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Emerging Markets Recovery: Resilient
Despite Tariff Concerns

Over the past couple of weeks, RiverFront’s tactical team reinvested the cash raised in risk
management moves back in early February. The reinvestment was predicated on the output of
the tactical team’s sentiment and momentum models, which indicated better than average
probabilities for market gains in the next 3 months. RiverFront allocated part of those funds into
emerging market (EM) equities. RiverFront is now overweight EM stocks relative to our baseline
benchmarks across most of our asset allocation portfolios. For information on specific portfolio
allocations, please visit www.riverfrontig.com.

There are three reasons we want to add to EM:

Chris Konstantinos, CFA
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One encouraging sign for EM equities, in our opinion, has been the message of the market itself.
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Past performance is no guarantee of future results.

This positive relative strength is a far cry from the ‘submerging markets’ theme that dominated from 2011-2016, when EM was
an underperforming asset class. ‘Resurging Markets’ might be a better name for the economic and stock market strength since
Chinese and global growth accelerated in mid-2016.

EMERGING MARKET MACROECONOMY REMAINS SOLID, IN OUR VIEW

As shown in the chart on page 2, the trajectory of EM economies continues to be on an upswing, judging by the Citigroup
Economic Surprise Index (CESI). Calculated daily, a positive reading on the emerging market CESI suggests that economic
releases in the region have been on balance beating the consensus expectation from economists just prior to the release.
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A lot of this recent strength has to do with Emerging Markets Citigroup Economic Surprise Index (CESI)
positive trends in China, the lynchpin of EM. 0 - : : :

China is not only the single largest weighting in
EM indices (at ~30% of the MSCI EM index),
but also the world’s second largest economy.
It is also the economic celestial body that
nearly everything else in EM revolves around; 5

whether it's the commodity-based economies

of Latin America, Eastern Europe and Africa, I )
or the China-focused manufacturing and 0 A }
exporting ecosystem of north and south-east

Asia. 20

From an earnings perspective, the MSCI
Emerging Markets index is now expected to
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aggregate are growing more optimistic about Past performance is no guarantee of future results.

earnings growth in EM going forward, even after its very strong 2017 performance.
TRADE PROTECTIONISM AND ITS POTENTIAL EFFECTS ON CHINA AND EM

EM had a very rough week last week, dropping nearly 5% on concerns about an escalating ‘trade war’ between China and the
US. First it was washing machines and solar cells; then it was steel and aluminum; last week it was Chinese technology. The
Trump administration has been looking to make good on its campaign promises of getting tough on global trade, especially
with China, and the stock market has been on the razor’s edge ever since. You can count us among those who believe that
true trade wars are neither ‘good’ nor ‘easy to win’, and a major facet of our bear-case scenario in our 2018 Outlook dealt with
trade friction that spills over into the real economy.

However, we would encourage everyone to take a deep breath before declaring the end of the equity bull market due to trade
concerns. To put the current trade discussion into perspective; the $50-60B of tariffs threatened last week against China
amount to slightly more than a tenth of China’s total goods exports to the US (Source: Capital Economics). This is certainly
enough to get China’s attention — and it did - but not big enough to set off a trade-induced global economic meltdown, in our
opinion. Citigroup estimates that even a 45% tariff on $60B of Chinese goods would only lower China’s GDP by around a
qguarter of a percent, which is likely manageable in an economy growing well over 6%.

The announcements from the US, and the ‘retaliatory’ moves threatened by China later on Thursday, were both designed for
maximum headline effect - long on rhetoric, but short on detail. We think this is by design, as it allows both nations plenty of
negotiation room. There is precedence for this approach. For instance, much was made initially of the steel and aluminum
tariffs leveled by the US at the close of the recent round of NAFTA negotiations on March 8, yet subsequently Canada, Mexico,
South Korea, Argentina, Brazil, Australia and the European Union were all exempted. US Commerce Secretary Wilbur Ross
admitted as much in a Bloomberg quote from March 22: “We will end up negotiating these things rather than fighting over
them, in my view”. Over the weekend, rhetoric with China has softened, with high-level conversations occurring between the
two powers. The Wall Street Journal on Sunday quoted Treasury Secretary Steve Mnuchin as saying, “we are having very
productive conversations with them (the Chinese.)’

