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ACM’s View of the 2019 Economic 
Outlook
Economic growth has slowed as the stimulus from the 
2017 tax reduction loses momentum.  Nonetheless, the 
performance of the economy remains fairly solid and job 
growth is comfortably above the rate of growth of the 
labor force.  Some weak data over the winter did create 

The stock market totally reversed its fourth quarter 
2018 collapse and soared close to a new all-time record 
high, early in the second quarter:  volatility remains 
alive and well.  
Economic growth did slow, as expected, but it is likely 
to remain around 2% or better over the balance of the 
year.  In reaction to growth progressing at a slower pace, 

the Fed indicated it would keep its policy interest rates 
unchanged and be patient while it waits to see how the 
economic expansion unfolds over the course of time.  
This has been widely interpreted as suggesting policy 
will remain unchanged for all of 2019 and possibly into 
2020.  Such an environment is very positive for stocks 
and fairly neutral for bonds.

a temporary scare that the economy might weaken 
considerably, and more extreme pundits suggested 
that a recession was imminent or underway; especially 
after the 20,000 job gain first reported for February.  
Yet a 196,000 job rise in March (and upward revisions 
to prior reports) suggests that the February weakness 
was merely typical of the ebbs and flows of the data.  
(January showed a job increase of 312,000.)

Macroeconomic Overview
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International issues remain on the radar screen of 
investors, notably trade negotiations with China and 
the slowdown of growth in China and Europe.  Investors 
seem to be confident that a trade deal with China will 
emerge in due course, even as the negotiations drag 
on longer than originally envisioned.  It seems to be 
well recognized that both sides want and need a deal, 
so investors have shown themselves to be surprisingly 
patient.

Weaker economic growth overseas, particularly in China 
and Europe, are concerns because they could result in 
reduced demand for U.S. exports.  Even so, policymakers 
in both locations are even more concerned with their 
weaker performance and are working to provide more 
stimulus.  In China, the government is less likely to 
approve another larger, wasteful infrastructure spending 
program, because it wants to stop building bridges to 
nowhere.  Instead, it has become more accommodative 
with monetary policy and tax cuts.  The greatly 
increased size of the Chinese economy and inefficiencies 
within government policies is slowing China’s economic 

growth, regardless of government attempts to halt 
or reverse the slowdown.  It is questionable whether 
the Chinese government will be successful, but, any 
difference in Chinese economic growth is simply not 
material for U.S. exports.  On the other hand, trade 
negotiations with China are vastly more important.  And 
while the issue of intellectual property theft is far more 
important to U.S. interests, China is sure to appease the 
U.S. with increased imports.

European economic growth and internal politics remain 
in flux.  Brexit terms have still not been resolved and 
the timing for a resolution of this issue isn’t even on the 
radar screen.  Nonetheless, U.K. economic growth has 
been fairly robust, positively affected by the weakening 
of the pound, due to concerns over Brexit.  The rest of 
Europe is struggling to one degree or another.  Growth 
slowed to around 1% at an annual rate for the second 
half of last year, despite a highly supportive ECB and 
negative interest rates on many government bond 
issues.  But policy is also disrupted by political turmoil.  
The “Yellow Vest” movement in France adds to chaos 
and the government in Italy is likely to add considerably 
to fiscal stimulus, despite the objections of the rest 
of the E.U.  Therefore, we expect the rate of growth to 
improve a bit after the slow growth seen in the second 
half of last year.  Any amount of pick-up would ease 
investor concerns.

What does all of the above mean for the U.S.?  The 
simple answer is: not much. The ebbs and flows in China 
and Europe are unlikely to have much of an impact on 
our growth, although it might produce some weakness 
in the corporate profits of individual companies with 
sizable operations in those regions.  A solid pace of 

Macroeconomic Overview
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Macroeconomic Overview

growth in the U.S. of 2%, or slightly more, is likely to 
continue, even if profit growth weakens somewhat.  
So European developments are likely to provide 
interesting theater, but are unlikely to meaningfully 
impact the ongoing growth of our economy.  Looking 
back at U.S. growth over the past several years, we’ve 
averaged around 2%, except for 2018, when the tax 
cuts temporarily boosted growth close to 3%.  Even so, 
unemployment declined from 10% at its peak in 2009, to 
3.8% most recently.  So if we revert to 2% growth now, 
the unemployment rate is likely to continue to decline 
and profits should remain on a positive trajectory.

ACM’s View of the 
Outlook for Capital Markets
The slower pace of economic growth and the Fed’s pivot 
to tolerate such growth as long as inflation remains 
near its 2% target strongly suggests that Fed policy will 
remain unchanged for the near or visible future.  This 
creates a very favorable environment for stocks and an 
ambiguous outlook for bonds.

