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2019 Currency Outlook

FX volatility increased in 2018, impacted by influential global events that
transpired throughout the year: trade wars and rhetoric, emerging market
contagion, Brexit, mid-term elections and instability within the political

climate in the United States and elsewhere. Uto Shinohara, CFA

Managing Director

FX volatility increased in 2018, impacted by influential global events that transpired
throughout the year: trade wars and rhetoric, emerging market contagion, Brexit, mid-term
elections and instability within the political climate in the United States and elsewhere.

The J.P. Morgan Global Volatility Index rose 21.7% in 2018, with many intra-year swings
along the way (Figure 1). Across the major regions, currency movements were episodically
substantial, exhibited by the increased global volatility previously mentioned. The strength
of the US dollar was reflected by the 4.4% appreciation in the DXY - US Dollar Index
(Figure 2). Broad weakness across commodities, as seen in a -12.4% drop in the CRB Index,
caused a corresponding weakness in commodity-based currencies such as the Australian
and Canadian dollar (Figure 3). With fluctuating risk-on / risk-off environments, the Swiss
franc and Japanese yen showed episodes of strength as a safe haven currency during times
of uncertainty.! Euro and sterling felt the weight of the Brexit negotiations, while emerging
market contagion had reverberations across major markets.?

FIGURE 1: JPM FX GLOBAL VOLATILITY INDEX
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Source: Bloomberg. Chart time: 1 January 2018 to 31 December 2018. Past performance is not necessarily indicative of future results. Actual results may
materially differ.

The information contained herein is intended for institutional clients, Qualified Eligible Persons, Eligible Contract Participants, or the equivalent classification in the recipient’s jurisdiction, and is for informational
purposes only. Nothing contained herein constitutes an offer to sell an interest in any Mesirow Financial investment vehicle. It should not be assumed that any trading strategy incorporated herein will be profitable
or will equal past performance. Please see the disclaimer at the end of the materials for important additional information.
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FIGURE 2: US DOLLAR INDEX
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Source: Bloomberg. Chart time: 1 January 2018 to 31 December 2018. Past performance is not neces-

sarily indicative of future results. Actual results may materially differ.

FIGURE 3: CRB COMMODITIES INDEX / AUD / CAD
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Source: Bloomberg. Chart time: 1 January 2018 to 31 December 2018. Past performance is not neces-

sarily indicative of future results. Actual results may materially differ.

FIGURE 4: AUDJPY
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Source: Bloomberg. Chart time: 1 January 2018 to 31 December 2018. Past performance is not neces-

sarily indicative of future results. Actual results may materially differ.

Passive risk management reduced the currency volatility in
Mesirow Financial’s passive mandates by hedging against
the currency swings that affected our broad base of client
portfolios. While the return impact of the passive hedges
was positive or negative depending upon the base currency
and exposures in each mandate, efficient implementation of
the hedges successfully reduced portfolio volatility in a year
where significant movements impacted many portfolios.

Passive plus and active risk management solutions provided
opportunities for downside protection or participation in
currency gains, dependent upon the client- and region-
specific backdrop. The strength that the US dollar exhibited
in 2018 provided downside protection opportunities for
our active overlay USD-based portfolios with unhedged
benchmarks through directional hedges. Across other
regions with mandates employing unhedged benchmarks,
the rise in the US dollar highly influenced foreign exposure
appreciation, where participation in meaningful currency
gains was evident in our GBP, EUR and CAD mandates, with
less appreciation seen in CHF portfolios. While mandates
with hedged benchmarks allow for both short and long active
positions, CHF-based portfolios experienced more back-
and-forth movements than their CAD-based counterparts,
allowing for trading opportunities on both sides whereas
CAD-based exposures were more one-directional in
movement, with limited opportunity on the downside.

While 2019 promises to clarify questions heading into the
new year, continued political and economic uncertainty
across regions as well as their fiscal and monetary positions
factor into the price movements and volatility paths we will
see in the new year. The start of 2019 has already seen a
spike in volatility, as a confluence of events led to the flash-
crash in JPY-crosses on January 3rd.® Apple's warning about
demand for iPhones from China amid the US-China trade
war stoked fears of pushing the global economy towards
recession.® Liquidity, already thin during the North American-
Asian crossover, was even thinner as Japan was on holiday.?
The market reaction, likely spurred on by algorithmic program
trading, was to sell the JPY-crosses, with prices crashing
within minutes before partially reverting to more reasonable
levels.® The yen appreciated close to 8% against Australian
dollar, breaking through the 72-resistance level that had not
been seen since 2009 (Figure 4).

