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Real gross domestic product (GDP) declined to an annual rate of 2.0% in the second quarter of 2019, according to 
the "third" estimate released by the Bureau of Economic Analysis.

Economic ReviewGROSS DOMESTIC PRODUCT

Source: Bloomberg, as of 9/30/2019

Presenter
Presentation Notes
Gross domestic product (GDP) is a widely used measure of economic activity, reflecting both income and output. GDP can be defined as the total market value of all final goods and services produced domestically within a given quarter or year. The U.S. Commerce Department often revises its preliminary GDP estimates as additional data becomes available.GDP represents the total of personal consumption, gross investment, government spending and net exports (exports less imports). Unlike gross national product (GNP), which includes net foreign income (the current account) and is designed to measure the value of output of U.S. firms, regardless of where the firms are located, GDP measures the market value of all output produced within a nation’s borders.Data shown are quarterly, seasonally adjusted, annualized GDP in chained 2005 U.S. dollars.



The decline in real GDP in the second quarter reflected negative contributions from exports and private 
investment. The main driver contributing to GDP has been consumer spending, while private investment and net 

exports declined.
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Economic ReviewCONTRIBUTIONS TO % CHANGE IN REAL GDP

Source: Bloomberg, as of 9/30/2019

Presenter
Presentation Notes
In this chart the seasonally adjusted annualized GDP is divided into its four core components: consumer spending, private investment, government and net exports. Consumer spending includes all purchases of goods and services at the consumption level. Private investment incorporates all domestic investment including fixed (i.e., machinery) and inventories. “Government” (federal, state and local) includes all government expenditures and gross investment. Net exports is the difference between exports and imports and, traditionally, is a negative value.Viewing the components can provide greater information on the business cycle and transparency in the engines of the economy. Typically in a recession, automatic stabilizers (and occasionally stimuli) will act to increase the government’s roll in the economy as it positively replaces the other dampened sectors. The consumer impact is typically moderately cyclical and accounts for the broad majority of the GDP. Private investment (i.e., corporate) is the most cyclical and volatile of the categories. Draw-downs often play a substantial role in an economy’s eventual rise out of recessionary malaise, but corporate confidence in growth beyond a rebound is observable in expenditures on fixed investment. Net exports is most often negative and has the smallest impact.



Total nonfarm payroll employment increased by 136,000 in September, and the unemployment rate was little 
changed at 3.5%, the US Bureau of Labor Statistics reported. 
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Economic ReviewEMPLOYMENT

Source: Bloomberg, as of 9/30/19 Source: Bloomberg, as of 9/30/19

Presenter
Presentation Notes
The civilian unemployment rate, expressed as a percentage, represents the number of unemployed people divided by the total size of the labor force – which includes both unemployed and employed workers. Individuals age 16 and older who are jobless, looking for jobs and available for work are considered unemployed. People who are either not looking for a job, or would not work if they found a job, are not included in this measure. This group includes “discouraged workers” who want and are available for jobs but who are not looking because they believe there are no jobs available for which they would qualify. The Bureau of Labor Statistics calculates the unemployment rate based on a survey of U.S. households.Nonfarm payroll employment is a measure of the labor market’s overall strength. Reflecting all business employees, excluding private household employees, general government employees and employees of nonprofit organizations, it accounts for about 80% of the workers who contribute to GDP. 



In September, notable job gains occurred in education and health services, professional and business services, 
and government. 

MAJOR INDUSTRY CONTRIBUTIONS TO JOB GROWTH
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Economic Review

Source: Bureau of Labor Statistics, as of 9/30/2019, a preliminary estimate of the net number of jobs in the various industries in the latest month.

Presenter
Presentation Notes
Major Industry Highlights of Monthly Jobs: The data in this chart, which is gathered by the Bureau of Labor Statistics, is an estimate of the net number of jobs in the various of industries  in the latest month. It is  based on a sample of roughly 140,000 businesses and government agencies taken during the week that contains the 12th day of the month.



“The Fed’s inflation goal is a 2% rate of increase in the PCE Price Index. The recent trend has been below this, 
which was one factor behind the Fed’s interest rate cuts in late July and mid-September. The PCE Price Index 

rose 1.4% in the 12 months ending in August, but the core rate, which excludes the volatile food and energy 
components, edged up to 1.8% -- closer to the 2% goal. Fed officials remain split on the inflation 

outlook. Some see the low readings of earlier this year as “transitory.” Others worry about the low trend in 
inflation expectations and point to the downside risks to the growth outlook for next year. Firms report a mixed 
ability to pass along tariffs and higher labor costs, and inflation in consumer goods (ex-food & energy) remains 

modest (+0.7% y/y in the Consumer Price Index). Shelter costs (+3.5% y/y) continue to outpace overall 
inflation by a wide margin.” – Dr. Scott Brown, Chief Economist
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Economic ReviewINFLATION

Source: Bloomberg, as of 9/30/2019. Personal Consumption Expenditure (PCE) is the preferred measure of inflation by the Bureau of Economic Analysis.

