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2017 Midyear Investment Outlook

What Are You Worried About?

The top three concerns of the nearly
750 investment professionals who
responded to our survey' are what
you might expect given the saber
rattling around the globe and political
brinksmanship in D.C. However,
respondents’ bottom three concerns
should not be dismissed. Seeing
these idinsyncratic events come to
fruition, as they have in the not-so-
distant past, could pose real
challenges to portfolios. The breadih
of these worries underscores the
need for diversification to position
portfolios for the risks you anticipate
— and the ones you don't,

Top 3 Concerns
* Geopolitical tensions
= Stretched valuations in US equities

= Political gridiock in Washington
and new administration

Bottom 3 Concerns

* |ncrease in high yield defaults
= Currency violatility

= 0il price declines

GREAT EXPECTATIONS
REBUFFED

The year began with a hopeful bang but, as we near the midpoint, that energy has
begun to fade, In the first few months of 2007, a recovery in earnings growth, better
gl economic data and great expectations for an inerease in figeal spending. tax
reform and deregulation drove a rally in global risk assets. Today, the stock market
continues to give the benefit of the doubt to the global economy and the Trump
administration. However, amid a steady stream of seandaloas headlines coming out
of Washington, D.C., many investors are beginning to question how much longer the
eight-year-old bull market can last,

Instead of trumpeting big league deals and legislative achievements, today's headlines
reaud like a Tom Clancy novel—reality TV star elected president, Russian hackers

rig US election and, of course, allegations of political interference at the FBL Yet,
despite the political sound and fury, global earnings are growing, populism is fading

as demonstrated by the results of recent European elections and market volatility, as
measured by the CBOE VIX Index, remains eerily calm, still supported by easy global
monetary policy. And although valuations remain stretched, investors” appetite for
risk assets continues to be insatinhle,

The current turmoil in D.C. makes the second half of the vear that much more difficult
to forecast. We continue to expect slow global growth, low interest rates and modest
inflation. But importantly, the timing of fiscal policy, infrastructure spending, tax
reform and deregulation has become murky, meaning any impact on growth, rates amd
inflation may not materialize until at least the secomd half of 2018. In the meantime,
although global growth has improved and investor sentiment remains strong, the long-
term outlook for economic growth remains sluggish, And in the short term, there are
fiew clear catalysts for a shift back into reflation Trump trades and related investments.
To position for the continuation of the New Abnormal, we suggest investors:

@ Look beyond traditional sources to generate income,
ensuring the yield is worth the risk

s Pursue opportunities outside the US,
=  at areasonable price and a reasonable risk

’ Seek to mitigate episodic volatility due to
policy uncertainty with an allocation to gold

" A total of 721 imestment professionals complated State Straet Global Advisors’ anling midyear survsy, the goal
of which was to determine the imestment concerns and client portfiolio considerationes that were top of mind fior
irepstment professionals. Thiry surviry was fiekded in May 2017, Respondents represented a vanety of investment
prodessional segments holding a wide range of assets under management.
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TWO QUESTIONS FUEL MIXED MARKET EMOTIONS

There will be plenty to monitor and debate as the year continues to unfold, but investors
must be forward-looking. These investment decisions should be informed by answers to
two big questions we see weighing heavily on investors’ minds:

Where Is There Value?

The fact that US equities are well above their average valuations
wis not kost on our survey respondents who listed US valuations
as a top concern. But how overvalued are US stocks? Figure 1
Mustrates our examination of US equities across multiple
valuation metries over a more tham 25-vear time horizon,
spanning three bull markets and two bubble bursts. Take a

look at current valuations relative to history. Only dividend
yield falls even close to the median, or the 50 percentile, a
placement that is more likely a function of the rate environment
rather than stocks' valuations. It 15 the clear outlier in this
sample set, with the majority of the other metrics, except for
the trailing 12- month Price/Earnings, trading in the top
quartile of richness,

Figure 1: 5&P 500 Index Valuation Metrics
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Source: Bloomberg Finance LF. as of 05/18,2017. Characteristics are as of the
date indicated and are subject to change. Past performance is not a guarantes
of future resulis

With such a backdrop, where should one look for value
opportunitics? There are some in the US, namely with
Financials which trade below their 20-year average level

of price-to-hook® and represent a relative valuation play
versus the broader $&P 500 Index. Tech stocks also warrant
consideration. Even after a torrid start to 2017, they trade on
parwith their 20-vear price-to- book relative valuation versus
the S&P 500, but based on price-te-carnings, they carry a
relative valuation that is 22 percent below their 20-year
historical average to the S&F 500,*

Greater value can potentially be found eutside the US, We
suggest those leoking for capital appreciation at a reasonable
price focus their sights across the pond.

Will Low Volatility Continue?

