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INTRODUCTION

After a volatile first quarter of 2016, global equity and bond markets regained their
footing and finished in positive territory for the year. European equities were the regional
exception, with the MSCI European Index posting negative returns through November.
Although markets overall generated positive returns for investors in 2016, the path
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to achieving those returns was bumpy. The value of active management continued to be
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debated for much of the year, as passive indices outperformed in the early months. More
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recently, it appears that active managers – both long only and hedge funds – have had the
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upper hand.
In 2016, most of our managers navigated the challenging landscape extremely well
with strong security selection and dynamic risk management. Because 50 South Capital focuses on identifying talent early,
many of our managers have a smaller asset base, giving them a wider opportunity set and allowing them to nimbly navigate
the risks associated with crowded trades and poor market liquidity. We believe our managers’ ability to dynamically shift
risk is a key differentiator in our program.
2016 STRATEGY REVIEW

2016 was a challenging year for the hedge fund industry, but we are pleased with our programs. Further analysis reveals that
we generated value both through strong manager selection and allocation decisions.
Due to a number of global uncertainties, our 2016 forecast called for range-bound markets with higher volatility.
Concerns were broad-based and included an economic slowdown in China, uncertainties in the European Union with
the Brexit vote, Greek debt relief, Spanish elections and Italian bank recapitalization. In a number of countries, including
the U.S., populist political movements were reshaping the political and economic landscape, leading to impacts we
believe will affect capital markets for years to come.
While we were incorrect in our belief that equity markets had limited upside, combating higher volatility served us well
throughout the year. Our event managers led the way as we shifted a portion of our equity event-oriented strategies towards
credit early in the year based on wider spreads and an improved opportunity set. Our second-leading strategy was equity
long/ short. A shift towards lower beta and more opportunistic trading-oriented managers stood out as differentiators.
And while our healthcare specialists faced challenges as a result of election rhetoric, this was offset by strong performance
coming from energy specialists. Overall, we were pleased with stock selection and active risk management from our equity
managers. Investments in Latin America, Asia and Canada contributed to our macro and relative value strategies. Although
we typically view these strategies as risk dampeners or diversifiers, they proved to be additive in 2016.
It is important to note that our growing high-quality investor base has allowed us to play offense when many of our
peers have been playing defense. This has given our business a meaningful competitive advantage. Often, when investment
managers are faced with a poor short-term run of performance that leads to investor outflows, they must alter the way
they take risks in their portfolios and businesses. In contrast, the stability of our investor base has proven attractive to
the long-term investment focus of hedge fund managers. This has allowed us to be opportunistic in allocating to unique
opportunities throughout the year and has helped us negotiate capacity, better fees and fair terms with underlying managers.
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2017 OUTLOOK

Given the events of 2016, we believe 2017 may be a year of significant change in politics, the economy and the markets.
Anticipated rising rates, extended equity valuations and policy changes could present an interesting backdrop for hedge
fund strategies. With monetary policy hitting practical limits around the world, we have questioned whether politicians
will step up to open the fiscal taps in order to spur economic growth. In the U.S., fiscal stimulus in the form of tax cuts
and infrastructure spending will likely become a reality in 2017, something the markets have not seen in a decade. Fiscal
spending has the potential to spur growth of gross domestic product (GDP), which would allow the Federal Reserve (the
Fed) to raise rates more quickly than previously forecasted. A normalized rate policy would give rise to greater dispersion
across asset classes and sectors and be positive for active management and, more specifically, hedge fund strategies. While
these policies should be positive for risk markets globally, the increasing anti-trade protectionism around the world could
serve as a tax on the global economy while increasing prices for consumers. How these countervailing forces converge
is impossible to determine at this point. Therefore, we are maintaining a balanced and liquid risk profile, favoring
idiosyncratic company risk rather than significant market risk; this should allow us to weather near-term market noise
and to be prepared to reposition towards favorable trends.
2017 ALLOCATION OUTLOOK