The ideal environment for stocks is persistent economic 
growth and low interest rates and inflation, which is 
precisely the prevailing set of circumstances.  If nothing 
changes, stocks should maintain a positive trajectory in 
line with growth in profits.  Like economic performance, 
profits performance is subject to ebbs and flows.  And 
stock prices always overreact to these changes.  So 
sizable fluctuations are likely to continue and the media 
will hype every single one of these fluctuations, both up 
and down.  Investors should ignore these hyperactive 

commentaries, since they risk getting out following a 
sudden decline and buying back in only after a rebound.  
Since these short-term fluctuations are impossible to 
anticipate, such as the decline in the fourth quarter that 
was totally reversed in the first quarter, it is far better to 
take a longer term view and simply stay invested.

Stocks are not expensive today, trading at around 16 
times expected 2019 S&P 500 earnings, which is close to 
the long-term average, and less than 14 times 2019 S&P 
earnings, excluding the FANG stocks (Facebook, Amazon, 
Netflix and Google).  Excluding the FANG stocks, all of 
the rest of the stock market, a total of 496 companies, 
is actually quite cheap.  So continued economic growth 
and low inflation and interest rates make this an 
opportune time to invest, despite the age of the bull 
market.

The outlook for bonds is less clear and depends greatly 
on how the expansion evolves.  Investors are very 
hopeful, maybe even convinced, that the Fed will not 
raise interest rates any time soon.  That’s plausible as 
long as the lack of slack in the labor market doesn’t 
raise wage rates and inflation.  But how low can 
unemployment descend without driving up wages and 
inflation?  Economic theory says it should happen, but 
it still hasn’t, as yet.  If rising inflation were to start to 
become visible, bonds would almost certainly sell off 
and the Fed’s rhetoric would turn less supportive.  At 
the same time, the Fed is highly unlikely to think about 
cutting rates unless it came to fear a larger slowdown in 
economic growth or a recession.  That seems even less 
likely.  So we seem to be in an interim period while we 
wait for these possibilities to sort themselves out.  
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INVESTMENT PHILOSOPHY + STRATEGY

Founded in 1998, ACM views the markets with
a two tiered process, utilizing a top-down
view of the business cycle, coupled with a

bottom-up, fundamental value based analysis.
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Equity portfolios enjoyed strong growth in the first 
quarter as the S&P 500 climbed over 20% from its 
December 24th low. The surge in the S&P 500 thus far 

in 2019, however, needs to be placed in context of the 
market’s decline throughout Q4. 

Market Focus: Equities
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Market Focus: Equities

The sharp appreciation this past quarter was largely 
a recovery from far-too pessimistic expectations that 
developed over the course of Q4. Those expectations 
were initially triggered by Federal Reserve Chair Jay 
Powell’s comment that interest rates “are far from 
neutral.” This comment triggered excessive concerns 
that interest rates would rise sharply and the Fed, in 

A final downdraft came towards the of 2018 as investors 
moved to sell already-down stocks to lock-in capital 
losses (to offset capital gains reaped early in the year 
after a very strong 2017). But once the Fed walked back 
those interest rate comments and once the EPS growth 
forecasts for 2020 showed a solid reacceleration, 
investors recognized that the market, broadly, 
had overreacted.  In addition, portfolio managers 
started buying back stocks previously sold for tax 
loss harvesting. Investors were simply undoing an 

its attempts to control inflation, would inadvertently 
trigger a recession. Recession fears increased through 
the fourth quarter and equity multiples contracted. In 
addition, investors saw that 2019 EPS growth forecasts 
would have to come down and that triggered additional 
multiple compression across the market.

overreaction to misjudged “bad news” that wasn’t really 
so bad after all. Despite the strong first quarter recovery, 
the market ended the quarter still down relative to the 
September peak, and still cheaper at 16.9 times forward 
earnings estimates. At current inflation rates, the market 
has historically traded at 19.5 times forward earnings. So 
when we place the recent market expansion and current 
equity valuations in the context of the low-inflation 
environment in which we are investing, we find the 
market more attractive still. 
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One size does not fit all. Our individually tailored portfolios 
are designed specifically for the client, using individual 

securities and thoughtfully managed in our all cap value style.

Advisors Capital Management provides 
private accounts with security selection that 

is tailored to each client’s personal objectives.

One size does not fit all. 
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On the other end of the performance spectrum, 
Consumer Staples (+6.95%) posted the worst index 
sector return for the March quarter.  Investors believe 
that while the economy has cooled, the expansion will 
continue and more cyclical investments performed 
better.  Our Consumer Staples position, Casey’s General 
Stores (CASY), a Midwest convenience store operator, 
stayed relatively flat over the three months.  