Nearly halPway through 2017, the average level of the CEBOE
VIX Inchesc, Wall Street’s so-called “fear gauge,” is 119, cven
when factoring in the May 17 spike to 16.30 after the report of
a remo feom former FRI director James Comey relating his
conversations with President Tromp. IF the vear ended today,
the VIX would set a record for the lowest calendar year average
in Its 27-year history. This generationally low level of volatility
amidst a climate of significant political uncertainty and low
realized volatility for the S&P 500 Index suggests a low
volatility anomaly.

It's unlikely that kow volatility levels will persist, or that we

will suddenly see an extended period of high volatility, Rather,
expeect periods of episodic volatility. As shown in Figure 2, even
a8 the VIX has trended lower over the past few years, there have
been an increasing number of days where the VIX trided one
amd a half times higher than the average on the year. With levels
of political uncertainty, partisan conflict and geopolitical risk
clevated, the prospect of a tranguil summer with no fireworks
seems to be a pipedream. Especially with another congressional
debt ceiling debate looming, look for market events to push the
VIX higher at times in the second half of 2017,

Figure 2: What Has Caused Volatility Spikes?
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WHERE IS THE HERD HEADED?

In the era of Facebook and Instagram, everyone wants to know what their neighbors

are doing. The same holds true for how investors are allocating portfolios.

In response to our survey questions, investors provided insight on where they are taking portfolios and
what their expectations are for the direction of various macro variables, Thig information may be uzeful

a5 you position your portfolios,

Figure 3: How Do Investors Plan to Adjust Asset Class Exposures?
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Factors

Value and dividend exposuras seam to be the
it favored, with each gamering 20 pescent
of the votes, This is not @ surprise given that
the nead for income remams vital to portholios
and that invistors expressed concem over the
level of equity valuations, However, 32 percent
af respandents indicated that they are not
tangeting factor exposures at all, suggesting
the need for mare smart beta edwcation to
ncreass imestons” comfort with implementing
factor exposures in portfolios.

* Bloombery Finance L P, Federal Reserve Bank of 5t Lowis as of 127312016 based on calendar year price movements.

Seclors

With first guarter US gross domestic product
egistening a paltry 1.2 percent increass,
Investors are seeking growth oppartunities
within sectors. Technology, Financials and
Health Care are the most pverweight sectors,
while Utilities, Real Estate, and Energy are the
moest underweight. Notably, Tech, Financials,
and Health Care had the most fiems beating
eamings expeciations during the first quarter.

Asset Classes

In the wake of the French election, the tides
af imeestor sentiment look to be pulling
assats across tha Atlantic, with 46 percent
af respandents ovarweaighting thair Europaan
allocations, With currency volatility, oil price
declings, and the Chinese economy listed
as some of the feas! concernang issues, it is
not 3 surprisa that 44 percant ara looking 10
mcreass emenging markets (EM) exposure.
U3 Treasuries and high-yield credst are

the two segments where respondents
planned 10 decraate exposune the most

Dil, Gold, the S&P 500 & 10-Year Yield
By next year, nearly 50 percent of respondants
fonasea the 10-Year US Treasury yield to be
below 2.6 percent (2.3 percent as of 09/1217),
with the majority expecting it fo be between
2.5 and 2 B percent. So while there is an
axpectation of higher rates, nobody fears
nosebleed altitudes. Beyond rates, T percent
of respandents expect next yaar's price of oil
1o b bevween 350 and $60 a bamel ($47.94
as of 05/12/17], and 60 percent anticipate

the price af gald to be north of $1,300 an
ounce (31,229 as of 05/12/17)

Mara intiguing 15 the forecast lasd out fos

the S&P 500 Index [S&P S00), with the majority
expecting only 8 modast pice gain betwaen
2,400 and 2,500 fram the level at the time of
the surey (2,300 as of 05/12/17]. This
inficates that most see these key variables
nising n tandam, something that has happanad
just seven times in the last 50 calendar years.!
Therefoee, the odds here are not in the
respondants’ favor.

State Street Global Advisors 4
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J STRATEGIES FOR

THE NEW ABNORMAL

1. Seek Income at a Reasonable Risk
Consider looking beyond traditional sources to structure fixed income allocations to provide diversification,

4]0

e

stability and income. And pursue guality, not quantity of yield, with dividend-paying equities.

The Federal Reserve's recent rate hikes and the post-clection
wave of pro-growth, pro-cyclical and reflationary fiscal stimulus
plans have pushed bond yields higher than they were a year ago.
This uptick in rates has led most investors to be unconcerned
absout additional Fed rate hikes. In fact, only 7 percent of
respondents to our survey listed rising rates as a top concern.
However, investors did register their concerns about incomse
generation, total return and mitigating volatility, underscoring
the three major challenges facing the current bond market.

