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THE END OF THE CYCLE?
AARON COHEN, Ph.D., Partner, President, Portfolio Manager
Over the past few months we have heard many experts warn about an upcoming recession in the U.S.
They point at slower global economic growth and the inverted yield curve. We disagree.

As night follows day, economic expansions get interrupted by recessions. Our current expansion,
being the longest on record, seems overdue for one according to pundits. But, recessions do not just
develop out of thin air.
Yes, it is true that recessions are sometimes due to unforeseen events (e.g. 9/11 attacks), but in most
cases, they are caused by economic or financial disequilibrium in supply-demand conditions. Thus, a
recession can develop due to a drop in consumption (e.g. lack of confidence, higher unemployment),
excess inventories (companies become excessively confident on future demand that doesn’t materialize),
capacity expansion (businesses over-invest in new capacity again due to overly optimistic growth
assumptions), a drop in exports due to an economic slowdown overseas, or a drop in government
spending (tighter fiscal policy or higher taxes). Central Bank actions can certainly have a major impact
on the economic cycle as well, with a too-accommodative monetary policy generating excess demand
for credit, and incentivizing leverage and investments with sub-par rates of return.
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Even though our current recovery has been the longest, it has also been one of the slowest. The average
GDP growth of only slightly more than 2% has probably prevented some of the excesses that would
have developed in a faster growth cycle. Looking at today’s GDP it is difficult to find the lever that
would tip the economy into a recession over the next year.
The Gross National Product (GDP) which tracks economic growth is the sum of:
GDP = Consumption + Private Investment + Government Investment + Exports - Imports
Let’s take a closer look at the components of the equation.…
CONSUMPTION: U.S. Consumption growth is currently healthy, supported by higher employment and
wages, lower consumer debt, and higher stock and real estate prices…
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INVESTMENT: U.S. private investment currently accounts for less than 25% of GDP vs. over 27% in
prior peaks. Moreover, investment in fixed assets as a percentage of GDP stands at only 17%, lower
than in most countries…

Higher Capacity Utilization than in previous cycles is also an indication that capital investment is not
over-extended…
Monthly 6/30/2007 - 3/31/2020
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INVENTORIES: A slight increase in inventories should detract from GDP growth in the first part of
2019, but the increase is not large enough to generate negative growth; moreover, thanks to on-time
inventory management, the variance in inventories is lower than during previous cycles…
Quarterly 3/31/1947 - 12/31/2018

Inventory Change
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GOVERNMENT SPENDING: Lower taxes and an upcoming U.S. Presidential Election make a significant
pullback in government spending unlikely at this time…
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EXTERNAL SECTOR: The U.S. import/export sector is small relative to the overall economy. A trade
war would certainly represent a serious shock but, barring that event, it would be difficult for a drop in
exports to have a major impact on the economy…

THE YIELD CURVE: A major worry for the market has been the recent yield inversion (3-month rates
lower than the 10-year yield). However, although an inverted yield curve has preceded all recessions
since 1959, not all inversions have been followed by recessions (i.e. 1966, 1998). Moreover, in those
cases when inverted curves did precede recessions, they happened 12-14 months ahead of it.
Even though it is always dangerous to assume “this time is different”, given current circumstances we
are willing to take the risk:
Long-term rates have been artificially impacted by the Fed’s purchases (QE policy), to the point that
we currently have a negative “term premium” (the premium investors usually demand to hold longterm bonds as opposed to rolling over short-term ones). The yield curve has never inverted in the past
under a low, much less negative, term premium.