Small/Mid Cap Update

Small/Mid cap stocks measured by the Russell 2500 
Index, rebounded smartly from the previous quarter’s 
drubbing by gaining +15.82% for the first quarter 2019.  
The ACM Small/Mid Cap strategy composite1  outpaced 
the index climbing +16.97% for the quarter.  

The Information Technology sector paced all index 
sectors by jumping +24.87%.  Within Technology, 
multiple industries including semiconductor, 
semiconductor equipment, software and services 
registered price advances exceeding 26%.  In the ACM 
Small/Mid portfolio, Worldpay, Inc. (WP) and Paycom 
Software, Inc. (PAYC) led winners in the Technology 
space.  Payment service provider Worldpay jumped after 
announcing the company will be acquired by Fidelity 
National Information Services.  Employment system 
software provider, Paycom, enjoyed a positive price 
move after reporting better than expected earnings.  

Health Care (+19.16%) placed second in index sector 
performance rankings for the three-month period.  Many 
of the leaders in this sector included biotechnology 
and companies providing life science tools.  Small/Mid 
holding Veeva Systems Inc. (VEEV) led the ACM portfolio 
of health care names.  The company provides software 
to help pharma companies manage critical business 
functions including clinical trials and regulatory 
compliance for new drugs.  

Investors believe that 
while the economy has 
cooled the expansion 
will continue and more 
cyclical investments 
performed better. 

1 Based on preliminary calculations of the Advisors Capital 
Management Small/Mid Cap composite results net of fees.  
The Small/Mid Cap composite gross and net results for Q1 
2019 were +17.15% and +16.93%, respectively.
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Small/Mid Cap Update

Financials registered the next worst sector result but still 
managed a double-digit gain (+10.07%). The flattening 
yield curve suppressed returns of banking and insurance 
companies which generally depend on longer-dated 
fixed income instruments offering higher interest rates.  
Our Virtu Financial, Inc. (VIRT) position measured the 
biggest detractor to the quarter’s results.  The market 
making company, performs best in times of higher 
volatility, but volatility as measured by the VIX index fell 
46% over the January through March period.

Activity during the quarter included the sales of Cantel 
Medical Corp. (CMD) and Robert Half International Inc. 
(RHI).  Cantel’s endoscopy equipment cleaning business 
continues to perform well, but water purification and 
dialysis services will struggle with slower dialysis 
clinic construction expected over the next five years.  
We note the CEO change as significant and possibly 
impactful to the company’s M&A dependent growth 
model.  Robert Half had been a long-term Small/
Mid holding, first purchased in September 2008, and 
delivered an impressive earnings stream significantly 
above the company’s cost of capital.  However, we 
note the intensifying competitive environment in the 
professional staffing industry and new entrants due to 
evolving technology.  New positions include Watsco, 
Inc. (WSO).   Watsco distributes air conditioning, 
heating, and refrigeration equipment from multiple 

suppliers including Carrier throughout the U.S. as well 
as Canada, Mexico, and Puerto Rico.  The company 
excels at acquiring companies at attractive prices and 
assimilating them into its efficient operation.  With 85% 
of sales driven by replacement equipment, WSO should 
benefit from customer demand for greater energy 
efficient newer models.
 

The flattening yield curve 
suppressed returns of 
banking and insurance 
companies which 
generally depend on 
longer-dated fixed income 
instruments offering 
higher interest rates. 
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We continue to be 
GARP (growth at a 
reasonable price) 
investors and the 
ZBRA-AMZN choice 
is just one example 
of how that plays 
through our strategy. 

The Growth Composite saw a strong rebound in the 
first quarter, outperforming its benchmark as all sectors 
contributed positively to returns. The forces that 
caused sharp declines in Q4, reversed in Q1 as multiples 
recovered, even in the face of lower earnings estimates 
for 2019. We saw investors return to a longer horizon 
perspective with a focus on 2020 earnings growth.  Growth 
investors, especially, tend to get whipsawed by short-term 
developments, but valuations across those cycles tend to 
track longer term earnings prospects. And for the secular 
growth investments we have selected, the long-term 
prospects continue to improve.