The information contained herein is intended for institutional clients, Qualified Eligible Persons, Eligible Contract Participants, or the equivalent classification in the recipient’s jurisdiction, and is for informational
purposes only. Nothing contained herein constitutes an offer to sell an interest in any Mesirow Financial investment vehicle. It should not be assumed that any trading strategy incorporated herein will be profitable
or will equal past performance. Please see the disclaimer at the end of the materials for important additional information.
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With a Brexit resolution due in the first quarter, uncertainty
over the look of the final deal and its repercussions will likely
continue to bring volatility to the FX market. The volatility
potential of Brexit is reflected in the spikes in the JPM FX
Global Volatility Index during the referendum in June 2016
(Figure 5).

Emerging market FX volatility peaked in mid-2018 with levels
last witnessed during the Global Financial Crisis in 2008, as
seen in the EM / G7 Volatility Ratio below. Though levels
have reverted to more recent averages, volatility can increase
very quickly when contagion is spreading (Figure 6).

Should the coming year bring US dollar weakness due to an
environment of US interest rate hike slow-downs and cooling
growth, USD-based clients would look to passthrough
foreign currency gains while non-US clients would likely

find ample opportunity to hedge against the weakness

of their largest exposure. Though passive plus and active
overlay applications are benchmark dependent with respect
to the hedging opportunities available, volatility reduction
and downside protection are consistent focal points of

these dynamic strategies. Identifying opportunities across
various regimes and time horizons allows for adaptively
trading in the most beneficial backdrops. While passive risk
management will continue to reduce currency volatility in all
regions, those outside of the US are facing a carry penalty by
hedging their USD exposures. While currency volatility is the
higher magnitude risk, optimizing efficiencies, trading costs
and tenors are an emphasis to help alleviate some of the pain
from the carry penalty (Figure 7).

We wish everyone a happy and healthy 2019 and look
forward to effectively managing the uncertainty introduced
into diversified portfolios by the currency risk found in our
clients’ international investments.

FIGURE 5: JPM FX GLOBAL VOLATILITY INDEX
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Source: Bloomberg. Chart time: 1January 2018 to 31 December 2018. Past performance is not neces-
sarily indicative of future results. Actual results may materially differ.

FIGURE 6: EM / G7 FX VOLATILITY RATIO INDEX
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Source: Bloomberg. Chart time: 1January 2018 to 31 December 2018. Past performance is not neces-
sarily indicative of future results. Actual results may materially differ.

FIGURE 7: CENTRAL BANK RATES
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Source: Bloomberg. Chart time: 1January 2018 to 31 December 2018. Past performance is not neces-
sarily indicative of future results. Actual results may materially differ.

Past performance is not necessarily indicative of future results. Certain performance information provided above is gross of fees and does not reflect the deduction of advisory fees. The performance information
provided above is supplemental. Please refer to the final pages for GIPS Reports and complete performance information, including net, and other important information, including benchmark descriptions.
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About Mesirow

Mesirow is an independent, employee-owned financial
services firm founded in 1937. Headquartered in Chicago,
with locations around the world, we serve clients through

a personal, custom approach to reaching financial goals

and acting as a force for social good. With capabilities
spanning Global Investment Management, Capital Markets &
Investment Banking, and Advisory Services, we invest in what
matters: our clients, our communities and our culture.

To learn more, visit mesirow.com or contact Joseph Hoffman
at 312.595.7019 or joseph.hoffman@mesirow.com.
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Mesirow Currency Management (“MCM”) is a division of Mesirow Financial Investment Management,
Inc. ("MFIM") a SEC registered investment advisor, a CFTC registered commodity trading advisor and
a member of the NFA. The information contained herein is intended for institutional clients, Qualified
Eligible Persons and Eligible Contract Participants and is for informational purposes only. This infor-
mation has been obtained from sources believed to be reliable but is not necessarily complete and
its accuracy cannot be guaranteed. Any opinions expressed are subject to change without notice. It
should not be assumed that any recommendations incorporated herein will be profitable or will equal
past performance. Mesirow does not render tax or legal advice. Nothing contained herein constitutes
an offer to sell or a solicitation of an offer to buy an interest in any Mesirow investment vehicle(s). Any
offer can only be made through the appropriate Offering Memorandum. The Memorandum contains
important information concerning risk factors and other material aspects of the investment and should
be read carefully before an investment decision is made.