Presenter
Presentation Notes
The personal consumption expenditure PCE is one measure of U.S. inflation. The PCE measures the percentage change in prices of goods and services purchased by consumers throughout the economy. Of all the measures of consumer price inflation, the PCE covers the broadest set of goods and services.  Core PCE excludes food and energy.



“Lower mortgage rates, coupled with modest relief in construction cost inflation, are driving increasing housing 
activity despite macroeconomic and political concerns. Affordable housing remains in short supply.”

– Paul Puryear, Vice Chairman Real Estate
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Economic ReviewHOUSING MARKET

Source: Bloomberg, as of 7/31/2019 Source: U.S. Census Bureau, as of 8/312019

Presenter
Presentation Notes
Calculated quarterly, the S&P/Case-Shiller Home Price Index is a broad composite of single-family home price indices drawn from 10 regional metropolitan areas, including Boston, Chicago, Denver, Las Vegas, Los Angeles, Miami, New York, San Diego, San Francisco and Washington, D.C. It is based on weighted repeat sales methodology utilized with the intention to measure housing prices with a constant level of quality. It utilizes a 3-month moving average and is indexed so that the year 2000 is equal to 100. New Privately-Owned Housing Units Authorized by Building Permits in Permit-Issuing Places (Seasonally Adjusted Annual Rate):A housing unit, as defined for purposes of these data, is a house, an apartment, a group of rooms, or a single room intended for occupancy as separate living quarters. Separate living quarters are those in which the occupants live separately from any other individuals in the building and which have a direct access from the outside of the building or through a common hall. In accordance with this definition, each apartment unit in an apartment building is counted as one housing unit. Housing units, as distinguished from "HUD-code" manufactured (mobile) homes, include conventional "site-built" units, prefabricated, panelized, sectional, and modular units.



“Consumer confidence declined in September, following a moderate decrease in August. Consumers were less 
positive in their assessment of current conditions and their expectations regarding the short-term outlook also 

weakened. The escalation in trade and tariff tensions in late August appears to have rattled consumers. 
However, this pattern of uncertainty and volatility has persisted for much of the year and it appears confidence 

is plateauing. While confidence could continue hovering around current levels for months to come, at some point 
this continued uncertainty will begin to diminish consumers’ confidence in the expansion.”

- Lynn Franco, Director of Economic Indicators at The Conference Board
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Economic ReviewCONSUMER CONFIDENCE

Source: Bloomberg, as of 9/30/2019

Presenter
Presentation Notes
The Surveys of Consumers has been conducted by the Survey Research Center at the University of Michigan since 1946. The surveys have proven to be an accurate indicator of the future of the national economy. The data is widely used by a broad range of business firms, financial institutions, and federal agencies.  The Index of Consumer Expectations is an official component of the Index of Leading Indicators developed by the U.S. Department of Commerce. Each month, 500 individuals are randomly selected from the contiguous United States (48 states plus the District of Columbia) to participate in the Surveys of Consumers. In order for the results to accurately represent the opinions of the population of the United States, it is important that each person selected participates. The questions asked cover three broad areas of consumer confidence: personal finances, business conditions, and future buying plans The Survey of Consumers is a rotating panel survey based on a nationally representative sample that gives each household in the coterminous U.S. an equal probability of being selected. Interviews are conducted throughout the month by telephone. The minimum monthly change required for significance at the 95% level in the Sentiment Index is 4.8 points; for Current and Expectations Index the minimum is 6.0 points.
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Capital MarketsASSET CLASS RETURNS: GROWTH OF A DOLLAR

Source: FactSet, as of 9/30/2019; Past performance is not indicative of future results. Please see slide 28 for asset class definitions. 

Presenter
Presentation Notes
Tracking the performance of selected unmanaged indices representing various types of securities illustrates how different asset classes performed over a given period and, just as important, how they performed relative to each other.This chart focuses on U.S. Equity, represented by the Russell 3000; Non-U.S. Equity, represented by the MSCI All Country World Index Ex U.S.; Fixed Income, represented by the BC (Barclays Capital) Aggregate Bond Index; Real Estate, represented by the FTSE EPRA NAREIT Global Real Estate Index; Cash & Cash Alternatives, represented by the Citi 3-month T Bill index; and Commodities, represented by the Bloomberg Commodity TR USD Index.
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Capital MarketsASSET CLASS RETURNS 

Source: Morningstar Direct, as of 9/30/2019

Past performance is not indicative of future results. Please see slide 28 for asset class definitions. 

