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Putting Risk Into Context

The Case for Dynamic vs Static Risk Management
— Michael Mack, Portfolio Manager

Despite near all-time low yields, fixed income investments continue to see inflows. This has left
many commentators perplexed as to why investor dollars have continued to flow into an asset
class where returns are much lower than ever before. The answer to this lies in how fixed income
helps manage risk in the overall portfolio.

Over time, stocks have been known to generate higher returns, but at the cost of much higher drawdowns. These sharp
drawdowns are often too much for investors to handle, forcing many to turn to fixed income. The chart below shows the
performance of Bloomberg Barclays US Agg Index (AGG) during major equity market drawdowns as compared to the
S&P 500 Index. Notice how fixed income has been able to avoid losses in these periods, and instead has been able to
generate gains during the declines. These gains serve as a timely offset to the losses from equities, allowing a diversified
investor to experience much smaller declines in their overall portfolio.
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2008: A Bad Year for Credit Risk

When looking at risk through the lens of fixed income
opportunities, we see two key risks emerge: credit risk
and interest rates.

To illustrate the potential dangers of credit, we can

look at 2008 when high yield bonds significantly
underperformed U.S. Treasury Bonds.

Source: FactSet
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2013: A Bad Year for Interest Rate Risk

Alternatively, we can look at 2013 when U.S. Treasury
Bonds significantly underperformed High Yield Bonds.

Source: FactSet
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The table below shows where each major fixed income category falls based on these risks, ranging from very low to very
high. We can see which types of fixed income investments are on the higher end of credit risk — high yield corps, bank
loans, short duration — and which are more exposed to interest rate risk — long term treasury bonds, investment grade
corps, core fixed income.

Fixed Income Categories:

Interest Rate Risk Credit Risk
Long Term Treasury High None
Core (AGQG) Medium/High Low
Investment Grade Corporate High Low/Medium
Short Duration Low Medium
High Yield Corporate Medium High
Bank Loan Very Low High

Source: Pacer Advisors
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As seen in the previous examples, there are less favorable outcomes which emerge from credit risk and interest rate risk.
This calls for a strategy that takes into account both risks. To test this, an indicator could be beneficial in determining the
prevalence of certain risk levels throughout a market or economic cycle. Our preferred method is through use of the risk
ratio. The risk ratio looks at the performance between high yield bonds (more credit sensitive) and U.S. Treasury Bonds
(more interest rate sensitive). When high yield bonds are outperforming, investors are often compensated for taking on
credit risk, whereas when U.S. Treasury Bonds are outperforming, investors are often compensated for interest rate risk.
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By incorporating U.S. Treasury Bonds into the risk calculation, we are able to detect potential credit events before they
show in the credit markets. While this may not always work, and may be slow to react during periods of extreme volatility,
this allows for the opportunity to reduce credit exposure before a major decline in credit occurs. As shown below,
significant drawdowns incurred by high yield bonds and U.S. Treasury Bonds heavily depend on where the risk ratio is.
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By moving from high yield bonds to U.S. Treasury Bonds, we are shifting the type of risk from credit risk to interest rate
risk. This puts investors in danger of rising interest rate periods like we saw in 2013. However, the chart above shows
most of the significant declines in U.S. Treasury Bonds have come during periods when the risk ratio is positive, thus
the strategy would be invested in high yield bonds. By utilizing the risk ratio as a guide to determine which level of risk to
take, investors could potentially avoid the significant drawdowns often found when following the market’s trend.

Zooming back out to look at the overall portfolio, we can see the potential advantages to using the risk ratio. The risk
ratio peaks tend to occur in advance of the peaks in the S&P 500, providing an advance signal to the portfolio to reduce
risk. The peaks tend to occur in following order: risk ratio=> high yield bonds=> U.S. Stocks.
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Pacer ETFs saw a need for a fixed income strategy that takes into account credit risk and interest
rate risk. By allocating between the S&P High Yield Corporate Bond Index and the S&P U.S.

Pacer Trendpilot

lEJ-?FBond Treasury Bond 7-10 Year Index, the Pacer Trendpilot® US Bond ETF (PTBD) secks to navigate

PTB D turbulent markets through a combination of the Pacer Trendpilot trend following strategy and the
risk ratio.

To determine the trend, the fund uses the 100 Day Simple Moving Average (SMA) of the relative
return of high yield bonds versus 7-10 Year U.S. Treasury Bonds. When the relative return is above
its 100 Day SMA, the trend is positive. If it is below, the trend is negative, and the fund will begin its
switch into U.S. Treasury Bonds.

Visit www.paceretfs.com or call 1-877-337-0500 to learn more.

Before investing you should carefully consider the Fund’s investment objectives, risks, charges,
and expenses. This and other information is in the prospectus. A copy may be obtained by visiting
www.paceretfs.com or calling 1-877-337-0500. Please read the prospectus carefully before investing.

An investment in the Funds is subject to investment risk, including the possible loss of principal. Pacer ETF shares may be bought and sold on an
exchange through a brokerage account. Brokerage commissions and ETF expenses will reduce investment returns. There can be no assurance that
an active trading market for ETF shares will be developed or maintained. The risks associated with these funds are detailed in the prospectus and
could include factors such as calculation methodology risk, ETF risks, limited operating history risk, fixed income risk, government obligations risk,
high yield risk, management risk, passive investment risk, tracking risk, trend lag risk and other special risks of exchange traded funds.

This document does not take into account any investor’s particular investment objectives, strategies, tax status, or investment horizon. Please
consult with your financial advisor and tax advisor before investing.

This document is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to
buy or sell any securities or to adopt any investment strategy. This document represents an assessment of the market environment at a specific
time and is not intended to be a forecast of future events or a guarantee of future results. The user of this information assumes the entire risk of
any use made of the information provided herein. There is no guarantee this strateé;y will be successful.

The Pacer Trendpilot® US Bond Index (the “Index”) is the property of Index Design Group, LLC which has contracted with S&P Opco, LLC (a
subsidiary of S&P Dow Jones Indices LLC) to calculate and maintain the Index. The Index is not sponsored by S&P Dow Jones Indices or its
affiliates or its third party licensors (collectively, “S&P Dow Jones Indices”). S&P Dow Jones Indices will not be liable for any errors or omissions in
calculating the Index. “Calculated by S&P Dow Jones Indices” and the related stylized markgs,) are service marks of S&P Dow Jones Indices and
have been licensed for use by Index Design Group, LLC. S&P® is a registered trademark of Standard & Poor’s Financial Services LLC (“SPFS”), and
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”).

Bloomberg Barclays US Agg Index: Broad based, market capitalization-weighted bond market index representing intermediate term

investment grade bonds traded in the United States. N . .

ICE US Treasury 7-10 Year Bond Index Includes publicly-issues U.S. Treasury securities that have: 1. a remaining maturity of greater than

Ee\(/jen 3|/eRars and less than or equal to ten years and 2. Have $300 million or more of outstanding face value, excluding amounts held by the
ederal Reserve.

iBoxx USD Liquid High Yield Index Consisting of liquid U.S. dollar-denominated, high yield corporate bonds for sale in the United States.

Pacer Advisors, Inc. is the fund advisor. Vident Investment Advisory is the fund sub-adviser. Vident Investment Advisory, LLC is registered as an
investment advisor with the SEC and only conducts business in states where it is properly notice filed or is excluded from registration requirements.
Distributor: Pacer Financial, Inc., member FINRA, SIPC, an

affiliate of Pacer Advisors, Inc.
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