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Losing Faith in the Fed

The outcome of the Federal Reserve's December meeting
unleashed a tidal wave of volatility in the financial markets.
While raising its target rate 25 basis points and indicating
“some further gradual increases” are warranted, the Fed
stoked concerns that it is ignoring market signals indicating
the U.S. economy is cooling to a point where additional rate
hikes may jeopardize the second longest economic expan-
sion in U.S. history. As a result, equity markets were down
sharply, and Treasury yields were considerably lower in the
aftermath of the meeting.

Although the U.S. economy may be cooling, it is far from
collapsing. Despite the sharp decline in the stock market,
a government shutdown, and unprecedented open criti-
cism of the Fed from President Trump, consumer spending
appeared quite strong over the holiday season. With the
unemployment rate historically low and wages on the rise,
December's Fed rate hike was largely anticipated. However,
the storm clouds on the horizon have given the market, but
not the Fed, pause.

The laundry list of market concerns is well known from on-
going trade tensions between the U.S. and China to the re-
cent U.K. vote on a Brexit deal and the budget showdown
between President Trump and Congress. The market craves
clarity, and in its absence, volatility typically ensues. The
Fed's dubious track record forecasting economic growth
and the lag in which monetary policy works have the mar-
kets concerned a policy error may occur.

Having acknowledged the need to monitor global economic
and financial market events, it would be hard for the Fed
to ignore the negative sentiment at year end. While the
Fed may forge ahead with additional rate hikes in 2019, the
impression that monetary policy is on auto-pilot has dent-
ed the market’'s confidence. If the Fed were to convey a bit
more flexibility, it may find the road a bit less bumpy as we
kick off the new year.

Treasury Yields

MATURITY 1/7/19 12/718 CHANGE
3-Month 2.366% 2.386% -0.020%
6-Month 2.502% 2.533% -0.031%
1-Year 2.567% 2.676% -0.108%
2-Year 2.520% 2.11M% -0.191%
3-Year 2.500% 2.7113% -0.213%
5-Year 2.519% 2.689% -0.170%
10-Year 2.682% 2.845% -0163%
30-Year 2.980% 3.140% -0.160%
Source: Bloomberg

Agency Yields

MATURITY 1/4/19 12/7/18 CHANGE
3-Month 2.514% 2.41% 0.103%
6-Month 2.603% 2.525% 0.078%
1-Year 2.709% 2.674% 0.035%
2-Year 2.584% 2.783% -0.199%
3-Year 2.576% 2.809% -0.233%
5-Year 2.662% 2.873% -0.211%

Source: Bloomberg

Commercial Paper Yields (A-1/P-1)

MATURITY 1/4/19 12/7/18 CHANGE
1-Month 2.480% 2.350% 0.130%
3-Month 2.710% 2.680% 0.030%
6-Month 2.830% 2.850% -0.020%
9-Month 2.900% 2.990% -0.090%

Current Economic Releases

Source: Bloomberg

DATA PERIOD VALUE
GDP QoQ Q3'18 3.40%
US Unemployment Dec '18 3.90%
ISM Manufacturing Dec 18 5410
PPI YoY Nov ‘18 1.60%
CPI YoY Nov 18 2.20%
Fed Funds Target Jan. 7, 2019 2.25% - 2.50%

Source: Bloomberg

Data unaudited. Many factors affect performance including changes in market conditions and interest rates and in response to other economic, political, or financial developments. Investment involves risk including the possible loss of
principal. No assurance can be given that the performance objectives of a given strategy will be achieved. All comments and discussions presented are purely based on opinion and assumptions, not fact. These assumptions may or may
not be correct based on foreseen and unforeseen events. The information presented should not be used in making any investment decisions. This material is not a recommendation to buy, sell, implement, or change any securities or
investment strategy, function, or process. Any financial and/or investment decision should be made only after considerable research, consideration, and involvement with an experienced professional engaged for the specific purpose. Past
performance is not an indication of future performance. Any fii ial and/or inv ision may incur losses.
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Fund Highlights as of December 31, 2018 (unaudited)

Participant Breakdown

Schools, School Boards, & Universities
$368,828,767.81 19.98%

Sheriff's Offices
$151,834,878.08 8.22%

Utilities
Retirement Systems $62 537,795.78 3.39%

$91,675,065.49 4.97% Assessor's Office

$61,091,217.46 3.31%
Clerks of Court
$33,209,509.33 1.80%
Convention And Visitors Bureau
/ $11,699,910.65 0.63%
District Courts, Judges, & Attorney's Offices
$16,287,325.42 0.88%
4

Fire Districts

\515 ,997,829.24 0.87%
K Hospitals

Recreation Districts

$10,515,840.89 0.57% \

Port Commissions/Levee Districts —
$209,023,775.04 11.32%

$35,651,861.88 1.93%

Libraries
$8,853,452.01 0.48%

Police Juries
$233,149,885.51 12.63%

\ Municipalities
$406,602,360.45 22.02%

Other Public Entities /

$129,250,800.10 7.00%

Portfolio Breakdown

U.S. Government
Agency Securities

0,
31.94% Month Avg Monthly Yields** Month Ending Net Assets
Oct-18 2.18% $1,828,938,850
Commercial Paper Repurchase Nov-18 2.28% $1,780,137,036
A-1/P P — Agreements Dec-18 2.35% $1,842,142,044
B 20.47% i A
: 0 ** Yijelds as of the last day of the month
\; Bank Deposits
Commercial Paper 0.16%
A1+/P- _/
30.33%

Performance results are shown net of all fees and expenses and reflect the reinvestment of dividends and other earnings. Many factors affect performance including changes in market conditions and interest
rates and in response to other economic, political, or financial developments. Investment involves risk, including the possible loss of principal. No assurance can be given that the performance objectives of
a given strategy will be achieved. Data Unaudited. All comments and discussion presented are purely based on opinion and assumptions, not fact. These assumptions may or may not be correct based on
foreseen and unforeseen events. The information above is not a recommendation to buy, sell, implement, or change any securities or investment strategy, function, or process. Any financial and/or investment
decision should be made only after considerable research, consideration, and involvement with an experienced professional engaged for the specific purpose. Past performance is not an indication of future
performance. Any financial and/or investment decision may incur losses.
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