Blended Portfolio Allocation: 45% U.S. Equity / 15% Non-U.S. Equity / 40% Fixed Income
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Presenter
Presentation Notes
This chart illustrates the returns delivered by a variety of asset classes over a period of time. As you can see, during the period illustrated, each asset class reacted differently to economic and financial development.By diversifying across asset classes, investors seek to hedge against the unknown since, by definition, for a group of assets to be considered an asset class, it should – among other attributes – exhibit low correlation with other asset classes. In other words, one asset class may tend to flourish during periods of high inflation, while another asset class may suffer. Asset allocation and diversification do not ensure profit or protect against loss.The portfolio mix is 45% S&P 500 Index / 15% MSCI EAFE Index / 40% Barclays Capital Aggregate Index.



Most global equity markets declined in the third quarter while the S&P 500 Index was slightly positive. Most 
safer asset classes experienced positive performance in the third quarter this year. We continue to favor US 

equities based on better earnings growth, profit growth, better sector dynamics, and less political risk relative to 
their international counterparts.
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Capital MarketsASSET CLASS RETURNS 

Source: Morningstar Direct, as of 6/30/2019; Past performance is not indicative of future results. Please see slide 28 for asset class definitions. 

Presenter
Presentation Notes
This chart illustrates the returns delivered by a variety of asset classes over the course of a year as well as over the course of a quarter. As you can see, each asset class reacted differently to the events of those two time periods.By diversifying across asset classes, investors seek to hedge against the unknown since, by definition, for a group of assets to be considered an asset class, it should – among other attributes – exhibit low correlation with other asset classes. In other words, one asset class may tend to flourish during periods of high inflation while another asset class may suffer. 



The S&P 500 posted a positive return for the quarter led in part by defensive sectors such as Utilities and Real 
Estate, which have benefitted from the year-to-date (YTD) decline in interest rates given their relatively elevated 
dividend yields. On the other hand, Energy was the worst performing sector for the quarter due to a decrease in 

global demand and geopolitical tensions in the Middle East.
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Capital MarketsS&P 500 SECTOR RETURNS

Returns are based on the GICS Classification model. Returns are cumulative total return for stated period, including reinvestment of dividends. 
Past performance is not indicative of future results. Please see slide 28 for sector definitions. Source: FactSet, as of 9/30/2019

Presenter
Presentation Notes
S&P 500 sector returns offer another example of how different assets react to different circumstances. However, where the last chart demonstrated differences among different classes of investments, this one illustrates how different sectors within one asset class – stocks – respond differently to the same set of conditions.Standard & Poor’s employs 10 primary sectors: consumer discretionary, consumer staples, energy, financials, healthcare, industrials, information technology, materials, telecommunication services and utilities. These are derived from the Global Industry Classifications Standard (GICS®), an industry model used by market participants worldwide.You can see their aggregate performance represented by the S&P 500, a diverse index consisting primarily of leading companies from a wide variety of different economic sectors. Because the index is weighted by market cap, the largest firms have the greatest impact on the index.



“The small caps continue to be range bound and relative strength remains stuck in a downtrend. The small caps 
also have experienced significantly weaker earnings growth in 2019, and thus we continue to favor the 

large caps. Additionally, our bias remains in favor of Growth over Value in the slow growth 
environment. The overweight of Technology and Communication Services in the Growth index compares 

favorably vs. the overweight of Financials (interest rates remain a headwind) in the Value index.”
- Joey Madere, Senior Portfolio Analyst
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Capital MarketsEQUITY STYLES

Style box returns based on the GICS Classification model. All values are cumulative total return for stated period including reinvestment of dividends. The indices used from left to right, 
top to bottom are: Russell 1000 Value Index, Russell 1000 Index, Russell 1000 Growth Index, Russell Mid-Cap Value Index, Russell Mid-Cap Blend Index, Russell Mid-Cap Growth Index, 
Russell 2000 Value Index, Russell 2000 Index and Russell 2000 Growth Index. Past performance is not indicative of future results. Please see slide 28 for asset class definitions. 