Theze challenges are quite apparent based on the roller coaster
ridde boring bonds have been on over the last eight months,
Immediately after the election, bond markets were whipsawed
with the Bloomberg Barclays US Aggregate Bond Index (Agg)
posting the worst two-week period of returns since October
2008 when the financial erisis was unfolding. OF course, this
spike in rates was more of a quick sugar high than a sustained

Figure 4: Rates Markets Have Trended Sideways
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rush, Over the last few months, as distroctions have delayed
paolicy decisions, the market has turned less than sanguine on
the prospects that all of the Trump administration’s proposed
palicy changes will be implemented. As a result, as shown in
Figure 4, measures of infation expectations have trended
sideways, vields have fallen, the term premium has turned
negative onee again and the vield curve, as measured by the
spread between the 10- and 2-year US yield, is essentially
back where it was right around the election.

Soeven though yields are higher than they were a vear ago,
there hasn't been a big uptick and yields still pale in comparison
to the average figure over the last 20 years. This extends beyond
US Treasuries and the Agg as well, as most traditional bond
segments carry a vield much lower than historic averages,
creating scarce opportunities for income generation. See

Figure 5.

Figure 5: Income Opportunities Are Scarce
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Survey Says: Investors Understand They Cannot Just Reach for Yield

In fact, respondents listed high vield as the secand highest
exposure they would decrease an allocation to. A potential
rationale? Credit spreads have become somewhat expensive,
as ghown in Figure 6, where they trade 29 percent below
their 20-year median and currently rank as low as in the
lowest 20th percentile. This richness occurs at a time when
fundamentals have improved, bt are net what we would
consider completely healthy.

What's more, a modicum of recency bias remains toward the
effect oil prices have on high-yield spreads, a notion crystalized
by an increase in the correlation of high-vield bonds and the
spot price of oil when energy prices fell in early April. 85GA%
ane-year forecast for high vield is still positive; however, the
return will most likely come from the coupon amd perhaps not
meet investors' desire for total return, as there is potentially
more downside than upside given these spread levels,

The tightening in spreads, the oscillation of bond vields and
the stalled shift from monetary bo fscal stimulis over the
past eight months underscore the challenge investors face
constructing portfolios in this Mew Abnormal.

How to Target Diversification, Stability and Income

In seeking income at a reasonable risk, we beliove fixed

income portfolios should be divided into three distinct
buckets, aimed at three objectives — diversification, stability
and income, with the core of the portfolio including all three.
Therefore, in the core, we favor active over passive in order to
balance interest and credit risks, while pursuing higher levels
of income generation than offered by the Agg. Outside the core,
we favor floating over fixed rates. And while we construct credit
brosdly for the income potential, investors may want to
consider sugmenting their credit allocation with senior loans,
as they may benefit more than fixed-rate high yield in an era of
rising rates, elevated defaultz and less-than-stellar
fundamentals.

In investors' short-duration bucket we again favor Aoating
over fixed as a potential source of income that may also mitigate
duration-induced price declines, similar to those witnessed

Figure 6: High Yield Spreads Are Tight
Basis Points.
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after the US election when the fixed rate Bloomberg Barclays
U5 Corporate 1-5-Year Index fiell 1 percent through the end of
November, while the floating rate Bloomberg Barclays US FREN
< 5 yrs Index was up 0.1 percent over the same time frame.

To put this in historical context, when the two-year yield, the
mast sensitive rate to Fed policy, increases in a given month, the
return on the one- to five-year slice of the fixed-rate corporate
bond market has risen only 53 percent of the time, averaging
0.08 percent, while returns on investment-grade floating rate
notes in the S-year and below space increased 88 percent of the
time with an average of 0.26 percent.®

Implementation Ideas
TOTL SPOR® DoubleLine® Total Return Tagtical ETF
SRLN SPOR Blackstone [ GS0 Senior Loan ETF

FLRN SPOR Bloomberg Barclays Investment Grade
Floating Rate ETF

* Bloomberg Finance LP as of 04/30/2017. Bloomberg Barclays LS Corporaie
1-5-Yiear Inchiox {fed-rate corporatesiBiloomberg Barckiys LIS FRN < 5 yrs Indgx
[Boating raies] Past pevfrmance is not & guarantes of fubure results. Index
returrs are unmaecagnd and da not reflect the deduction of ary fes of mpenses.
I‘thxptrafufgmm 5 not meant to regrasent the performance of any exchange
traded

State Street Global Advisors &



2017 Midyear Investment Outlook

On the Equity Side, Focus on Dividend Growers

The payout ratio for S&P 500 firms has increased 38 pereent
over the last three years in a linear fashion, almost matching
the amount of leverage in the system, as evident by a 33
percent increase in net debt to carnings before interest, tax,
depreciation and amortization (EBITDA) over the same period.
Payouts are now 31 percent higher than their 20-year median,
and are potentially being financed by firms taking on more
debt — o toxic cocktail if there ever was one.

