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| believe the regimes of forever
quantitative easing and negative
interest rates are nearing an end. On
July 6, 2016 we moved our bond
market rating to “maximum
negative”. Since then yields have
been gently rising and | think the
bond market is sniffing out the
narrative that the regime is about to
change to bond unfriendly. This is a
longer-term secular shift away from
bond buying and maybe toward
inflation. It’s a big moment to get
defensive on interest rates, maintain
a defensive duration and reduce risk.
That’s what | meant when | said “sell
everything” at the end of July.

Interest rates bottomed in July. The
two-year is up 16 basis points (bps),
the five year is up 23 bps. The 10-year
is the real reason I've turned negative
on bonds. On July 6, the 1.38% vyields
we saw in July 2012 was breached
and it went down to 1.32% on an
intra-day basis. It didn’t hold below
1.38% and now it’s significantly above
that by 25 bps. That was definitely
the market rejecting the new low.
Between now and year-end | believe
the 10-year yield will be higher, likely
low 2’s which means they could rise
40 bps. The long bond did exactly the
same thing, hitting 2.22% in January
2015, making an intra-day of 2.09%
and rejected that low. It now sits
above 2.22%.

Overall, | think the economy is too
weak for the Federal Reserve (Fed) to
be talking about raising rates. Gross
Domestic Product (GDP) is falling with
nominal GDP at a level associated
with past recessions. 2016’s real GDP
is unbelievably lower than any year
in the last decade.

The ISM Manufacturing Index is now
at the lowest level since 2009 and
looks to be on recession watch. But
the Fed has hit their goal of
unemployment of 5% where it’s been
for over a year. However, the
unemployment number is about to
cross over its 12-month moving
average which is at least a necessary
condition for a recession. It’s not as
important as the 36-month moving
average which is not close to being
crossed over but would almost
guarantee a recession, so the Fed
seems to have some room. Core CPI
is slightly above their 2% target but
the two main contributors are shelter
and healthcare, not exactly a broad
inflationary sign. The Future Inflation
Gauge (FIG) had been quiescent for
the past seven years and all the
sudden it’s showing some signs of life
in the last several months. So the Fed
must feel like they are supposed to
raise rates, however, they have lost
confidence in themselves as
demonstrated by the significant
downgrading in their dot forecasts.
They did raise rates once back in
December and it caused a disaster in
global markets in the ensuing six to
eight weeks. The dollar fell 7%, that’s
inconsistent with what most people
think. The dollar does not rise when
the Fed starts to raise rates.

But it seems the Fed wants to prove
their independence from the markets
and from the World Interest Rate
Probability (WIRP). Historically, the
WIRP has been above 70 when they
raised rates. Why not make that the
parameter and not have a Fed? My
guess is the next time the Fed
tightens it will be when the WIRP is
below 50, maybe 40 or 45 and the

S&P 500 is not at the high, the other
mechanistic indicator they are accused
of following. | don’t believe there will
be rate hike in September.

If the Fed raises rates, it would add to
the deficit which now sits at $500
billion. One thing we do know is this
political election shares a similar
“stimulate the economy” theme with
Hillary promising to add $275 billion
and Donald promising to double that
with fiscal stimulus programs to try
and get the economy growing. Again,
not bond friendly.

Markets —U.S. Dollar — Has been
moving sideways for some time now.
We're in the middle of a range but |
believe weirdly, it may break to the
downside. Not high conviction though.

Mortgages — The shorter duration hurt
the sector the first half of the year,
only to become an advantage for the
remainder of the year.

Corporate Bonds — Overvalued in two
ways: 1) spreads have tightened even
when rates fell which is unusual. 2)
they have a long duration. | don’t think
corporate credit is a great bet.

Junk Bonds — Up 14.7% YTD which is
incredible. It has recession risk and
default risk. | continue to favor EM
over junk bonds.

Emerging Markets — \We've been using
the sector in lieu of corporate bonds
this year which has been the right
thing to do. It's been a top performer.

Commodities — Gold seems to sense
some inflation but you don’t want to
trade in and out of it. I'm seasonally
bullish on gold.
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Definitions
Core Consumer Price Index (CPI) = CPl is a measure that examines the weighted average of prices of a basket of consumer goods and services, such as
transportation, food and medical care. Core CPI excludes food and energy.

Future Inflation Gauge (FIG) = The FIG utilizes relevant economic data to attempt to predict the cyclical swings of inflation. In general, the FIG goes up
before acceleration in inflation and vice versa.