Source: Morningstar Direct, as of 6/30/2019Source: Morningstar Direct, as of 6/30/2019

Presenter
Presentation Notes
Yet another way to diversify investment assets is by selecting different styles of investments. The “style boxes” illustrated here classify indices in terms of the capitalization (large-, mid- and small-cap) of the companies – the vertical axis – and the investment approach favored by the money manager. In general, the smaller the capitalization of a stock, the more volatile it tends to be – meaning that the stock may offer dramatic potential for growth, but also entails equally dramatic potential for declines. Value investing generally involves buying stocks that appear underpriced based on fundamental analysis. Such securities are typically shares in public companies that trade at discounts to book value, yield robust dividends, have low price-to-earnings multiples and/or low price-to-book ratios.Blend investing focuses on securities that are likely to perform consistently over time. These securities are often used to form the foundation of a portfolio. At the other end of the spectrum are growth stocks, selected for their potential to generate significant earnings growth over the long term.By combining the attributes along the vertical and horizontal axes of the style box, investors can tailor their holdings to help meet their financial objectives while not exceeding their appetite for risk.



The yield curve as displayed below illustrates the difference between the current curve and last October’s curve. 
Rates have fallen dramatically over the last 12 months, inverting most of the yield curve.
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Capital MarketsU.S. TREASURIES

Source: FactSet, as of 9/30/2019

Presenter
Presentation Notes
The Treasury yield curve illustrates the relationship between different maturities – ranging from one month to 30 years – of Treasury securities and their yields to maturity. When short-term yields are lower than long-term yields, the line slopes upward producing a positive (or “normal”) yield curve. When short-term yields move above their longer-term counterparts, the curve is negative (or inverted). A flat curve indicates little or no difference between short- and long-term yields.In general, a positive yield curve indicates that investors require a higher rate of return in exchange for assuming the risk of lending money for a longer period of time. Steep positive curves also tend to indicate that investors expect future economic growth and inflation (and thus interest rates) to increase.A sharply inverted yield curve means investors anticipate sluggish economic growth, lower inflation and, thus, lower interest rates. A flat curve generally indicates that investors have no clear expectations about future economic growth and inflation.Treasury securities are frequently used to plot yield curves because they are considered “risk-free” and so serve as a benchmark for determining yields on other types of debt.The spread, or difference, in yield between the 2-year U.S. Treasury note and the 10-year Treasury note is one indication of expectations about the direction of both monetary policy and inflation. The spread typically shows the additional yield that could be earned from the bond that carries the higher risk. In most, but not all, circumstances, the greater duration risk implied by the 10-year bond generates a higher yield than the 2-year Treasury note.
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Capital MarketsFIXED INCOME YIELDS

Source: Bloomberg, as of 9/30/2019

Past performance is not indicative of future results. Please see slides 29-31 for index definitions. 

Presenter
Presentation Notes
Rates or yields generated by fixed income instruments are determined in part by the issuer’s financial ability to make interest payments and repay the loan in full. One measure of yield, “yield to worst,” comes into play when a bond may be called, put, exchanged or has other features that could affect its maturity. It is calculated based on the coupon rate, length of time to redemption and market price. Where no such features exist, the comparable measure is yield to maturity.Treasury securities are generally deemed to be the safest fixed income vehicles, and thus tend to pay relatively low interest rates. Historically, next in line are bonds issued by federal government agencies followed, in general, by municipal bonds, mortgage-backed securities and corporate bonds. Of course, these are just generalities: A high-quality corporate bond may entail less risk than a bond issued by a city plagued by financial troubles. Similarly, a high-yield corporate bond may offer a very attractive coupon rate – but that rate may be accompanied by a high risk that the company will be unable to make good on its obligations. Quite possibly a mortgage-backed security invested in a pool of very high-quality mortgages could be a more conservative choice than an investment in a high-yielding “junk bond.”Another key consideration is the number of years until the bond matures. The longer the term of the bond, the more uncertainties are involved – from the future solvency of the issuer to the risk that rates will rise, pushing down the value of a bond purchased today.Finally, taxes are a factor. Earnings on marketable Treasury securities are exempt from state and local income taxes, while most municipal bonds are exempt from federal taxes, and, if the purchaser lives in the state in which the bond was issued, he or she may also be exempt from state taxes. Municipal bonds may also be subject to local taxes and, for certain investors, to the alternative minimum tax. Thus, depending on the circumstances, a municipal bond that yields 5% tax-free may generate more income than a taxable corporate bond that yields 8%.A bond spread refers to the interest rate differential between two bonds. Bond spreads are a tool for comparing the value of one bond to another by helping to gauge the relative risks of the bonds being compared. The higher the spread, the higher the risk tends to be. Thus, it should be no surprise that the spread between high-yield corporate bonds and Treasuries tends to be much wider than the spread between municipal bonds and Treasuries.While bond spreads generally compare the yields of Treasuries to the bonds of other issues, they can also be calculated between bonds with different maturities, interest rate coupons or denominations.