Currency strategies are only suitable and appropriate for sophisticated investors that are able to lose
all of their capital investment.

This communication may contain privileged and/or confidential information. It is intended solely for
the use of the addressee. If this information was received in error, you are strictly prohibited from
disclosing, copying, distributing or using any of this information and are requested to contact the sender
immediately and destroy the material in its entirety, whether electronic or hardcopy.

Certain strategies discussed throughout the document are based on proprietary models of MCM's or its
affiliates. No representation is being made that any account will or is likely to achieve profits or losses
similar to those referenced.

Performance pertaining to the Currency Risk Management Overlay strategies is stated gross of fees.
Performance pertaining to the Currency Alpha and Macro strategies may be stated gross of fees or
net of fees. Performance information that is provided net of fees reflects the deduction of implied
management and performance fees. Performance information that is provided gross of fees does not
reflect the deduction of advisory fees. Client returns will be reduced by such fees and other expenses
that may be incurred in the management of the account. Simulated model performance information
and results do not reflect actual trading or asset or fund advisory management and the results may not
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reflect the impact that material economic and market factors may have had, and can reflect the benefit
of hindsight, on MCM’s decision-making if MCM were actually managing client's money in the same
manner. Performance referenced herein for Currency Risk Management Overlay strategies prior to May
2004, the date that the Currency Risk Management team joined Mesirow Finandial, occurred at prior
firms. Performance referenced herein for Currency Alpha and Macro strategies prior to October 1, 2018,
the date that the Currency Alpha and Macro Strategies team joined Mesirow Financial, occurred at
prior firms. Any chart, graph, or formula should not be used by itself to make any trading or investment
decision. Any currency selections referenced herein have been included to illustrate the market impact
of certain currencies over specific time frames. The inclusion of these is not designed to convey that
any past spedific currency management decision by MCM would have been profitable to any person. It
should not be assumed that currency market movements in the future will repeat such patterns and/or
be profitable or reflect the currency movements illustrated above.

Comparisons to any indices referenced herein are for illustrative purposes only and are not meant to
imply that a strategy's returns or volatility will be similar to the indices. The strategy is compared to the
indices because they are widely used performance benchmarks.

JP Morgan Global FX Volatility Index is an index that tracks options on currencies of major and develop-
ing nations by following aggregate volatility in currencies based on three-month at-the-money forward
options.

JP Morgan G7 FX Volatility Index is an index tracks options on currencies of major nations by following
aggregate volatility in currencies based on three-month at-the-money forward options.

JP Morgan EM FX Volatility Index is an index tracks options on currencies of developing nations by
following aggregate volatility in currencies based on three-month at-the-money forward options.

The indexes are designed to allow investors to measure aggregate risk premiums in currency markets,
calibrate trading strategies and express views on volatility as an asset class.

Emerging Market / G7 FX Volatility Ratio is the ratio of JP Morgan G7 FX Volatility Index vs. JP Morgan
EM FX Volatility Index.

The U.S. Dollar Index (USDX, DXY, DX) is an index (or measure) of the value of the United States dollar
relative to a basket of foreign currencies, often referred to as a basket of U.S. trade partners’ currencies.

CRB Index The Commaodity Research Bureau (CRB) Index acts as a representative indicator of today’s
global commodity markets. It measures the aggregated price direction of various commodity sectors.
The index comprises a basket of 19 commodities, with 39% allocated to energy contracts, 41% to agri-
culture, 7% to precious metals and 13% to industrial metals.

Mesirow refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The
Mesirow name and logo are registered service marks of Mesirow Financial Holdings, Inc., © 2021,
Mesirow Financial Holdings, Inc. All rights reserved. Investment management services provided through
Mesirow Financial Investment Management, Inc., a SEC registered investment advisor.
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