One last point we feel compelled to make is that China deserves scrutiny for their trade practices and US trade relations with
China are overdue for an overhaul, in our view. According to the US Trade Representative (USTR) report released on 3/22,
China has engaged in unfair trading practices and exploitation of US intellectual property for years. Furthermore, in a recent
Goldman Sachs report, China was singled out as a country that not only runs a large bilateral trade surplus with the US, but
also enforces an asymmetric tariff system, where Chinese tariffs on US goods and services are significantly higher than US
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tariffs on Chinese goods and services. In contrast, other countries with large trade surpluses like Japan and Germany, apply
tariffs on US goods and services that are mostly symmetric with US tariffs. Thus, the Administration’s threat of a trade war with
China may be a logical and effective tool, albeit a nerve-wracking one for markets, to win fairer trade for US companies.

WHAT IF WE ARE WRONG?

A major part of our job as asset managers and strategists is to try and make sense out of times like these. We attempt to apply
logic, reason, and the careful and disciplined study of the past, in order to try and infer what could happen in the future.
However, these are volatile and fluid times, and we recognize that market sentiment can overwhelm even logical, rational
views. We also recognize, with humility, that the market is the final arbiter of what view is ‘right’ or ‘wrong’.

Thus, RiverFront employs a disciplined risk management process that can override our fundamental views, if the message of
the market is unequivocally in opposition to them. Risk management helps us to be objective about our decisions in times of
stress, and we believe it is a valuable part of our overall process.

Important Disclosure Information:

The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Past results are no
guarantee of future results and no representation is made that a client will or is likely to achieve positive returns, avoid losses, or
experience returns similar to those shown or experienced in the past.

Information or data shown or used in this material is for illustrative purposes only and was received from sources believed to be
reliable, but accuracy is not guaranteed.

CESI: the Citigroup Economic Surprise Indices are objective and quantitative measures of economic news. They are defined as weighted
historical standard deviations of data surprises (actual releases vs Bloomberg survey median). A positive reading of the Economic
Surprise Index suggests that economic releases have on balance [been] beating consensus. The indices are calculated daily in a rolling
three-month window. The weights of economic indicators are derived from relative high-frequency spot FX impacts of 1 standard
deviation data surprises. The indices also employ a time decay function to replicate the limited memory of markets.

When referring to being “overweight” or “underweight” relative to a market or asset class, RiverFront is referring to our current
portfolios’ weightings compared with the portfolios’ composite benchmarks. For more information on our composite benchmarks, please
visit our website: www.riverfrontig.com.

Portfolio weightings discussed are as of the date of this publication and subject to change.

RiverFront Investment Group, LLC, is an investment adviser registered with the Securities Exchange Commission under the Investment
Advisers Act of 1940. The company manages a variety of portfolios utilizing stocks, bonds, and exchange-traded funds (ETFs). RiverFront
also serves as sub-advisor to a series of mutual funds and ETFs. Opinions expressed are current as of the date shown and are subject to
change. They are not intended as investment recommendations.

RiverFront is owned primarily by its employees through RiverFront Investment Holding Group, LLC, the holding company for RiverFront.
Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an indirect owner of
RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated (“Baird”), a registered broker/dealer and investment
adviser.

These materials include general information and have not been tailored for any specific recipient or recipients. Accordingly, these
materials are not intended to cause RiverFront Investment Group, LLC or an dffiliate to become a fiduciary within the meaning of
Section 3(21)(A)(ii) of the Employee Retirement Income Security Act of 1974, as amended or Section 4975(e)(3)(B) of the Internal
Revenue Code of 1986, as amended.

Technical analysis is based on the study of historical price movements and past trend patterns. There are no assurances that movements
or trends can or will be duplicated in the future.

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those
markets and their issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks
and emerging markets risks as described further below.
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Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s
investments. Such currency movements may occur separately from, and/or in response to, events that do not otherwise affect the value
of the security in the issuer’s home country. Also, the value of the portfolio may be influenced by currency exchange control
regulations. The currencies of emerging market countries may experience significant declines against the U.S. dollar, and devaluation
may occur subsequent to investments in these currencies by the portfolio.

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are
considered speculative and subject to heightened risks in addition to the general risks of investing in non-U.S. securities. Also, inflation
and rapid fluctuations in inflation rates have had, and may continue to have, negative effects on the economies and securities markets
of certain emerging market countries.

Using a currency hedge or a currency hedged product does not insulate the portfolio against losses.
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