“Worldwide accommodative monetary policies will continue to sustain long-term pressure on domestic interest 
rates. As long as the global central banks continue to inject their easing policies, the general interest rate trend 

will be down.”
– Doug Drabik, Fixed Income Services
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Capital MarketsGLOBAL SOVEREIGN DEBT YIELDS

Source: Bloomberg, as of 9/30/2019

This chart illustrates the 
highest and lowest monthly 
yields over the past 5 years 
as well as the current yield, 
represented by ♦.



The 10-year Treasury yield continued to drop from its high in October of last year, causing the spread between 
stocks and bonds to tighten. 
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Capital MarketsS&P 500 YIELDS VS. TREASURY YIELD

Source: Bloomberg, as of 9/30/2019

Past performance is not indicative of future results. Please see slides 29-31 for index definitions.

Presenter
Presentation Notes
S&P 500 Dividend Yield is the income provided by the S&P 500 in the previous 12 months. S&P 500 Earnings Yield is 1 divided by the Price-to-Earnings ratio. The Earnings Yield is intended to show “what $1 buys you in company earnings.” The 10-Year Treasury Yield is composed from the BC 10-Year Treasury Index using a methodology to create consistency among the data points so that all maturities are 10 years. 



“The S&P 500 currently trades at a P/E of 17.7x which is historically attractive given the low inflation and 
interest rate environment. However, trade tensions are acting as a headwind. In our base case outlook, we 
continue to view multiple expansion to 18.5x over the next twelve months- just below the 19.1x median P/E 

historically when inflation is in the 2-2.5% range.”
– Joey Madere, Senior Portfolio Analyst
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Capital MarketsPRICE-EARNINGS RATIO AND PRICE-BOOK RATIOS

Source: Bloomberg, as of 9/30/2019 Past performance is not indicative of future results. Please see slides 29-31 for index definitions. 

The price-to-earnings ratio, or P/E, is a common measure of the 
value of stocks. It shows the relationship between a stock’s price 
and the underlying company’s earnings (or profits) per share of 
stock. In essence, it calculates how many dollars you pay for each 
dollar of a company’s earnings. In very general terms, the higher 
the P/E ratio, the more likely the stock is to be overpriced.

The price-to-book ratio, or P/B, is a relative measure based on 
most recent price/accounting (book) value (quarterly, 
semiannual or annual data). Both price-to-earnings and price-
to-book are accounting-based relative value measures.

Presenter
Presentation Notes
The price-earnings ratio, or P/E, is a common measure of the value of stocks. It shows the relationship between a stock’s price and the underlying company’s earnings (or profits) per share of stock. In essence, it calculates how many dollars you pay for each dollar of a company’s earnings. In very general terms, the higher the P/E ratio, the more likely the stock is to be overpriced.However, investment decisions should not be based on the P/E ratio alone, since some stocks with high P/E’s may offer superior investment opportunities.In addition, it is important to note that P/E can be measured in several different ways.A trailing P/E is based on the most recent 12 months’ results, and thus is a historical number that reflects past performance.Forward P/E, sometimes called estimated P/E, divides a stock's current price by consensus earnings estimates for the next four quarters. It evaluates the current stock price against projected earnings. Forward P/E will be lower than current P/E if earnings are projected to rise, and higher if future earnings are expected to slow.Price-to-book is a relative measure based on most recent price/accounting (book) value (quarterly, semiannual or annual data). Both price-to-earnings and price-to-book are accounting-based relative value measures.



“The dollar has continued to strengthen, sitting near a two-year high, driven by strong relative growth and 
higher central bank policy rates. Given the Fed’s recent shift from higher policy rates toward lower rates, the 

pace of dollar gains will likely be moderated.
– Scott Day, Senior Investment Strategist

20

Capital MarketsFOREIGN EXCHANGE RATES

Source: Bloomberg, as of 9/30/2019; Past performance is not indicative of future results. Please see slides 29-31 for asset class definitions. 

Presenter
Presentation Notes
In viewing foreign exchange rates, the primary ones to watch are the most liquid including: U.S. dollar, the euro, the Japanese yen, the British pound, the Swiss franc, the Canadian dollar, the Australian dollar and the New Zealand dollar. The currency exchange rate is the rate at which one currency can be exchanged for another, and is always quoted in pairs, such as EUR/USD (the euro and the U.S. dollar). Exchange rates fluctuate based on global economic factors and geopolitical events.A weak U.S. dollar compared, for example, to the British pound, means that British goods will cost more to purchase in the United States and will tend to shrink British exports to the U.S. At the same time, the British will find that American goods are relatively inexpensive to buy and U.S. exports will benefit.The Trade Weighted Exchange Rate Index utilizes a trade weighted methodology of the top 26 trading partners. This methodology includes both liquid and illiquid currencies.