The yield curve usually inverts when monetary policy is perceived to be so tight that economic
deceleration is imminent to investors. We don’t believe this is the case today, as the Fed has paused its
tightening campaign, credit conditions are still supportive, and the real rate of interest remains low to
slightly negative.
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The occurrence of a recession is a probabilistic event, and under no circumstances are we
suggesting that we should forget current “tail-risks” such as: (1) a significant slowdown
in the Chinese economy; (2) political turmoil in Europe; (3) a geo-political event; (4) an
inflation scare.
However, our assessment is that, under current conditions, it is difficult to find a lever
that would tip the U.S. economy into a recession during 2019.
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CLOSE UP
ELANCO - IS IT DÉJÀ VU?
AMIT FRIEDLANDER, Research Analyst
Imagine you had invested in a high quality business that was entering a transformative period of
sales growth, margin improvement, and share-price appreciation. Now imagine that a few years
later, a similar company at the beginning of a similar transition comes along, and you could repeat
the process. Wouldn’t that be exciting? One of our long-term investments, Zoetis (ticker: ZTS), has
successfully navigated such an evolution, and we believe that one of our latest investments, Elanco
(ticker: ELAN), is in the early innings of a similar transformation.
ANIMAL HEALTH IS AN ATTRACTIVE INDUSTRY
Much like traditional pharmaceutical manufacturers, animal health
companies enjoy patent protection for their products, and growing
demand is reflected in mid-single-digit average annual sales growth.
Unlike traditional pharmaceutical manufacturers however, animal
health companies do not face intense political and regulatory scrutiny, are less susceptible to generic
competition, and do not need to negotiate prices with powerful government agencies and managed
care companies.
WHY WE OWN ELANCO
Zoetis used to be the animal health division of Pfizer. In 2013, Pfizer divested the business through a
partial initial public offering, followed by an optional share swap where Pfizer shareholders had the
option to swap shares of Pfizer for shares of Zoetis. Similarly, Elanco was the animal health division
of Eli Lilly, and Eli Lilly executed a similar partial IPO in late 2018, followed by an optional share swap
in March, 2019.
We found Elanco to have an interesting catch-up opportunity. Sales growth had stabilized after years
of declining antibiotic demand and, following multiple large acquisitions, management has already
proven its ability to start cutting costs and has plenty of fat left to trim. Elanco’s cost targets, if
achieved, would result in meaningful margin expansion, even without getting close to ZTS’ industryleading margin levels.
There are also a couple of icing-on-the cake opportunities embedded in our purchase. We were able
to buy shares of Elanco at a lower market price during the share swap, and we expect Elanco to be
included in stock market indices which should be a non-fundamental source of further share-price
appreciation.
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WHAT ARE THE RISKS?
The largest risk to owning
Elanco is that the company
fails to deliver on its cost and
revenue growth plans. The
impact of such a failure would
most likely be compounded by
its relatively high valuation
multiples (EV/EBITDA: 19x,
P/E: 29x).
Elanco’s top selling drug, RUMENSIN, which accounts for 10% of sales, could potentially face generic
competition in the future. However, this risk is mitigated by two facts. The drug has already faced
generic competition outside the US for more than ten years and, despite losing patent protection in the
US twenty years ago, no domestic generic competitors have emerged so far.
Another risk is that competitor Zoetis has a superior product portfolio, which is more focused on
companion animals and includes newer, high-tech biologic and dermatology products.
There is also potential for future price pressures as some of Elanco’s key customers, namely veterinary
offices and online animal health pharmacies, continue to grow and consolidate.