Information Technology led the recovery, as the dire 
concerns of imminent recession and a tech down cycle 
abated. Indeed, investors learned that data center 
spending had taken only a brief pause and looked set to 
re-accelerate in the second half of this year. In addition, 
cellular technology spending is now being driven by 
the move to 5G, and that cycle will take several years 
to play out. Both of these trends are driving orders and 
sales for suppliers of infrastructure needed in both data 
centers and telecommunications, and boosted valuations 
of Broadcom (AVGO), Ciena Corporation (CIEN) and 
MACOM Technology Solutions Holdings, Inc. (MTSI). 
Indirectly, this also benefited Lam Research Corporation 
(LRCX), a supplier of equipment for making the chips 
that go into the servers and equipment making up that 
infrastructure.  Cyber security also remains in focus as 
demands for security grow with the expansion of data 
traffic flowing across the internet. Palo Alto Networks 
(PANW) remains our top pick in that space and was one 
of the best performers in the sector last quarter.  We also 
see growth continuing in e-commerce and favor Zebra 
Technologies (ZBRA) as a way to give investors exposure 
to that trend. ZBRA rose over 30% in Q1 and is up 150% 
over the last two years, while Amazon (AMZN), the more 
popular e-commerce play, is up 108% over that same 
2-year period. And, even better, ZBRA costs only 16 times 
expected 2020 earnings, while AMZN costs 44 times; 
high multiples assume an awful lot of growth over many 
years and are subject to sharp reductions should growth 
forecasts decline (in the event of a recession, for example). 
We continue to be GARP (growth at a reasonable price) 
investors and the ZBRA-AMZN choice is just one example 
of how that plays through our strategy.

Growth Review
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Our Consumer Discretionary selections also outperformed 
in the quarter, led by eBay Inc. (EBAY), TJ Max (TJX), and 
JD.com (JD). All benefited from the easing of recession 
fears and also from the growing belief a trade agreement 
with China would finally emerge. While an agreement 
does look likely, we saw much of the positive outcome 
reflected in share appreciation and decided to reduce 
exposure to China technology by selling out of JD 
during the quarter.  Easing of trade tensions also helped 
BorgWarner Inc. (BWA) recover. We continue to see BWA as 
a leading supplier of more powerful, power efficient, and 
cleaner automotive systems, and, as such, we expect it to 
gain dollar content in cars and trucks for several years. So 
while it may continue to be buffeted by trade winds, the 
longer cycle should be a benefit.  The quarter also saw 
renewed enthusiasm for housing-related stocks as lower 
interest and mortgage rates were likely to spur home 
buying. The data show entry-level housing demand as the 
stronger segment of the market and we had switched from 
NVR, Inc. (NVR) to Lennar Corporation (LEN) to catch that 
trend. That switch started to pay off last quarter as LEN 
rose over 25%. 

Housing’s expected return to growth also helped make 
Financials a top contributor to Growth’s performance last 
quarter. MGIC Investment Corporation (MTG), a supplier 
of mortgage insurance, rose 26% as the outlook for 
mortgage initiations improved. Our Financials selections 
are spread among a number of different themes, and 
beyond housing, we have Synchrony Financial (SYF) to 
capture the growth in consumer spending, BankUnited 
(BKU) is leveraged to the expansion of on-line banking, 
and Citigroup (C) to capture recovery in broader elements 
of financial intermediation in the U.S. economy. All 
contributed meaningfully to Q1’s performance.

Growth’s Health Care positions outperformed the S&P’s 
sector results and were led by the mid-December addition 
of Stryker Corporation (SYK), a leading provider of robotic 
surgery tools.  Agilent Technologies, Inc. (A), provider of 
analytical tools for medtech, continues to deliver returns 
for clients and helps to build diversification away from 
pharma in our Health Care holdings. We continue to see 
potential for Allergan plc (AGN) to contribute to returns 
as investors come to understand that competitive threats 
to Botox are less worrisome than some fear—the first 
quarter saw the tide begin to turn as AGN shares climbed 
10%. While that’s less than the market, it’s a start, and we 
expect AGN’s results over the next few quarters to provide 
further evidence of its ability to defend its market share.

Industrials were led higher by our defense holdings, 
Kratos Defense & Security Solutions, Inc. (KTOS) and L3 
Technologies (LLL), as outlooks for global spending on 
defense improved and as KTOS continued to win new 
contracts.  Materials saw specialty packaging companies, 
Ball (BLL) and Berry (BERY), both climb strongly in Q1.

During the quarter, we added T-Mobile US, Inc. (TMUS) 
on its potential to continue to gain share, particularly by 
serving rural communities, IMAX Corporation (IMAX) on 
the value of the premium-screen movie experience to 
movie-goers around the world (and especially in China), 
and Alphabet (GOOG) as it continues to dominate search 
and provides companies with industry-leading services in 
cloud computing. 

The weighted average P/E multiple in Growth remains 
below the S&P 500’s, as we continue to focus on value-
oriented, GARP (growth at a reasonable price) investment 
opportunities.  The Private Growth Composite climbed 
17.1% (net of fees) versus 15.0% total return (including 
dividends for the S&P 500; 13.4% appreciation alone).