Crude oil likely has upside into year end (year-end WTI target: $70/barrel) as the extension of the OPEC 
production cut coupled with increased geopolitical risk (i.e., Venezuela, Iran and Libya) and global demand 
should be supportive of oil prices. However, the expected increase in US production (the EIA expects US oil 

production to rise to 12.6 million barrels per day by year-end 2019) should keep the rise in oil prices contained. 
New emissions standards for global marine transportation (e.g., large tankers), expected to go into effect in 

January 2020, present a potential upside catalyst for oil as ‘sour’ oil will need to be replaced by cleaner ‘sweet’ 
oil. 
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Capital MarketsCOMMODITY PRICES

Source: Bloomberg, as of 9/30/2019. Please see slides 29-31 for asset class definitions. 

Presenter
Presentation Notes
A commodity is a generic product, such as grain, food, metal or oil, that is interchangeable with equivalent grain, food, metal or oil. These products are typically traded through the use of commodities futures contracts or options – essentially agreements to buy or sell the given commodity at an agreed-upon price on a specified date. Because commodity trading makes the future prices of some of the most important inputs to market goods transparent, changes in commodity prices are thought by some economists to be good predictors of future price changes.
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TRADE

For full theme articles, ask for a copy of the October 2019 Investment Strategy Quarterly.

Q4 Themes

Unlike previous tranches of tariffs that primarily targeted manufacturing inputs and industrial goods, this third 
tranche of tariffs primarily targets consumer goods. 
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Q4 ThemesREGARDING RECESSIONS

For full theme articles, ask for a copy of the October 2019 Investment Strategy Quarterly.
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CENTRAL BANK TOOLBOX

For full theme articles, ask for a copy of the October 2019 Investment Strategy Quarterly.

Q4 Themes

Most central banks are tasked with price stability, but the US Federal Reserve is also required to foster 
maximum sustainable employment. The Fed’s primary tool is the federal funds rate, the overnight lending rate 
that banks charge each other for borrowing excess reserves – and will lower the target rate to boost growth if 

needed. As we saw during the financial crisis, the Fed has a number of non-standard tools to support the 
economy.These include forward guidance, the conditional commitment to keep short-term interest rates low for 
an extended period, and large scale asset purchases (or quantitative easing). This year, the Fed is revisiting its 

monetary policy strategies, tools, and communications policies, but the focus has already turned to maintaining 
an ample level of bank reserves in the system. 
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PMI & SURPLUSES

For full theme articles, ask for a copy of the October 2019 Investment Strategy Quarterly.

Q4 Themes

As Germany’s manufacturing sector slips further into contraction, the German government will be under 
renewed pressure to loosen the fiscal purse strings and inject more of its budgetary surplus back into the 

economy. 
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ITALIAN BOND YIELDS

For full theme articles, ask for a copy of the October 2019 Investment Strategy Quarterly.

Q4 Themes

As Matteo Salvini’s bid to take over the Italian government disintegrated, a newfangled coalition between the 5 
Star and Democratic Party factions witnessed rates return to negative levels. 
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Q4 ThemesWORLD BOND MARKETS

For full theme articles, ask for a copy of the October 2019 Investment Strategy Quarterly.
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Data provided by FactSet, Bloomberg.

This material is for informational purposes only and should not be used or construed as a recommendation regarding any security outside of a managed account. There is no guarantee 
that these statements, opinions or forecasts provided herein will prove to be correct.
There is no assurance that any investment strategy will be successful or that any securities transaction, holdings, sectors or allocations discussed will be profitable. It should not be 
assumed that any investment recommendation or decisions made in the future will be profitable or will equal any investment performance discussed herein.

Please note that all indices are unmanaged and investors cannot invest directly in an index. An investor who purchases an investment product that attempts to mimic the performance of an 
index will incur expenses that would reduce returns. Past performance is not indicative of future results. The performance noted in this presentation does not include fees and costs, which 
would reduce an investor's returns.

• Fixed Income: subject to credit risk and interest rate risk. An issuer’s ability to pay the promised income and return of principal upon maturity may impact the issuer’s credit rating. 
Generally, when interest rates rise, bond prices fall, and vice versa. Specific-sector investing can be subject to different and greater risks than more diversified investments.

• Personal Consumption Expenditure Index (PCE):  a measure of inflation, this index measures the price changes in consumer goods and services. Personal consumption expenditures 
consist of the actual and imputed expenditures of households; the measure includes data pertaining to durables, non-durables and services.

• Gross Domestic Product (GDP): a broad measurement of a nation’s overall economic activity. It is the monetary value of all the finished goods and services produced within a country's 
borders in a specific time period, including all private and public consumption, government outlays, investments and net exports that occur within a defined territory.