FINANCIAL PLANNING UNDERSTANDING IRREVOCABLE TRUSTS
MAUREEN MATAMOROS, MSM/MBA, Senior Financial Planning Advisor
As a follow up to our basic primer about trusts (see Financial Planning: What do You Know about
Trusts? in our April 2018 issue), we want to provide you with a closer look at Irrevocable Trusts.
This article outlines a number of important decisions that are involved in setting one up, and will
help you prepare for the discussions you will have with your Estate Planning Attorney.
A SHORT REVIEW OF THE BASICS
There are two broad types of trusts: Inter Vivos and Testamentary.
An Inter Vivos (or “living”) trust is one that you (as the “grantor”) establish during your lifetime, while
a Testamentary trust is established at the time of your death via specific instructions that you include
in your Will. A Testamentary trust is funded only after your Will has been approved by a Probate
Court.
YOUR WILL & PROBATE
Probate is the legal process of proving in a Probate Court that the Will of a deceased individual is
genuine. All Wills that transfer ownership of assets to a beneficiary must be probated before any
distributions can take place.
Trusts are also either Revocable or Irrevocable.
A Revocable trust is an inter vivos trust that can be dismantled or amended. You select a trustee,
name beneficiaries and place assets into the trust, but you can change or undo any of these decisions.
In addition, you can be the trustee of your own revocable trust. Therefore, the assets you put into the
trust are still under your control, and you retain ownership of them. Any future income produced
by the assets is reported as your income, and you pay the income taxes. The assets remain part of
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your estate. A primary reason for establishing a revocable trust is that, unlike a Will, upon your
death the trust is able to immediately transfer ownership of assets to your named beneficiaries,
avoiding the time-consuming (and often expensive) legal Probate process.
In contrast, an Irrevocable trust (whether inter vivos or testamentary), cannot be canceled or
reversed. You no longer control the assets you place in the trust, and you cannot get them back. The
trustee(s) you name manage and distribute the assets in accordance with the rules and stipulations
you and your lawyer include in the trust’s originating legal documents. You cannot be a trustee.
Since you no longer own the assets (the trust does), you do not include them in your Will, and they
are not counted as a part of your estate. Any income produced by the assets is income for the trust,
and the trust pays its own income taxes.
WHY CHOOSE AN IRREVOCABLE TRUST?
An irrevocable trust is often used when your goal is to reduce the amount of assets that will be in your
name - and therefore subject to estate taxes - when you die. For this purpose, they are particularly
valuable for very high net worth individuals. However, there are also other reasons to consider one.
Irrevocable trusts can be used to protect assets from
creditors and judgements during your lifetime. This
can be particularly important for individuals whose
profession puts them at high risk for lawsuits.
Charitable Remainder Trusts (CRT) or Charitable
Lead Trusts (CLT) are irrevocable as well, and allow
the grantor to provide income for beneficiaries
while also donating to a charitable cause. In many
cases, their structure allows the grantor to claim a
substantial current-year charitable tax deduction,
even though charitable distributions will occur
well in the future. Some other special-purpose
irrevocable trusts include: Special Needs Trusts
that are structured to provide for and protect beneficiaries with disabilities; Irrevocable Life Insurance
Trusts (ILITs) that can shield life insurance proceeds from taxation and provide proceeds to pay estate
taxes that are levied against large estates; and Qualified Personal Residence Trusts (QPRTs) that are
designed to remove the value of your primary residence or a second home from your taxable estate.
QTIP (Qualified Terminal Interest Property) trusts are also irrevocable. They are often used when a
grantor wishes to leave property to a surviving spouse, but also wants to control who will subsequently
receive the property after the spouse dies.
GOING IRREVOCABLE
While many of the decisions you will make when setting up a trust apply regardless of whether you
choose to make it revocable or irrevocable, the decisions are all the more important when changes will
either be impossible or very difficult to make.
While your Estate Planning Attorney will have suggestions and recommendations about many of the
issues relevant to you, it will be helpful if you have thought about some of them in advance. You may
also wish to consult with your Investment Advisor or Financial Planner before meeting with your
lawyer.
Here is a list that includes some basic questions you will want to consider, and descriptions of the key
roles and responsibilities for Trustees and Trust Protectors:
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WHY DO YOU WANT THE TRUST?
to pay for some types of beneficiary benefits,
but proportional assets used to pay for others?
(e.g. If one beneficiary unexpectedly develops
a severe illness, should their health care
expenses be covered by the entire trust “pool”,
or only by that beneficiary’s proportional
share of the trust assets? Will you use the
“pool” to fund beneficiaries’ college expenses?)



What are the goals you want to achieve by
establishing a trust(s)?



Who will be the beneficiaries, and when and/
or under what circumstances do you want
them to receive distributions from the trust?



Are there any current or potential conflicts
among the intended beneficiaries?



Do any of your intended beneficiaries have
unique personal circumstances that need to be
specifically addressed in the trust provisions,
especially with regard to how and when they
should receive funds?