Growth Review
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Our Private Core Dividend portfolio had an interesting 
quarter as the flattening yield curve did not impede 
our strongest performing sector – Financials.  The US 
economy’s bell-weather interest rate 10-yr Treasury 
Note started the quarter at nearly 2.70% yet finished 
at 2.41% - indicating that the economy is perhaps 
slowing modestly from its fairly robust pace in the 
second half of 2018.  In the financial sector there are 
two names worth noting and include SunTrust Banks 
(STI) and SVB Financial (SIVB) which climbed 18.4% 
and 17.1% respectively.   During the quarter SunTrust 
announced that they were merging with BB&T.  This 
is essentially a merger of equals in the economically 

vibrant southeastern US and the combined company 
will be a powerful force in the evolving bank landscape.  
More importantly both firms were independently 
reaching a size where the regulatory cost would have 
jumped to a much higher level as they were each close 
to crossing an asset level that would have warranted 
the additional regulation. The merger allows them to 
spread that cost across two large banks instead of one.  
Silicon Valley Bank is a very different model and benefits 
from the growth in the number of firms that are not 
public, but are becoming very large in Silicon Valley. 
Firms have waited longer before going public reducing 
the competitive landscape in which they can be owned 
and valued and SIVB is perhaps the best positioned of 
any bank to benefit from this trend. They have one of 
the largest growth rates and growth opportunities of 
any bank in the US because of this exposure. Overall, for 
the quarter the ACM Core Dividend portfolio had a total 
return of 13.36% vs. the benchmark’s 11.98%.  

The moderating interest rate environment also directly 
impacted the housing market in the first quarter.  The 
30-yr mortgage rate rose steadily in 2018 reaching 
a seven-year high in early November of over 4.8% 
which slowed the housing market.  But with the Fed 
communicating more dovish policy, mortgage rates fell 
sharply which should provide a strong tailwind for the 
industry.  This helped two of our housing related names 
including TopBuild Corp. (BLD) and Masco Corporation 
(MAS) which were up 44% and 35%.  

Core Dividend Update

But with the Fed 
communicating more 
dovish policy, mortgage 
rates fell sharply which 
should provide a strong 
tailwind for the industry. 
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Core Dividend Update

Our overweight position in the Industrial sector was 
negatively impacted by one name, Sensata Technologies 
Holding plc (ST), which was only up modestly.  Sensata 
is a supplier of sensors and controls to the automotive, 
aerospace, and heavy-vehicle industries.  Auto industry 
names have been under pressure out of concern that 
the industry is past peak production in the economic 
cycle.  But Sensata is well positioned to benefit from the 
growth of sensors that are being used in automotive and 
other industries.  We still like this well-run company. 

During the quarter we also added two names and moved 
out of one in the quarter.  We started new positions in 
BlackRock, Inc. (BLK) and Medtronic plc (MDT) and sold 
out of MetLife, Inc. (MET).  Blackrock’s management and 
business model are thought leaders and well positioned 
in the asset management space for many years ahead.  
Medtronic is a large and diversified developer of 
therapeutic and diagnostic medical equipment that 
develops, manufactures, distributes, and sells device-
based medical therapies to hospitals, physicians, 
clinicians, and patients worldwide.  Given shifting 
demographics, we think it’s well positioned for the next 
several years.  We sold MetLife to reduce our overweight 
in financials and in discussing opportunity cost, felt that 
capital could be used for better return opportunities 
elsewhere.

The ideal environment 
for stocks is persistent 
economic growth and 
low interest rates and 
inflation, which is 
precisely the prevailing 
set of circumstances. If 
nothing changes, stocks 
should maintain a 
positive trajectory in line 
with growth in profits. 
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The entire stock market totally reversed its fourth 
quarter swoon in the first quarter and our Income with 
Growth strategy participated in this round trip.  The S&P 
500 fell by 14.0% in the fourth quarter, but the Income 
with Growth composite lost 10.2%, so it significantly 
outperformed the broader market.  In the first quarter, 
the benchmark rebounded by 12.42%, yet the Income 
with Growth composite rose by 12.44% (net of all fees), 
ever so slightly better, which means it outperformed in 
the upward direction, after outperforming during the 
decline.  With the drop in stock prices, the gross yield 
on Income with Growth ranges from around 6.75% for 
the lower yielding version and about 7.5% for the higher 
yielding portfolio, which is near the upper range for this 
strategy over the past 18 years.

One of the most significant aspects of the performance 
of the Income with Growth composite in the first quarter 
is the turnaround seen for energy.  Energy has been a 
weak performer for several quarters, with the stocks 
doing far more poorly than the companies.  This made 
the stocks quite attractive, as prices failed to keep up 
with the health of the businesses.  Inevitably, this had to 
change.  While it is impossible to be certain the turn has 
occurred, the sector has shown renewed life and sharply 
improved performance. For the first quarter of 2019, 
our four largest energy holdings, Kinder Morgan, Inc. 
(KMI), Energy Transfer LP (ET), ONEOK, Inc. (OKE), and 
Plains GP Holdings, L.P. (PAGP) gained 30.1%, 11.6%, 
29.5%, and 24.0%, respectfully, excluding the dividends.  
Even so, they remain attractive and we expect them 
to continue performing well.  These companies will be 
bringing more projects into service this year, which will 
further build their cash flows.  By way of comparison, 
the JPMorgan Alerian MLP Index rose 14.9% during the 
quarter.