• Price-to-Earnings Ratio (P/E): a ratio for valuing a company that measures its current share price relative to its per-share earnings.
• Price-to-Book  Ratio (P/B): A ratio used to compare a stock's market value to its book value. It is calculated by dividing the current closing price of the stock by the latest quarter's book 

value per share.
• Small-cap and Mid-Cap Equity: generally involve greater risks, and may not be appropriate for every investor. International investing also involves special risks, including currency 

fluctuations, different financial accounting standards, and possible political and economic volatility. 
• High-Yield Fixed Income:  not suitable for all investors. Risk of default may increase due to changes in the issuer’s credit quality. Price changes may occur due to changes in interest 

rates and the liquidity of the bond. When appropriate, these bonds should only comprise a modest portion of your portfolio.
• Commodities: trading is generally considered speculative because of the significant potential for investment loss. Investing in commodities is generally considered speculative because 

of the significant potential for investment loss. Their markets are likely to be volatile and there may be sharp price fluctuations even during periods when prices overall are rising.
• U.S. Government Fixed Income: guaranteed timely payment of principal and interest by the federal government. 
• U.S. Treasury Bills: A short-term debt obligation backed by the U.S. government with a maturity of less than one year.
• Fixed Income Sectors:  Returns based on the four sectors of Barclays Global Sector Classification Scheme: Securitized (consisting of U.S. MBS Index, the ERISA-Eligible CMBS Index 

and the fixed-rate ABS Index), Government Related (consisting of U.S. Agencies and non-corporate debts with four sub sectors: Agencies, Local Authorities, Sovereign and 
Supranational), Corporate (dollar-denominated debt from U.S. and non-U.S. industrial, utility, and financial institutions issuers), and Treasuries (includes public obligations of the U.S. 
Treasury that have remaining maturities of one year or more).

Asset allocation and diversification does not guarantee a profit nor protect against loss. Dividends are not guaranteed and will fluctuate.

Past performance is not indicative of future results. Investing in international securities involves additional risks such as currency fluctuations, differing financial accounting standards, and 
possible political and economic instability. These risks are greater in emerging markets.

The values of real estate investments may be adversely affected by several factors, including supply and demand, rising interest rates, property taxes, and changes in the national, state 
and local economic climate. Companies engaged in business related to a specific sector are subject to fierce competition and their products and services may be subject to rapid 
obsolescence. There are additional risks associated with investing in an individual sector including limited diversification.
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INDEX DESCRIPTIONS

Asset class and reference benchmarks:

Bloomberg Commodity Total Return Index:  Formerly the Dow Jones-UBS Commodity Index TR (DJUBSTR),is composed of futures contracts and reflects the returns 
on a fully collateralized investment in the BCOM. This combines the returns of the BCOM with the returns on cash collateral invested in 3 Month U.S. Treasury Bills.

Barclays 10-Year Municipal Bond Index: A rules-based, market-value weighted index engineered for the long-term tax-exempt bond market. This index is the 10 year 
(8-12) component of the Municipal Bond Index.

Barclays 10-Year U.S. Treasury Index: Measures the performance of U.S. Treasury securities that have a remaining maturity of 10 years.

Barclays U.S. Aggregate Bond Index: Represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment-grade 
fixed rate bond market, with index components for government and corporate securities, mortgage pass-through securities, and asset-backed securities.

Barclays Global Aggregate ex-U.S. Bond Index: Tracks an international basket of bonds that currently contains 65% government, 14% corporate, 13% agency and 8% 
mortgage-related bonds.

Barclays High Yield Bond Index: Covers the universe of fixed-rate, non-investment grade debt. Pay-in-kind (PIK) bonds, Eurobonds, and debt issues from countries 
designated as emerging markets (e.g., Argentina, Brazil, Venezuela, etc.) are excluded, but Canadian and global bonds (SEC-registered) of issuers in non-EMG 
countries are included. Original issue zeroes, step-up coupon structures and 144-As are also included.

Barclays U.S. Credit Index: an index composed of corporate and non-corporate debt issues that are investment grade (rated Baa3/BBB- or higher). 

Citi 3-Month Treasury-Bill Index: This is an unmanaged index of three-month Treasury bills.
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FTSE EPRA/NAREIT Global Real Estate Index : designed to represent general trends in eligible listed real estate stocks worldwide. Relevant real estate activities are defined as the 
ownership, trading and development of income producing real estate.

MSCI All Country World Index Ex-U.S Index (ACWI ex U.S.): a market-capitalization-weighted index maintained by Morgan Stanley Capital International (MSCI) and designed to provide 
a broad measure of stock performance throughout the world, with the exception of U.S.-based companies. It includes both developed and emerging markets.