Far investors searching to add a portion of income generation
to their equity bucket, dividend-paying stocks are one potential
solution, But a thoughtful approach is warranted. If income at
a reasonable rigk is a key consideration, investors should place
greater emphasis on the quality and not quantity of vield. By
examining the difference between the underlying firm’s
fundamentals, as shown in Figure 7, it is evident that dividend
growers have less leverage, higher growth prospects and lower
payout ratios than high dividend yielders, Therefore, consider

e e R P PR L DR S S — focusing on dividend growers, not the highest yielders in the

at a Reasonable Risk market, as that yield may be here today but gone tomorrow.
%
L]
= g Implementation Ideas
SDY SFOR S&P Dovidend ETF
o]
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3 mn
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Souwrcer Bloomberg Firance L.P. as of 05/18/2017. Charactanstics an as of the date
indicated and are subject tn change.

PAIR HYBRIDS TO PURSUE INCOME WITH AN EYE ON RISK

Just as hybrid cars provide drivers with efficiencies without sacrificing style or performance, investors may be
ahle to pair two hybrids to do the same for portfoliog, Convertibles are equity sensitive bonds and preferreds
are bond sensitive stocks. When combined there is the potential to generate income while transforming risk and
offering a low beta to both bonds and stocks, A 50-50 split of an index of convertible securities and preferred
stock indexed exposures has produced a source of income generation, with an index weighted average current
yield of 4.6 percent and a beta over the last 60 months of 0.42 to equities and 0.17 to bonds

IMPLEMENTATION IDEAS TO CONSIDER
CWB SPDR Bloomberg Barclays Convertible Securities ETF
PSK SPDR Wells Fargo™ Preferred Stock ETF

¥ Spdrs.com, FactSat as of 05187207 as measwad by the bata sensitivity of
8 combination of the Bloombesp LS, Comvertible Bond = SS00MM
Incezn aand Wiedls Fargo Hybrid and Predemed Securitios Aggrigate indix ko the
S&P 500 Index (equities) and the Bloombery Banclays LIS Aggregate Bond Index
(bonds]. The retures and charactenstics mherenced abovi wene achigved by
mathematically combining the actual performance of the indices as cutlined above.

Thee prformance assumes no transaction costs 50 actual esults will differ. Past
performance is not 8 guarantes of future results. inde:x retums are unmanaged and
dio not niflect thi deduction of any hees of ixpenses. Indix perfiormanc is nal
meant io represent the performance of any exchange traded fund.
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2. Pursue Opportunities Outside the US,
at a Reasonable Price and a Reasonable Risk

Valuations outside the US appear attractive, but geapalitical risks remain. Consider tactical and
strategic positions outside the US to focus on capital appreciation at a reasonable price (CARF)

and seize the day or “CARPe Diem.”

By applying a similar framework that earlier showed valuations
in the US at somewhat clevated levels, but with a simgular
metric, we see that value opportunities exist outside the

US in eurozone, developed ex-US and EM equities, Based on
price-to- book, cach of these regions is trading near or below
their 15-year median. Additionally, on a relative basis to the
S&P 500 Index, each measure is trading at a larger dizcount
than historically witnessed, as shown in Figure 8,

Figure 8: Relative Valuation Metrics for Ex-US
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Souwroe: Blgomberg Firance L.P. as of 05/18/2017. Characienstics as of the date
indicated and are subject to changa.

Value in the Eurozone

Tactically, the eurozone appears to offer attractive valuations
plus a backdrop where policy has become somewhat less
uncertain following the results of the French election, Even
after the market was gripped with "Macron Momentum,”

the eurozone still trades at a 17 percent discount bo its 15-year
miedian relative price-to-book to the S&P 500.7 Additionally,

! Bloombesy Finance LP. a3 of 05/252M7

tailwinds for growth may have emerged as lagt vear marked the
first time sinee 2008 that the curozone's GDP grew faster than
that of the US. Furthermaore, after four years of trending below
it= 2 percent target, eurozone inflation is now picking up, which
has led to better pricing power and higher profit margins for
companies in the region.

Improving growth comes on the heels of continued consumer
strength, buoyant economic sentiment and manufacturing
gains, which may further boost carnings-per-share (EPS)
growth for European companies. As shown in Figure 9, analyst
expectations for eurczone equities have been upbeat all year,
and improving, while the tide is just turning for the US, With
“Frexit™ fears abated, attractive valuations and upbeat earnings
expectations now highlight the possibility to fined value in
developed ex-US exposures with a targeted emphasis on

Europe — a rotation reinforced by our survey results.