How much money do you want to contribute
to the trust, and how much can/should you
contribute?



Which of your assets should you place in the
trust?

Are any of the intended beneficiaries minors,
and if so, how should the trust proceeds due to
them be managed should you die before they
are old enough to handle their own financial
affairs?



Under what circumstances will/should
you consider making additional future
contributions?



Would you like to restrict any particular type of
investment activities? (e.g. loans of fund assets,
commodity investments, venture capital,
activities that would constitute a conflict of
interest for the intended trustees, etc.)





Do you want to restrict the future use of trust
funds to specific purposes, needs or events?



Will the entire “pool” of trust assets be used

WHO WILL YOU NAME AS THE TRUSTEE(S)?
Trustees for Irrevocable trusts face a job that can be
both time consuming and complex. For this reason,
it is common to name two or more co-trustees
rather than a single individual, and to allow the
trustees to hire professional advisors when needed
(e.g. investment advisors, tax professionals). The
trustees themselves are often entitled to reasonable
compensation (from the trust assets) for the time
they spend administering the trust.
The decision about who you will name as trustee(s) should be influenced by a clear understanding
of the responsibilities they will need to assume. A trustee(s)’ most fundamental legal duty is to act
honestly and put the interests of the trust’s beneficiaries first (their “fiduciary duty”), and a trustee
can be held personally liable for acts that are judged to be negligent in managing the trust.
In addition to putting the interests of the beneficiaries first, the trustee(s) must:


Avoid any activity that conflicts with the stated purposes of the trust.



Invest and manage the trust property following the trust’s provisions and relevant state laws.



Keep accurate records of all of the trust’s financial transactions.



File the necessary federal and state tax returns for the trust.



Keep beneficiaries appropriately informed about ongoing trust activities and provide them with
periodic reports.
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Understand beneficiaries’ changing needs and rights as they relate to qualifying for trust
disbursements, and arrange for the timely and accurate fulfillment of those payments.



In the unlikely event that a person or governmental agency was to attack the validity of the trust
and a lawsuit ensue, the trustee is responsible for hiring an attorney and for participating in
representing and defending the trust.

You will likely want to also name “successor trustees” to take over the role should one or more of your
original trustees decide they are no longer able to serve.
DO YOU NEED A TRUST PROTECTOR?
The idea behind a Trust Protector is to have somebody who can watch over the trustee(s). The Protector
has the power to change a trustee if they are unable or unwilling to fulfill the required duties, and/or if
the Protector finds there is any misconduct. If a trustee is terminated, the Trust Protector refers back
to the original trust documents to appoint an appropriate Successor Trustee.

As you think about your potential need for establishing a Trust, remember that nothing
should be used as a substitute for the in-depth knowledge of a competent Estate Planning
Attorney. And, as you prepare to meet with your legal counsel, remember to consult with
us. Comprehensive assessments of your financial situation are valuable in planning how
to effectively and responsibly fund your Trusts.

11

OUR INVESTMENT OUTLOOK
AARON COHEN, Ph.D., Partner, President, Portfolio Manager
In retrospect it was a good decision to maintain a constructive position in equities at the end of the year, in spite of the
sharp price correction. Notwithstanding the global economic slowdown, we continue to believe that the risk of recession
is low for the U.S. over the next 12-18 months, and still recommend a positive posture toward equities, albeit with caution.

INVESTMENT “BALANCE SHEET”
POSITIVES
+

The global economy continues to grow, albeit at a slower pace.

+

One of the most enduring features of this recovery has been the absence of large economic imbalances. Economic expansions don’t
die of old age. They die because of over-investment, tighter financial conditions, and unexpected shocks.

+
+

We expect a continuation of positive revenue and earnings growth in the near future, although at a slower rate.

+
+

Inflation is expected to remain moderate in the short-term.

+

U.S. & global equity valuations are not over-extended, especially in relation to interest rate & inflation expectations.