MSCI EAFE Index  (Europe, Australasia, Far East): a free-float adjusted market capitalization index that is designed to measure developed market equity performance, excluding the 
United States and Canada. The EAFE consists of the country indices of 21 developed nations. 

MSCI EAFE Growth Index: represents approximately 50% of the free-float adjusted market capitalization of the MSCI EAFE index, and consists of those securities classified by MSCI as 
most representing the growth style.

MSCI EAFE Small-Cap Index: an unmanaged, market-weighted index of small companies in developed markets, excluding the U.S. and Canada.

MSCI EAFE Value: represents approximately 50% of the free-float adjusted market capitalization of the MSCI EAFE index, and consists of those securities classified by MSCI as most 
representing the value style. 

MSCI Emerging Markets Index: designed to measure equity market performance in 25 emerging market indexes. The three largest industries are materials, energy and banks. 

MSCI Local Currency Index:  a special currency perspective that approximates the return of an index as if there were no currency valuation changes from one day to the next.

NASDAQ Global Real Estate Index: the index measures the performance of real estate stocks which listed on an Index Eligible Global Stock Exchange. The index is market-
capitalization weighted.

Russell 1000 Index: measures the performance of the 1,000 largest companies in the Russell 3000 Index, which represents approximately 90% of the investible U.S. equity market. 

Russell 1000 Value Index: measures the performance of those Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values. 

Russell 1000 Growth Index: measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. 

Russell Mid-Cap Index: measures the performance of the 800 smallest companies of the Russell 1000 Index, which represent approximately 30% of the total market capitalization of the 
Russell 1000 Index.

Russell Mid-cap Value Index: measures the performance of those Russell Mid-cap companies with lower price-to-book ratios and lower forecasted growth values.

Russell Mid-Cap Growth Index: measures the performance of those Russell Mid-cap companies with higher price-to-book ratios and higher forecasted growth values. 

Russell 2000 Index: measures the performance of the 2,000 smallest companies in the Russell 3000 Index, which represent approximately 8% of the total market capitalization of the 
Russell 3000 Index.

Russell 2000 Value Index: measures the performance of those Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values. 

Russell 2000 Growth Index: measures the performance of those Russell 2000 companies with higher price-to-book ratios and higher forecasted growth values.

Russell 3000 Index: measures the performance of the 3,000 largest U.S. companies based on total market capitalization, which represents approximately 98% of the investable U.S. 
equity market.
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Standard & Poor’s 500 (S&P 500): measures changes in stock market conditions based on the average performance of 500 widely held common stocks. Represents 
approximately 68% of the investable U.S. equity market.

S&P 500 Communication Services: comprises those companies included in the S&P 500 that are classified as members of the GICS® communication services sector.

S&P 500 Consumer Discretionary: comprises those companies included in the S&P 500 that are classified as members of the GICS® consumer discretionary sector.

S&P 500 Consumer Staples: comprises those companies included in the S&P 500 that are classified as members of the GICS® consumer staples sector.

S&P 500 Energy: comprises those companies included in the S&P 500 that are classified as members of the GICS® energy sector.

S&P 500 Financials: comprises those companies included in the S&P 500 that are classified as members of the GICS® financials sector

S&P 500 Health Care: comprises those companies included in the S&P 500 that are classified as members of the GICS® health care sector.

S&P 500 Industrials: comprises those companies included in the S&P 500 that are classified as members of the GICS® industrials sector.

S&P 500 Information Technology: comprises those companies included in the S&P 500 that are classified as members of the GICS® information technology sector.

S&P 500 Materials: comprises those companies included in the S&P 500 that are classified as members of the GICS® materials sector.

S&P 500 Telecom Services: comprises those companies included in the S&P 500 that are classified as members of the GICS® telecommunication services sector.

S&P 500 Utilities: comprises those companies included in the S&P 500 that are classified as members of the GICS® utilities sector.

For clients of Raymond James Investment Services, Ltd.: This document is for the use of professional investment advisers and managers and is not intended for use by 
clients. For clients in France: This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, being 
persons who are Eligible Counterparties or Professional Clients as described in "Code Monetaire et Financier" and Reglement General de l'Autorite des marches Financiers. It 
is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied upon by such persons and is, therefore, not intended 
for private individuals or those who would be classified as Retail Clients. For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and 
regulated by the Autorite de Controle Prudentiel et de Resolution and the Autorite des Marches Financiers. For institutional clients in the European Economic rea (EE ) outside 
of the United Kingdom: This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be submitted. 
For Canadian clients: This document is not prepared subject to Canadian disclosure requirements, unless a Canadian has contributed to the content of the document. In the 
case where there is Canadian contribution, the document meets all applicable IIROC disclosure requirements. 
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