Figure 9: EPS Growth Trends

S 500 Indea 2017 EFS EuroS TN S0 bndizs J00T EFS
1303 Fe
1393 F2-
1238 I
1353 el
1289 Ja Fils Mar Ape My m

[y an7 Hn an a7

= 2017 Anatyst Consenses EPS Estimates for S5P 500 Index
— 217 Ansbyut Comspndan EPS Extimates boe EuraSTONK 50 Indix
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jgiwen and should not be relied wpon as cernent thereafter. There is no guarantee that
the estimates will be achieved
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Developed ex-US and EM Opportunities

Our survey results also indicate a preference to look for
reasonably-priced opportunities, bevond a targeted position

in the curoeone, to include brosd-based developed ex-US and
EM allocations. Similar to those for the eurozone, analyst
expectations for earnings growth for EAFE and EM stocks
have been upbeat and improving all year. But there are some
caveats bo consider as, while policy uncertainty has been
reduced, it is by no means gone, a fact underscored by the Global
Economic Policy Uncertainty Index sitting 72 percent above its
20-year average.® The Bank of Japan is still combating bow
lewels of inflation and attempting bo rejuvenate economic
growth after a fow lost decades. And while Brexit negotiations
have yet to fully get underway, the Brexit effect has already
been felt; Great Britain’s GDP growth rose a meager 0.2 percent
in the first quarter” with trade as a drag and consumer
spending weakened.

Of course, while extending portfolios to include EAFE and EM
creates o much bigger opportunity pool, the water also gets
murkier. S0, as investors interested in broad-based core
exposures wade back into international waters, a multi-factor
smart beta approach may be ideal, az certain screens can be
efficicntly applicd to potentially formulate a better buy-and-
hold strategy for the core.

Screening can be even more critical for EM because macro
events, as they have for the better part of two years, continue
to influence performance. The Brazilian political seandal is
the latest example. Remember, too, that EM's relative valuation
figure is low because the commodity eycle bust led to years of
negative returns in the region.

Nonetheless, although our survey respendents worry about
geopolitical tensions, international growth prospects are
encouraging and valuations are attractive in a world where
value opportunities are scaree. To zero in on not only value,
but value at a reasonable risk in broad-based developed ex-US
and EM, applying a multi-factor smart beta approach to target
low-volatility firms with quality and healthy balance shects

that trade at inexpensive valuations may warrant consideration.

Implementation Ideas

FEZ SPOR EURD STOXX 50 ETF

QEFA SFOR MSCI EAFE StrategicFactors™ ETF

QEMM SPDR MSCI Emerging Markets StrategicFactors™ ETF

HARNESS OTHER POTENTIAL "VALUABLE” TRENDS WITH SECTOR-BASED SOLUTIONS

With respondents indicating that US Large Cap will be the allocation they are most likely to maintain an exposure to,
it may be time to re-evaluate positioning with sector-based solutions given that broad market valuations are elevated.

RATES, REFORMS, AND VALUE

Banks ane trading at a discount to

the broader market based on price-t9-
book,™ and may stand to benefit from the
uptick in lending rates and the patential
reduction of regulatory refoms, Congider;

INCREASING DEFENSE SPENDING

Ongaing saber rattling and the Tnamp
administration’s persistent requests
to ncrazsa dafense spending may
prowide tailwinds to EPS growth for
defense firms. Consides

GROWTH AT A REASONAELE PRICE

Tech stocks hawe suprised to the upside
at the highest rate for four congecutive
guartars and postad doubla dgit growth
rates in the last twa, 2l the while trading
at aniractive valuatsons. Consider:

KBE SPDR S&P Bank ETF XAR SPDR S&P Aerospace MTK SPOR Morgan Stanley
E Defense ETF Techmology ETF
" Bloombesyg Finance LP. a3 of 052520 7.
" Bioombesy Finance LP. a5 of D5/25/20M7.
= Elpombisg Fnance LP, & of D5E8/2017 20 year period aniabened, Broader markt i
represented by the S&P 1500 Index. Banks are reprasented by the S&P Bank Select
Inchestry Indigs:. State Street Global Advisors
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3. Look to Mitigate Episodic Volatility from Political Uncertainty

Consider an allocation to gold, which has a low historical correlation to stocks and bonds."

Thus far in 2007, the CBOE VIX Index has remained well below
the long term average of 19.6; however, as discussed earlier, this
dioesn't mean it has been a low risk environment, In fact, the
political uncertainty and gridlock emanating throughout the
miarket has bed to a divergence between risk level sentiment
mizasures, An alternative measure of market sentiment on
volatility, the CBOE SKEW Index — otherwise known as the
Black Swan Index — presents a strikingly different picture than
the VIX, clouding the current risk environment.

The CBOE SKEW Index uses out-of-the=money options to
calculate a barometer for the probability of a tail risk event.
This contrasts with the VIX, which uses a wide range of options,
including at-the-money options to estimate implied volatility.
Figure 10 illustrates that the SKEW Index has been elevated,
even as the VIX has been contained to the low to mid-teens.
With this, it is apparent that investors are willing to pay “up”

in order to hedge tail risk and remain on edge.