+

Potential Positive surprises: (1) Fed doesn’t resume tightening campaign; (2) Trade deal between US & China; (3) Resolution of Brexit
process; (4) Positive economic surprises in Europe; (4) U.S. Dollar weakens moderately against other major currencies.

U.S. consumer spending, although moderate, should continue to be supported by increasing employment & wages, a recovery in
household wealth, and the end of consumer de-leveraging.

Corporate tax reform & lower regulatory pressure in the U.S. could add 50-100 bps to GDP growth over the 2018-2020 periods.

CONCERNS

-

The Fed may resume a tightening campaign earlier than expected.

-

The aggressive trade policy & rhetoric of the U.S. administration, although justified in some cases, has been erratic and detrimental
to global economic growth & trade. Although we expect the U.S. and China will reach some sort of accord during the year, the path
might not be smooth, nor risk free for investors.

-

Earnings growth and momentum, which have been driving the market rally since the end of 2016, have peaked or are likely to peak
in the short-term.

-

The strength of the U.S. Dollar has caused disruptions in emerging markets that are particularly serious for highly-indebted nations
such as Argentina, Turkey & South Africa.

-

Inflationary expectations are extremely low. Even a random increase in headline-inflation figures could scare the markets and put
significant pressure on monetary authorities.

-

Fiscal stimulus has been a tailwind for the global economy over the past couple of years, but it is likely to become a headwind over
the medium term, due to high debt levels, long-term liabilities and demographic trends.

-

Total debt as a % of GDP has increased dramatically over the past 20 years, and particularly since the great recession. This, plus
unfunded government liabilities, present serious problems for developed economies in the long-term.

-

The Chinese economy shows signs of slowing down, partially due to the trade dispute with the U.S. Global growth would be seriously
affected by negative developments in China.

-

Lower productivity, the aging of the population in the developed economies and low labor participation rates are important longterm headwinds for global economic growth.

-

Even though Central Banks have reduced expectations of rapid shrinkage in their balance sheets, reduced buying could have
unexpected effects on interest rates and credit conditions.

Geo-political & political risks continue to increase across the globe.
Political “Populism” is on the rise around the world, and could have major long-term economic consequences.
Tail Risks: (1) Chinese economy slows down more than expected negatively impacting global growth; (2) Severe slowdown or
recession in Europe due to political disruptions; (3) Market disruptions caused by “technical” factors; (4) Conflict with North Korea,
Iran or others; (5) Sovereign debt problems (e.g. Italy); (6) Inflation scare and a significant increase in long-term rates; (6) Domestic
political crises.
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WHAT ARE WE WATCHING?
At this stage of the cycle we have to stay attuned to the economic signals. Economic and earnings growth, the US
Dollar movement, Fed policy and credit conditions are going to be determinants of market performance. As usual,
signs of speculative behavior should be regarded as the “canary in the coal mine”.

(1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔)
KEY

1

NOW

Oct 2018

COMMENTS

The Economy

3-⇓

4⇑-
⇔ 

The global economy has slowed down somewhat from the torrid pace of
2H17. This has been particularly true in Europe and emerging economies,
including China. We believe the probability of a recession in the U.S. over the
next 12 months, barring a geo-political event, is low (<15-20% for 2019).

Consumer
Spending

4-
⇑

4-
⇑

U.S. consumer spending has been good, helped by high employment, higher
wages, deleveraging and increasing net worth. The savings rate is high (5%
-6%), which could translate into higher spending relative to income.

Employment

5⇔-

5⇔ 

The February report was much weaker than expected, but seems to have
been distorted by non-recurring factors. In any case, employment growth
has peaked, employment conditions are very tight, and wage pressures are
increasing.

Monetary
Policy &
Interest Rates

2+⇑

2-⇓

The Fed has indicated that it will pause its monetary tightening for now, and
it has reduced the size of the balance sheet contraction campaign. Still, we
are unconvinced that the tightening campaign has ended.

Fiscal Policy

3+⇓

3-⇓

U.S. fiscal policy has been expansive for the last 5+ years. However, it is likely
to turn more restrictive by 2020 due to the large budget deficit and pressures
from entitlement programs.