Gross Domestic Product (GDP) = Gross Domestic Product is the amount of goods and services produced within a given country/territory.

ISM Manufacturing Index = This index from the Institute of Supply Management (ISM) monitors employment, production, inventories, new orders
and supplier deliveries.

Thompson/Reuters CRB Index = An arithmetic average of commodity futures process with monthly rebalancing.

World Interest Rate Probability (WIRP) = WIRP is Bloomberg’s world interest rate probability calculation which displays the probabilities of rate
increases by central bank meeting date.

Disclaimers

Important Information Regarding This Report

Issue selection processes and tools illustrated throughout this presentation are samples and may be modified periodically. Such charts are not the only tools
used by the investment teams, are extremely sophisticated, may not always produce the intended results and are not intended for use by non-professionals.
DoubleLine has no obligation to provide revised assessments in the event of changed circumstances. While we have gathered this information from sources
believed to be reliable, DoubleLine cannot guarantee the accuracy of the information provided. Securities discussed are not recommendations and are
presented as examples of issue selection or portfolio management processes. They have been picked for comparison or illustration purposes only. No security
presented within is either offered for sale or purchase. DoubleLine reserves the right to change its investment perspective and outlook without notice as
market conditions dictate or as additional information becomes available. This material may include statements that constitute “forward-looking statements”
under the U.S. securities laws. Forward-looking statements include, among other things, projections, estimates, and information about possible or future
results related to a client’s account, or market or regulatory developments.

Important Information Regarding Risk Factors

Investment strategies may not achieve the desired results due to implementation lag, other timing factors, portfolio management decision-making, economic
or market conditions or other unanticipated factors. The views and forecasts expressed in this material are as of the date indicated, are subject to change
without notice, may not come to pass and do not represent a recommendation or offer of any particular security, strategy, or investment. All investments
involve risks. Please request a copy of DoubleLine’s Form ADV 2A to review the material risks involved in DoubleLine’s strategies. Past performance is no
guarantee of future results.

Important Information Regarding DoubleLine

In preparing the client reports (and in managing the portfolios), DoubleLine and its vendors price separate account portfolio securities using various sources,
including independent pricing services and fair value processes such as benchmarking.

To receive a complimentary copy of DoubleLine Capital’s current Form ADV (which contains important additional disclosure information, including risk
disclosures), a copy of the DoubleLine’s proxy voting policies and procedures, or to obtain additional information on DoubleLine’s proxy voting decisions,
please contact DoubleLine’s Client Services.

Important Information Regarding DoubleLine’s Investment Style

DoubleLine seeks to maximize investment results consistent with our interpretation of client guidelines and investment mandate. While DoubleLine seeks to
maximize returns for our clients consistent with guidelines, DoubleLine cannot guarantee that DoubleLine will outperform a client's specified benchmark or the
market or that DoubleLine’s risk management techniques will successfully mitigate losses. Additionally, the nature of portfolio diversification implies that
certain holdings and sectors in a client's portfolio may be rising in price while others are falling; or, that some issues and sectors are outperforming while
others are underperforming. Such out or underperformance can be the result of many factors, such as but not limited to duration/interest rate exposure, yield
curve exposure, bond sector exposure, or news or rumors specific to a single name.

DoubleLine is an active manager and will adjust the composition of client’s portfolios consistent with our investment team’s judgment concerning market
conditions and any particular sector or security. The construction of DoubleLine portfolios may differ substantially from the construction of any of a variety of
bond market indices. As such, a DoubleLine portfolio has the potential to underperform or outperform a bond market index. Since markets can remain
inefficiently priced for long periods, DoubleLine’s performance is properly assessed over a full multi-year market cycle.

Important Information Regarding Client Responsibilities

Clients are requested to carefully review all portfolio holdings and strategies, including by comparing the custodial statement to any statements received from
DoubleLine. Clients should promptly inform DoubleLine of any potential or perceived policy or guideline inconsistencies. In particular, DoubleLine understands
that guideline enabling language is subject to interpretation and DoubleLine strongly encourages clients to express any contrasting interpretation as soon as
practical. Clients are also requested to notify DoubleLine of any updates to Client’s organization, such as (but not limited to) adding affiliates (including broker
dealer affiliates), issuing additional securities, name changes, mergers or other alterations to Client’s legal structure.

DoubleLine® is a registered trademark of DoubleLine Capital LP.
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