Divergent levels of the VIX and SKEW indices have been
observed historically. The last time was from 2004 to the
summer of 2007, when investors became concerned with high
lewels of leverage in the economy. Markets subsequently
corrected in 2008, marking the end of the US housing market
bubhle and the start of the global financial crisis. The issue
today is that over the past few yvears the Federal Reserve has
been the knight in shining armor, but is now on a path of
tightening, not loosening, policy. And given the gridloeck in D.C,,
it doesn't seem that fiscal stimulus is ready to pick up the or,
rather, the lance, Therefore, don’t be surprised if episodes of
vidatility occur and rock market sentiment, as we saw in
mid-May. Additionally, as shown in Figure 11, long VIX
pogitions (e, buvers of volatility) are in the lowest

Sth percentile and long S&P 500 futures (e, long more equity
upside) are in the 95th percentile. So, with positioning

at extremes, there does appear to be a codled spring mentality
here, something investors should mote if uncertainty spills
over into fear.

Against this backdrop of continued uncertainty, what tools are
available for investors secking to protect portfolios but remain
invested? Investors may consider diversifying their portfolios
by including & position to gold, which has a <0006 correlation to
stocks and a 0.15 correlation to bonds over the last 30 vears.™
During the recent spike in vidatility on May 17, gold showeased
its differing return patterns as the spot price rose by 1.95
percent while the &P 500 posted its worst daily return in
more than eight months.*™

Figure 10z The Divergence of Volatility
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Figure 11: Coiled Spring on Positioning
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Implementation Ideas
GLD*® SPOR Gold Shares

"' The conrelation coefficient measures the strangth and direction of a lirear
relationsiup between two varables. It measwes the degree to which the deviations
o o varabile from its maan ae rolated 10 thoss of o di ferent varable from its
respective mean. Gokd's correlation 1o the S&F 500 Index, the Bloomberg Barcays
LS Aggressate Inde 5 -0.06, 015 over the: ket 30 yiars. Index resurns refisct capital
?insan:llussss. income, and the renvestment of dnvidends. Source: Bloombery and

SGA, a3 of 04730017,

" Bloombery and S5GA, as of 04302017,

" Blgomberny Finance LP as of 05/18/2017. Past perfomance is not 8 guarames of
!uvmr{mﬂs Periormancs is nal meant 10 repesent that of any particular exchangea
traded fund.
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Glossary
Adrian Crump & Moench 10-Year Treasury Term Premium MNew York Fed
eeonomists Tobias Adrian, Rickand Crump and Emanye Moench for “ACK”) prisest
Treasury term premia estimates for matwities from one 1o ten years from 1961 to
the present. Data is svadable 31 daly and monthly frequencios, the ltter Bsing
end-of-month observations.
Beta Mesures the wolatility of a security o portfolio in relation 1o the market, with
the broad market usually measured by the S&P 500 Indes. & bata of 1 indicates the
secuity will move with the market,
Bloomberg Barclays LS. Convertible Band > S500MM Index An indax
designed 10 represent the market of LS. convertible securities, such as comartible
bands, with outstanding essue sizas greatar than $500 milion. Comvertible bonds an:
bonds that can be exchanged, 1 the option of the holder. foe 8 specific rumber of
shares of the izsuer’s prefemed stock "Frafiermed Securities™) ar common stock.
Bloamberg Barclays US Corporate 1-5 Year Index Designed 1o measwe the
performance of LIS corporate bonds that hawe a maturity of greater than o egel
te 1 year and less than 5 years.
Bloomberg Barclays ULS. Aggregate Band Index A benchmark that provides
- measure of the performance of the US dollar denominated imestment grada bond
market, which inchudes ivestment grade govermmient bonds, investment grade
mmmmmﬁm@mmmm‘@?m
scuitees and asset backed securies thal ane pubischy lor sake in the U