Real estate investment trusts and business development 
companies followed the same pattern as the energy 
companies, but to a lesser degree.  For the first quarter 
of 2019, our largest REIT holdings, Ladder Capital Corp 
(LADR), W. P. Carey Inc. (WPC), Gaming and Leisure 
Properties, Inc. (GLPI), and Blackstone Mortgage Trust, 
Inc. (BXMT), gained 10.0%, 19.9%, 19.4% and 8.5% 
respectively, also excluding dividends.  Our largest BDCs, 
Ares Capital Corporation (ARCC), Hercules Capital, Inc. 
(HTGC), BlackRock TCP Capital Corp. (TCPC), and TPG 
Specialty Lending, Inc. (TSLX) rose 10.0%, 14.8%, 8.7%, 
and 10.6%, also excluding dividends.

Income with Growth Update

One of the most 
significant aspects of 
the performance of the 
Income with Growth 
composite in the first 
quarter is the turnaround 
seen for energy. 
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Income with Growth Update

Interestingly enough, Hercules Capital sold off after the 
CEO, Manuel Henriquez, resigned after being caught 
up in the college admissions scandal.  Recognizing 
that companies are typically not one man, we took the 
opportunity to buy more.  

With Jerome Powell and the Federal Reserve having 
stepped off the gas pedal of interest rate hikes, it 
is evident there is a benefit for income producing 
securities.  

As for the sale of securities, downside aversion plays 
a big part in our discipline.  We sold out of Qualcomm 
(QCOM) this quarter, despite our positive view of its 
potential.  The company is mired in a series of lawsuits 
with Apple and its patents are being reviewed as part 
of the legal battle.  While we think Qualcomm is likely 
to prevail in this fight, we were uncomfortable with the 
risk should the court decision go against the company.  
While the upside is meaningful, we were concerned the 
downside was also considerable.  Since we don’t like to 
make such bets, we chose to sell out and we can always 
revisit the investment opportunity when we can make 
our investment decision on the basis of analyzing the 
company’s business and be less exposed to a decision 
made by a court.

Our fixed income holdings did well in the quarter, 
although the performance of these holdings is 
constrained by the average short duration of our 
holdings.  We prefer to take less risk, even if that results 
in a more muted performance when interest rates 
decline.

With Jerome Powell and 
the Federal Reserve 
having stepped off the 
gas pedal of interest rate 
hikes, it is evident there 
is a benefit for income 
producing securities. 
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In the first quarter of 2019, The Private Balanced 
Composite rose slightly less than its benchmark, largely 
reflecting the benchmark’s ratio of 70% equities to 
30% fixed, while the Private Composite is averaging 
60% equities and 40% fixed.  This is a result of advisors 
having the ability to pick the stock/bond allocations 
within client accounts and leaning more conservatively.  
Individual client results also varied with the selected 
targeted yield sleeve (3%, 4%, or 5%). 

We saw the hardest hit sectors of Q4 enjoy the strongest 
rebound this past quarter. Information Technology saw 
the biggest decline in Q4 and surge in Q1.  Lam Research 
Corporation (LRCX) and Cisco Systems (CSCO) delivered 
among the biggest gains in Balanced portfolios, followed 
closely by PayPal Holdings, Inc. (PYPL) and Broadcom 
(AVGO). Note that our thought process behind those 
investments remain intact and have several more years 
to play out. The growth of online work, search, and 
transactions benefits all those companies. CSCO and 
AVGO provide hardware and specialized chips needed 
to build bigger and better data centers (for Google, 
Microsoft, Amazon, Facebook, etc.), while LRCX makes 
the equipment needed to make more of those chips. 
PYPL provides the technology and systems behind 
online transactions for a growing number of companies. 
We expect all of them to deliver above-market 
appreciation over the next several years. 

Health Care was the second largest contributor to 
recovery last quarter, led by Thermo Fisher Scientific 
Inc. (TMO) and Roche Holding AG (RHHBY). One of our 
newest holdings in this segment, Becton Dickenson 

(BDX), was the third best performer in the group. Note 
the diversification among these three – one big pharma, 
one analytical tools for medtech, and one providing 
the basic supplies needed by clinics and hospitals, 
respectively. This sample reveals our approach to health 
care investing: retain exposure to the big pharma players 
with the greatest potential to solve the most important 
medical challenges, but be wary of the political risks 
surrounding drug pricing. Also include exposure to the 
tools of medicine, because they will be increasingly 
needed as society ages and insists on ever more 
solutions to those challenges. And finally, own shares in 
a company supplying the bandages, syringes, and other 
consumables that will be in increasing need as medical 
care grows with our growing and aging population.