Leverage &
Credit

3
⇑

2+⇓

Credit Risk has increased, but conditions are still favorable. Credit is still
plentiful, but banks are starting to tighten it in certain sectors (CRE1, autos,
and credit cards). U.S. Corporations have been re-leveraging, and corporate
leverage is high in emerging economies.

Inflation

2-⇔

2-⇓

Inflationary pressures are building slowly (wages, oil prices), but there are
few warning signals in the short-term. Still, risk is on the upside.

Real Estate

3+⇑

3-⇓

Home Affordability decreased in 2017-18 due to higher interest rates, but it
has improved more recently. The supply-demand balance looks healthy in
the medium and long-term.

Corporate
Activity

4-
⇑

4-
⇑

Corporate activity continues to be supportive. Lower regulations and tax
reforms have been significant positives. One serious concern is the high level
of corporate leverage.

Valuation

2+⇑

2+⇑

Market “correction” and higher earnings brought valuation to a more
moderate level at the end of 2018, but the market-multiple has expanded
again. Still, the market is not expensive relative to interest rates and free cash
flow.

Cycle
(10-2+credit)

2-⇓

2-

The Yield Curve has flattened to the point of inversion; however, the
inversion seems more the result of Fed action than the presage of a recession.

Market
Technicals

3+⇑

3-⇑

A re-test of market lows is still possible, but the trend has strengthened and
Technicals look favorable.

CRE=Commercial Real Estate
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OUR STRATEGIC SUMMARY
At this point, we remain constructive on equities in the medium-term, but believe caution is important. Due to technical
factors (passive flows, quantitative and automated trading, lower trading-inventories) and the new “culture” that focuses
more on headlines than real content, we should anticipate more sharp and unexpected corrections in the future (akin
to 4Q18). We advocate using this type of market action to take advantage of attractive lower prices, so keep some
opportunistic-cash available. For fixed income, we recommend focusing on medium-term treasuries or treasury-like
securities.

(1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔)
KEY

Equities-U.S.

EquitiesGlobal

U.S. Bond
Market

Real Estate

U.S. $

2

NOW

3-

3-⇔

2-⇔

3-⇓

4+
⇑

Sept
2018

COMMENTS

3-⇓

U.S. equities have recovered smartly in 2019, supported by easier monetary policy,
lower interest rates, and decent earnings performance. We remain constructive in the
medium term relative to fixed income, but we still expect mediocre rates of return over
the long-term.

3-⇓

We expect international markets to start closing the performance gap versus the U.S.
in the near future. Emerging Markets’ (EMs) relative performance has improved since
October, and we expect further improvement, especially if the U.S.$ weakens over the
next few months.

2-⇓

The “term-premium”2 continues to be negative in most developed bond markets,
partially distorted by Central Banks’ buying. As a result, and barring a recession, we
don’t believe long-term interest rates compensate for duration risk. We recommend
investors focus on the short-end of the curve (1-4 years), TIPS & floating instruments.
We would also reduce credit exposure, as we don’t believe the market pays enough to
compensate for the risk.

2+

Supply-demand conditions are still favorable in housing and commercial real estate.
Affordability, higher interest rates, and rising construction costs are headwinds. On
Commercial Real Estate, cap rates look extremely low for most sub-sectors. We are
focusing on higher quality assets, and low-leverage opportunities.

4+
⇑

We expect the greenback to start weakening at some point in mid-to-late 2019 due to
overly bullish sentiment and over-bought trading positions, and a less aggressive policy
by the Fed. Long term the U.S. Dollar looks expensive on a purchasing-power-parity
basis. Fiscal and trade deficits should also constrain long-term appreciation.

Gold

3+⇑

2-⇓

We initiated a position in Gold during 4Q18 as a hedge against inflation and the market.
We still believe fundamentals (lower supply, price close to average production cost)
and technicals (bearish sentiment, oversold positions) still favor the Gold position in the
short-term.

