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The rapidly shifting economic outlook, precipitated by the turmoil in the banking sector, is fueling
volatility in short-term Treasuries.

Two-year Treasury yields declined over 100 basis points peak to trough in March. Hedge funds with
exposures to directional rates, especially global macro and trend-following strategies, as well as others
with exposures to these approaches—fund of hedge funds (FoHFs) and multi-strategy hedge funds—
have been the most affected by this abrupt reversal. The rapid move in yields has both managers and
models repositioning and resizing portfolios.

In early March, the Federal Reserve reiterated its commitment to raising rates in the face of rising
inflation. This led to two-year yields moving above 5% for the first time since 2007. But the banking
crisis, which started with the collapse of Silicon Valley Bank (SVB), quickly altered expectations, and
markets began discounting the potential for rate cuts by the end of the year.

Global macro managers express both relative value and directional views on interest rate changes.
Trend-following strategies had meaningful short rates exposure, given the increases in the two-year
yield over the past year, driving models to position portfolios for that trend to continue, with nuance
in their positioning driven by the time horizon of the trend-following signal utilized, along with other
factors. This exposure underscored the prevailing market dynamic as SVB collapsed.

At NEPC, the short-term impact on March's month-to-date returns have not altered our view on the
role of global macro strategies as strong portfolio diversifiers over a full economic cycle. The sudden
reversal in rates confirms our position that intermediate-to-long-term trend-following strategies typically
struggle when a trend abruptly changes.

We believe the full impact of rate volatility is very much still in flux and could present additional
opportunities going forward, creating pockets of value for both fixed-income relative-value and currency
investors. For more details or if you have any questions, please contact your NEPC consultant.
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https://www.ft.com/banks-in-turmoil
https://www.federalreserve.gov/

IMPORTANT DISCLOSURES

Past performance is no guarantee of future results.

All investments carry some level of risk. Diversification and other asset allocation techniques do not ensure profit
or protect against losses.

This memo should not be considered customized investment advice. Please contact NEPC for advice specific to
your investment program.

The information in this report has been obtained from sources NEPC believes to be reliable. While NEPC has
exercised reasonable professional care in preparing this report, we cannot guarantee the accuracy of all source
information contained within.

The opinions presented herein represent the good faith views of NEPC as of the date of this report and are subject
to change at any time.
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