Balanced Update

This is a result of advisors 
having the ability to pick the 
stock/bond allocations within 
client accounts and leaning 
more conservatively. Individual 
client results also varied with 
the selected targeted yield 
sleeve (3%, 4%, or 5%). 
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Balanced Update

The Consumer sectors—both Staples and 
Discretionary—also made meaningful contributions 
to returns in the quarter.  We had purchased General 
Mills (GIS) for clients after expectations had been reset 
lower and continue to see potential in its moves to 
add higher growth brands to its portfolio (including 
healthier food for both people and pets). Philip Morris 
International Inc. (PM)dramatically outperformed the 
market since that December low as investors realized 
cigarette sales revenue would be more resilient than 
previously thought as prices moved higher even as 
unit sales remained tepid.  Beer, wine, and cannabis 
company, Constellation Brands (STZ), finally began to 
deliver positive returns as beer sales firmed and has 
added over 8% appreciation in the current quarter after 
having sold the low-end portion of its wine business. 
On the Discretionary side, gains were led by our more 
defensive plays, TJ Max (TJX) Dunkin Brands (DNKN) 
and Williams Sonoma (WSM), which is leveraged to both 
housing and millennial spending. Headwinds came 
from Six Flags Entertainment Corporation (SIX), which is 
seeing weather issues disrupt revenues, but we expect 
its prospects to improve as we progress into its stronger 
seasons. 

Financials, Industrials, and Energy also contributed 
meaningfully to performance last quarter. After a 
tough 2018, in which Financials declined in the face 
of lower-than-expected interest rates, the decline in 
recession fears and solid results from banks moved our 
picks higher. Note that we are leveraged to banks with 
particularly strong cash generation potential (such as 
Bank of America and Citigroup), to housing—where 
the outlook has improved considerably on lower 
interest rates— through Blackstone Mortgage Trust, 
Inc. (BXMT) and MGIC Investment Corporation (MTG), 
and to specialized lending and investing through Ares 

Capital Corporation (ARCC) and Hercules Capital, Inc. 
(HTGC). Industrials also delivered last quarter, led 
by our positions in global defense (Lockheed Martin, 
Raytheon, and Northrop Grumman), while housing-
related play, Masco Corporation (MAS), also benefited by 
the renewed market enthusiasm for the housing theme. 
Finally, Energy benefited from higher oil prices, positive 
developments in pipelines, and Exxon Mobil’s (XOM) 
moves towards a higher growth strategy.

Our goal remains to create and maintain equity 
positions where dividends are growing along with 
a company’s value so that yields over a reasonable 
time horizon remain stable or increase.  We expect the 
companies we select to raise dividends on an annual 
basis, and most have done so.

On the Fixed Income side of the Balanced composite, 
the fourth quarter saw our mix of corporate bonds 
and preferreds outperform our fixed benchmark, the 
Barclays Aggregate Bond Index (AGG). We saw total 
return come from rising bond prices as both lower 
interest rates and tighter credit spreads contribute to 
security price appreciation. Our yields in fixed income 
range from roughly 3.7% to 5.0%, depending on the 
target income sleeve chosen by client. 

On the sale side, we swapped out Qualcomm (QCOM) 
for Taiwan Semiconductor Manufacturing (TSM) as the 
risks to QCOM’s stock increased with the recent legal 
developments vis a vis Apple. While we still see legal and 
technology arguments favoring QCOM in the end, the 
possible stock moves have now become too wide for it 
to be appropriate as a Balanced holding. TSM, a foundry 
for semiconductor companies, brings a company with 
more stable revenue, earnings, and cash flow prospects 
to the portfolio. 
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The Fixed Income composite outperformed in the first 
quarter as we delivered a total return of roughly 3.3% 
versus the benchmark, the Barclays Aggregate Bond 
Index (AGG), which was up over 2.9%. The results were 
driven by a tightening of credit spreads across the entire 
credit spectrum and by a decline in interest rates. As a 
reminder, the credit spread is the incremental yield an 
investor demands on a corporate bond versus a Treasury 
bond of the same maturity. The more risky the debt of 
a company, the larger the credit spread.  Credit spreads 
narrowed rather sharply as rational minds prevailed, 
following the fear-driven sell off in the end of last year. 

Fixed Income Update

Additionally, interest rates further declined in the 
first quarter as the Fed lowered to zero the number of 
expected interest rate increases in 2019, as compared to 
its previous expectations of two rate hikes. 