As we prepare for 2017, we continue to focus on many of the same risks that affected markets in 2016. Global growth is likely
to gain momentum, albeit unevenly around the world. U.S. consumption remains robust, and positive U.S. data gives the Fed
the scope to raise interest rates in 2017 at a pace faster than forecasted just six months ago. Global monetary policy, while
less dovish than in years past, should remain very accommodative. What has changed is the pro-growth fiscal platform
described earlier. While in the long term we believe this will be positive for the U.S. and global economy, specific policy
is still undefined. Until the size and pace of U.S. fiscal policy initiatives are better outlined, we will continue to focus on
opportunistic and more neutrally oriented managers that can add value on both the long and short sides of their portfolios
in equity, event and relative value strategies.
We are likely to take a pause in building our credit allocations further. Spreads tightened considerably during 2016 and,
given that we are not expecting significant defaults in the near-term, we plan on waiting patiently for a better entry point.
However, we believe that a pro-business administration in the U.S. and an accelerating economic growth environment will
contribute to opportunities in equity event situations. Therefore, we are evaluating the potential for increasing event equity
exposure, including post-restructured and select merger arbitrage situations.
The last notable change could come in the global macro sector. As readers of our newsletters, you are aware that, over
the last two years, we have made a distinct shift from developed markets to emerging market macro strategies, a decision
that has been additive to returns in 2016. With populist political movements shaking the status quo in the U.S., Europe
and Latin America, we believe the opportunity set could improve for developed market macro managers. A stronger U.S.
dollar and greater trade protectionism could serve as a headwind for long-biased emerging market strategies. As a result,
we are shifting our macro-sourcing priorities from emerging markets to developed markets. However, macro managers
that can take advantage of dislocations in emerging markets from both the long and short sides will still have a valuable
role in the portfolio.
We are excited for the opportunities we see ahead. We believe our team, process and culture give us an edge in allocating
to the hedge fund managers designed to take advantage of these opportunities.
LEARN MORE

To learn more please visit www.50SouthCapital.com or email IR@50SouthCapital.ntrs.com.
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2017 HEDGE FUND OUTLOOK SUMMARY

Strategy

Outlook

Conviction
HIGH

Long/Short Equity

A higher dispersion and lower correlation environment in equity markets is typically
favorable for fundamental stock pickers. After several years of an unfavorable backdrop for
active management, we have increased expectations for a sharp reversal in these two key
trends amid a transition in policy. Therefore, we continue to focus on fundamentally biased
managers that can demonstrate alpha generation on both sides of their portfolios, favoring
hedge funds with unique short selling expertise. We have a preference towards specialist
managers in technology media and telecommunications, energy, and certain parts of the
healthcare sector experiencing significant disruptions and secular changes. In Europe and
Asia, we continue to favor more opportunistic or neutrally-oriented managers

Event-Driven

As credit spreads have tightened and default rates are expected to remain low amidst
a positive growth environment, we expect lower-quality credit to outperform and the
opportunity set for true distressed to diminish. Given a rising rate environment with few
defaults, collateralized loan obligation (CLO) equity may also outperform. Within equities, a
more accommodating regulatory review environment is likely a tailwind for merger arbitrage
opportunities while M&A may turn from defensive to offensive in a pro-cyclical environment.
In addition, restructured equities and special situations/ activism may see higher returns,
albeit with more market sensitivity.

Global Macro

The shift from monetary to fiscal policy, increased geopolitical risks, and potential for the
return of inflation have materially improved the opportunity set for global macro, especially
in developed markets. We continue to prefer global macro managers who focus on trade
structuring, as markets have higher gap risk and lower liquidity than in the past. We also
believe that macro managers focused on emerging markets will benefit from the greater
diversification available to them, but are more cautious on long-biased emerging markets
managers due to potential headwinds from protectionist trade policies.

Global
Long/Short and
Specialist Strategies

HIGH
Equity Strategies
MODERATE
Credit Strategies

HIGH
Traditional G3 Macro
Strategies
MODERATE
EM Macro Strategies
HIGH

Relative Value

Continue to prioritize nimble, trading-oriented strategies utilizing fundamental and/or
systematic implementation across asset classes, as these strategies remain well-positioned to
take advantage of capital market asset flows, sector rotations and elevated market volatility.
Additionally, we believe a steepening of the yield curve and rising fixed income volatility
should result in an improved opportunity set for fixed income arbitrage and convertible bond
arbitrage strategies.

Quantitative &
Trading-Oriented
Market Neutral
Strategies
MODERATE
Fixed Income &
Convertible Arbitrage
Strategies

Source: 50 South Capital
The opinions expressed are as of the date set forth herein, are subject to change at any time without notice
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Important Information:
This information is neither an offer to sell, nor a solicitation of an offer to buy an interest in any investment fund (“Fund”) managed by 50 South Capital Advisors, LLC. This information is for
informational purposes only and does not constitute an offer or solicitation by anyone in any jurisdiction in which such offer or solicitation is not authorized; or to any person whom it is unlawful to
make such offer or solicitation.
Certain of the information contained herein represents or is based on forward-looking statements or information, including descriptions of anticipated market changes and expectations of future activity.
Forward-looking statements and information are inherently uncertain and actual events or results may differ from those projected.
The opinions expressed are as of the date set forth herein, are subject to change at any time without notice and do not constitute investment, legal, tax, accounting or professional advice. The
information cannot be relied upon for tax purposes and does not constitute investment advice or a recommendation to buy or sell any security and is subject to change without notice. Each investor
should consult with their own advisor regarding the legal, tax and financial suitability of the investment Funds described herein.
Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors,
50 South Capital Advisors, LLC and personnel of The Northern Trust Company of Hong Kong Limited and the Northern Trust Company.
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