U5, Corparate High Yield Bond Index A benchmark that
miasures the IS corporate market of non-imistment grade, fud-rate comparate
bonds. Secuities ane classiSied az high yield if the middle rating of Moody's, Fitch,
and S&F iz Bal/BE+ BB+ of belw,
Bloombserg Barclays U5, Corporate Investment Grade Boad Index 4
benchmark eonsisting of publicly ssued LS. Corporate and specified foreign
debentures and secured nobes that ane rabed imestment grade (Baa3/BB8- o highar)
bry i keast bwo ratings agencies, have at least ona year to final maturity and have at
Isirst 5250 million par amount outstanding, To gualify, bonds mus1 be SEC-registensd.
Bloomberg Barclays LS. Dollar Floating Rate Nobte < 5 Years Index &
benchmark consisting of debn instrumients that pay a variable coupon rate, most
based on 3-month LIBOR with a fxed spread. May include US-reqistered, dollar-
denorinaed bonds of ron-UIS corporations. govesnments and sepranational entities.
Bloombery Barclays UL5. Treasary Index An indes that covers the entie LS.
WWMI by containing L. 5. Treasures wath matunties ranging from
10 30 years.
BalA Merrill Lynch US High Yield Index Tracks the perlormeance of LS dolar
denominated below investment grade corporate debt publicly iszsued in the US.
CAPE Shiller PYE The cychcally acjustid price-10-amings ratia is & valston
measure ussally applied to the US S&P 500 equity market. Dafined as price divided
bry the average of tem years of eannings (moving averagel, adpsted for inflation.
CEOE SKEW Indax A benchmark designed 1o measure the percaived risk of
exireme negative moves in LS equity markets. SKEW values calculated from
waighted strips of out-of-the-money 58P 500 opfions, rise to highes lewals as
imastors become moee fearful of 8 “black swan® event — an unexpecied event of
lange consequence
CEOE V1X Futures is a futunes confract that provides a pure play on implied
volatility independient of the direction and el of $tock prices
CEOE Volatility Index (WIX) A measure of market expectations of near-lem
volality conveyid by 58P 500 stock indix option prices.

Tha vazws esxpressad in this matersl ane th views of the SPOR ETFS and S9GA
Funds Resesrch Team and are subject 10 change bused on market and ather
conditions, Thes documen contains cenain staements that may be deemed
forward-looking statements. Phesse note that any such slatements arg not
guarantees of any futune perlormence st aciual esalts of developments may o e
mabéxially frem ehose projected. The mlormation provided does not constitae
investment achvice and il should not be relied on as such. 1 does noa 1ake into
BCCOu] ATy INVEI0NS particular iImvesiment objectives, SIralages, (i £138us of
inwsImant hegizon. You thald oonsult your 1ax and fraeial atvsor, Acthily
managed funds do not seek to rephcate the performance of 5 speafed index. An
activedy maraged hand may underperionm its benchmark. Invistments in asset
backed and morigage backed securities s subject 10 prepayment rigk wiech can
lirmit the poteraisl bor gam during & declining menest e efiroament and increises
the petential for loss in @ rising interest rate environmel, Bonds generally present
55 short-tenm risk and volatility than stocks, bel contain intenest rate risk las
inbesest rates rise. bond prices usualy Talll issuer delault risk; issuer cedit risk:
gty risk; and inflation risk. Thesi effects ane usslly promounced ko lnges-term
securities. Ay fixed ingome secusity sl or redesmed pror i maturity may be
subject 1o @ substantaal gain or sy, Whike the sheres of ETFS ane iradable o
secondany markets. they may not readdy irade in all marke conditions and may ade

CFTC Net Nom-Commercial Futeres Positions The nat of

futures positeons repomed 10 the LS. Commodity Futures Trading

and held by traders whao do not wse the futwe conbracts for hedging underbying

financial imstrumesns.

CME E-Mini 58P 500 Futures is a futues contract lmﬂrﬁgmﬂmnm-ﬂf

standard S&P futses wiich ane based on the wnderbying Standard & Poor's 500 index.

Credit Spread The difference i yield between a LS. Treasury bond and a debt

security with the same maturity but of lesser quality.

Enterprise Value/EBITDA (EWEBITDA) A populas valuation mutiple used to

miasure the value of a comparry. 1t is the most widely used valsation multiple based

on grterprise value and i often whed in conjunction with, o 35 an altennative bo, the

FE ratio to determine & comgpany's fair market value

EuraSTOXY 50 Indeor A stock inditx of Euranong stocks dsigned by STONK, an

index: provider owned by Dewtzche Birsa Geoup.

u# Tlﬂdmm Corporats debt with malrrmaam ratings
yielkds than imvestment grade corporate bonds.

MSCI EAFE Imdex An ety banchmark that captures lege- and mid-cap

reqresentation across developed market countries armund the workd, excuding

she: U5 and Canadta

MS5CI Emengimg Markets Index An equity benchmark that captwes lange and

mid-Cap pRESENIton aross Z3 emenging markets counlres. Covers approxrmately

B5% «f the free flnat-adusted market capitalization in each country,

Fayout ratio The proportion of earnings paid out as dividends 1o shareholders,

typcally enpressed as a percentage.

Price-to-Book, or P/B Ratio A valuaton meiris that Compans & company’s curme

shara rice against its book value, or the value of all its assets minus intangible

assers and habiites.

Price/Cash Flow (PACF] A stock valuation measure calculated by dividing a firm's

cash flow per share into its current shace price. Financial ansbysts often prefes o

mam:mmmwmmmmmaama

eﬂ'frmupuh

Price-to-Earnings Multiples, or F/E Ratie A valation matric that uses the ratio

M1mwsmm:mmmmw per share.