Commodities

3-⇔

2+

Energy & metals have recovered somewhat, but the trend in commodity prices
continues to be neutral at best.

EquitiesStyle

 We are currently neutral between Growth & Value.
 We continue to favor large & medium cap stocks at this stage of the cycle, but small caps are likely to
outperform in a market rebound.
 We favor “Dividend Growers” vs. “Dividend Payers”, and seek “Growth at a Reasonable Price” (GARP),
strong balance sheets, and companies generating free-cash-flow.
 We will increase non-U.S. exposure selectively. U.S. investors are over-exposed to the domestic market.

EquitiesSector

FAVOR: Financials, Energy, Health Care, and selective Tech.
HOLD/SOURCE OF FUNDS: Autos, Housing, selective Tech.
INTERESTING: Japan, Europe, Real Estate Investment Trusts (REITS).
DISLIKE: Utilities, selective Consumer Discretionary.

The “premium” that investors demand to buy long-term bonds versus rolling-over based on the expected short-term rates.
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KEY INVESTMENT TAKEAWAYS
For the most part, we recommend disregarding short-term movements in equity markets. Today’s short-term
movements are driven in large part by flows in and out of passive investments, quant strategies fueled by momentuminvesting, and a new culture that focuses on “headlines” instead of fundamental news and analysis. This short-term
volatility (i.e. “noise”), although it could generate anxiety, also creates long-term investment opportunities.

 We

are still in the midst of a correction or
maybe a “cyclical bear”, within a “secular
bull” market in equities (start date: March
2009).

 Over

the next year the probability of a U.S.
and/or global recession is relatively low.
Market downturns in non-recession years
tend to be shallower and of less duration.
remain constructive on equities in the
medium-term, and advocate increasing
equity exposure when there is ample
liquidity and a long-tern horizon. There is
no compelling evidence of the end of the
“correction” in the short-term.

demand-supply imbalances in the bond
market created by higher supply and less
demand from the Fed and other Central
Banks.


Credit risk has risen with increasing
leverage at the corporate and consumer
level, but credit conditions remain
favorable in the short-term. We favor
government and agency bonds with good
liquidity, and selective corporates. We also
favor TIPS and floating rate and callable
bonds.



For the most part, we recommend
disregarding short-term movements
in equity markets. Today’s short-term
movements are driven in good part by
flows in and out of passive investments,
quant strategies fueled by momentuminvesting, and a new culture that focuses
on “headlines” instead of fundamental
news and analysis. This short-term
volatility (i.e. “noise”), although it could
generate anxiety, also creates long-term
investment opportunities.



Even though we are positive on equities
in the short- and medium-term, we have
serious concerns about the economy and
markets over the longer-term. Political
“populism”, low productivity, extreme
expansionary global monetary policies,
and fiscal irresponsibility are dangerous
headwinds for global economies and for
equity markets.

 We



Political and geo-political risks are high
and could have a meaningful impact on
markets.



We remain optimistic about an eventual
rebound of late-cyclical stocks in the
latter part of this economic cycle, driven
by tax reform and an increase in capital
expenditures. However, we would see this
rotation as temporary given the stage of
the economic cycle, and foresee favoring
a less-cyclical, less-risky positioning over
the longer-term. At this time we continue
to favor technology, financials, health care
and energy, but we are also warming up to
industrials and materials.





International markets, including
emerging markets, should offer attractive
investment opportunities in the longterm.
We expect long-term interest rates to
continue their uptrend due to inflationary
pressures and Fed tightening, and the

 We

continue to be opportunistic and
patient and, as always, are keeping an eye
on your long-term objectives.
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We hope you have enjoyed this publication. Please contact us with your questions and with your
thoughts and ideas at contact@fpcm.net. We look forward to hearing from you!
Thank you for your continued confidence and support.

Your

FP/CM Team

Financial Partners Capital Management
150 East 52nd Street, New York, NY 10022
t 646-277-7310 | f 646-277-7315 | fpcm .net | LinkedIn

Disclaimers:
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