are likely closer to the top of trading range in 10-year Treasury yields rather than the bottom.

From a yield curve perspective, we believe the curve is likely to steepen – but with short rates falling more than longer
rates.

If the analysis above is wrong, and the Fed does tighten in June, it will be a sign to the world that the FOMC has not
learned from its errors. The market’s reaction to the last tightening showed that the psyche of investors is just too
fragile. Quantitative Easing is more likely to work if there is a wealth effect that bolsters consumer confidence. If the
wealth effect disappears, there is no confidence, and no recovery.

We believe that tightening would be an error as it would support a dollar rally. This would destabilize markets, put
pressure on Emerging Markets nations that have dollar-denominated debt, and pressure China to devalue again. The
Fed should know by now how destabilizing all these events could be. However, the Fed’s hands are tied – the
jawboning about tightening is to create the illusion they actually have a choice.

Jonathan Lewis
Chief Investment Officer
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PERFORMANCE AND FEES
Past performance is no guarantee of future results. Inherent in any investment is the potential for loss.
Charts and graphs herein are provided as illustrations only and are not meant to be guarantees of any return.
FIERA CAPITAL CORPORATION AND ADVISORY SERVICES IN THE U.S.
Investment advisory services for U.S. persons are provided by Fiera Capital Inc., a Delaware corporation registered as an investment adviser with
the U.S. Securities and Exchange Commission (the “SEC”). In connection with providing services to certain U.S. clients, Fiera Capital Inc. uses the
resources of Fiera Capital Corporation acting in its capacity as Fiera Capital Inc.’s participating affiliate in accordance with applicable guidance of
the staff of the SEC. A “participating affiliate” arrangement permits a non‐U.S. affiliate of an SEC‐registered investment adviser to provide
investment advisory services through such SEC‐registered adviser to U.S. clients without requiring the non‐U.S. affiliate separately to register
with the SEC as an investment adviser. These resources will specifically include, without limitation, the use of certain investment personnel. All
such personnel of Fiera Capital Corporation will be treated as persons “associated with” Fiera Capital Inc. (as that term is defined by the
Investment Advisers Act of 1940, as amended) in connection with the provision of any investment advisory services provided by such team
members to U.S. clients. Fiera Capital Corporation does not provide investment advisory services, or offer investment funds, in the United
States or to U.S. persons. Registration with the SEC does not imply a certain level of skill or training.
FORWARD-LOOKING STATEMENTS
Certain information contained in this document may constitute “forward-looking statements,” which can be identified by the use of forward-
looking terminology such as “may,” “will,” “should,” “expect,” anticipate,” “project,” “estimate,” “intend” “continue,” or “believe” or the
negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events or results or the
actual performance of the Fund may differ materially from those reflected or contemplated in such forward- looking statements.
ALLOCATIONS AND HOLDINGS
Portfolio details, holdings and allocations, and characteristics are as of the date noted and subject to change.
Information regarding the investable universe and any other securities or scenarios available for the time periods shown are not intended as an
indication of any given client’s portfolio. The information is provided to indicate premiums and discounts that have been available over time. A
client’s actual holdings, percentages, durations, and contributions may vary.
Information related to Morningstar’s Closed-End Fund universe is provided for illustrative purposes only, and may have limitations when used
for comparison or other purposes because the Morningstar universe shown may differ substantially from the holdings of any specific client.
GENERAL DISCLOSURES
This presentation is privileged and confidential and it is intended solely for the use of the person to whom it has been delivered (or persons
within the recipient’s organization) for the purpose of evaluating Fiera Capital Inc.’s business and is not to be reproduced or distributed to any
other persons (other than persons in the recipient’s organization) without the prior written consent of Fiera Capital Inc. This presentation is not
a complete summary of the terms of the investment management services offered by Fiera Capital Inc. and is qualified in its entirety by, and
must be read in conjunction with, more detailed information regarding Fiera Capital Inc., including Part 2 of its Form ADV.
Any opinions expressed in this presentation may be subject to change without notice. Although statements of fact and data contained in this
presentation have been obtained from, and are based upon, sources that Fiera Capital Inc. believes to be reliable, Fiera Capital Inc. does not
guarantee their accuracy, and any such information may be incomplete or condensed. No representation is made that the information
contained herein is accurate or complete, and it may not be relied upon as such.
Certain strategies are not currently managed in a fund context and are available in a separately managed account (SMA) format and is tailored to
the accountholder’s needs.
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