Price-to- Ellu!ﬁlm.ﬁﬂhmmmlnrmud::mhladb;dmﬁuh

company's market cap by the revenue in the most recent year: o, equivalently, divde

the per-shane stock price by the per-shanm nevwers,

S&P 500 Index A popular benchmark for LS large-cap equities that includes

WMIMMMUNMWM&MMMW%W#

of available market capitalization

WWthmTﬂlm An index is designed 10 measune

performance of B0 high yield companies within the S&P 500, htanlﬂvwmted

&0 bisit ripreient the periormance of this group, regandless of constilent sibe

SE&P High Yield Dividend Aristocrats lndex An indes of companes in the SEP

500 wha i incresarseed their dividends for 1 least 75 congecutiag years.

Smart Beta A set of imvestment strategies that use aliemative index construction

rubs seelng 1o achieve outperbarmancs over firsl-generation market capaalation-

based indices. Most smart beta indices isolate six particular “factors™ — small size,

v, g yaedd, borw wiilitibly, quality and Sermentus

Woells Fargo Hybrid and Preferred Securities Index & mocified

market capialration weighted indes compased of predered stock and securities

that an functionally equivalent 1o prefemed stock.

a1 Lnifcant decounts in penods of marke! steess. Because of thew naow Rcus,
finamcial sector funds 1end 10 be mooe volatile

Prefermed Securities are subordrated 1o bonds and other dedi instrumints. and
will bt subjic 1o grisatir crisdt risk. Bsurs of convertible securities miy nat bi:
a5 financially strong a5 thost sssuing Securities with hights credt ratings and may be
o vnesrable 1o changes in the economy, Other risks associatied with corvrtibie
band inwestments include: Call risk which i the risk that bond issurs mary negy
situritues with baghir coupon of inbisest ratiss bifons thi securily’s maturnty dabic
liguaicity risi which i the risk that cortain ypes of investments may not be possiiy
tr ell th imvestmaent at any particular time o at an acoeptable price; and
imasImEnts i diivativies, which can bir mone Sensiten 10 sudden fucietions n
inilingst rarlis of markiet prices. potintial iligadity of th markinls, &5 will 45 potential
lerss of pincipal. Bowd funels contain intenest rati risk fas interest rates rise bond
ricEes usually TllL: the risk of issaer dedault; issaer cedit risk; Bauidity risk: and
inflation risk. There 2 addtional rsks for funds that imest in mortgage-backed and
anssit-backnd socuitins nchuding the sk of issuer default; tredi nsk and inflation
risk. A “valu” style of ivisting emphasizes undenahasd companies with
characteristics for improved valuations. This style of immsting is subject so the risk
theat the valuarlions never improvee of that th retwns on “valu”™ equity Securities
iz birgs than risterns on ather Stylis of invisting of the owisall stock markil.
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|mvesting in commodities entails significant risk and i= nol approaprite for
all imvestors.

Impartant Information Relating to SPDR Gold Shares Trust ("GLD*"):

The SPDR Gold Trust "GLOD") has filed a registration statement |including a
praspectus) with the Securities and Exchange Commission ("SEC™) for the
offering ta which this communication relates. Before you invest, you should
read the prospectss in that registration statement and otfer documents GLD
has filed with the SEC far more complete information abowt GLD and this
offering, Please see the GLO prospectus for o detailed discussion of the
risks of investing in GLD shares. The GLOD prospectus is available by
clicking here. You may get these docements for free by visiting EDGAR on
the SEC website at sec.gov or by visiting spdrgoldshares.com. Alternatively,
the Trust or any authorized participant will arrange to send you the
praspectus if yow request it by calling 856,320.4053

Far more information. please contact the Marketing Agent for GLD: State
Strewt Global Advisors Funds Distributors, LLC. One Lincoln Street, Boston,
MA, 02111; T: #1 856 320 4053 spdrgoldshares.com

= Ty DBCreass a8 8 resu

fufus LLC

Before investing, consider the funds’ imvestment objectives, risks, charges
and gxpenses, To ohtain a prospectus or sammary prospectus which
contains this and other information, call 1-866-TAT-2257 or visit spdrs.com,

Read it carehully,

Mot FDIC Insured + No Bank Guarantee « May Lose Value

STATE STREET
GLOBAL ADVISORS




SPDR® GOLD TRUST has filed a registration statement (including a prospectus) with the SEC for the offering to which this
communication relates. Before you invest, you should read the prospectus in that registration statement and other documents the issuer
has filed with the SEC for more complete information about the Trust and this offering. You may get these documents for free by
visiting EDGAR on the SEC Web site at www.sec.gov. Alternatively, the Trust or any Authorized Participant will arrange to send you
the prospectus if you request it by calling toll free at 1-866-320-4053 or contacting State Street Global Markets, LLC, One Lincoln

Street, Attn: SPDR® Gold Shares, 30th Floor, Boston, MA 02111.
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