Our Fixed Income portfolio continues to feature a 
relatively low duration and this limited the gains from 
the decline in mid- to long-term interest rates in the first 
quarter. Consequently, most of the quarter’s return was 
driven by interest earned and the tightening of credit 
spreads.  Floating rate securities benefitted from the 
year-over-year increase in the3-month LIBOR, which was 
up 0.29% versus a year ago (although it was down 0.21% 

INVESTMENT GRADE AND HIGH YIELD CORPORATE SPREADS - LAST 5 YEARS

SOURCE: ICE Benchmark Administration Limited (IBA), Federal Reserve Economic Data, myf.red/g/ll3d
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last quarter as expectations for 2019 interest rate hikes 
declined). The AGG, by contrast, saw gains because of 
its relatively high duration which resulted in significant 
benefits from interest rate declines. The credit spreads 
on the AGG narrowed only marginally because of its 
heavy reliance on the highest tier of investment grade 
securities which generally have very low credit spreads.

During the first quarter, the interest rate declines caused 
duration to be a strong tailwind for many 
long-duration, fixed income benchmarks. Credit spreads, 
on the other hand, significantly tightened across the 
credit spectrum, especially in high yield. Consequently, 
first quarter performance was strong across fixed 
income, but stronger in high yield than investment 
grade, which is typical during market recoveries. 
However, total return for investment grade was higher 
than it was for high yield, when combining the last and 
current quarters. The outperformance of high yield, but 
investment grade in the last two quarters, highlights 
the importance of active management and discipline. 
The ability to capitalize upon market dislocations, but 
also to be disciplined enough not to chase yield, can 
significantly add total return to a fixed income portfolio. 

The outperformance of investment grade was driven 
by lower interest rates, which are a larger driver of 
investment grade yields than high yield. Also, credit 
spreads on investment grade bonds widened less during 
the market sell-off, and as expected recovered more 
quickly on the market recovery. The fact that high yield 
underperformed for the six-month period suggests two 
important observations. First, the market is beginning 
to better distinguish stronger credits from weaker 
credits, and secondly, the market realized that high 
yield credit spreads were a bit too narrow. Many fixed 
income investors were chasing yield without proper 
regard to risk. Overall, taking an incremental dollar 
of risk just offered too little incremental return for a 

Fixed Income Update

disciplined investor to justify going too far down the 
credit spectrum. 

Looking towards the rest of 2019, the Fed has made 
it clear that interest rate decisions will be data 
dependent. Currently, the economic data remains 
relatively strong and the outlook for slower, but still 
healthy, growth remains intact for 2019. GDP growth 
has been moderate—in the 2-3+% range for the past 
several quarters—and is expected by the Fed to be 
2.1% in 2019 and 1.9% in 2020. Also, Core PCE inflation 
has recently remained below—although relatively 
close to—the Fed’s 2.0% target after several years 
well below 2.0%. Correspondingly, wage growth has 
been gaining momentum, above 3% in the six most 
recent reports, as a very tight labor market pushed the 
unemployment rate down to 3.8%. The Fed expects 
to see the unemployment rate remain low and even 
decline slightly thru 2019, which may accelerate wage-
based inflation pressures. If the economy remains 
strong and inflation perhaps increases, the Fed will 
likely consider raising interest rates later in 2019 and/or 
2020. Even using the market’s implied base case of no 
Fed interest rate hikes in 2019, duration simply doesn’t 
pay right now with the spread between the 2-year and 
10-year Treasuries at less than 0.2%. Additionally, longer 
dated bonds have significantly more credit risk should 
economic fears or a market panic occur like the one 
witnessed last year.  

We remain focused on keeping duration low, maturities 
relatively short, and credit quality relatively high while 
maintaining a healthy exposure to floating rate notes. 
Additionally, we look forward to taking advantage of 
market disconnections to reposition selectively into 
securities that present very compelling risk/reward 
opportunities. We best describe our current positioning 
as relatively defensive and waiting to pounce the next 
time the fixed income market irrationally panics. 
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Global equities as measured by the MSCI ACWI Investable 
Market Index rallied +12.29% in Q1 2019 and the ACM 
Global Growth composite outperformed over the same 
period. 
 
North America paced regional index results with strength 
from Canada and the United States, respectively.  
Regionally, South Africa investor sentiment suffered from 
ongoing sporadic electricity outages, adverse political 
rhetoric associated with the upcoming election, and also 
an added dimension of the election potentially resulting in 
a fundamental change in property rights.  U.S. domiciled 
companies generated the greatest contribution to the ACM 
Global Dividend portfolio return.

Information Technology was the best sector performer 
with ACM Global Growth portfolio company, Microsoft 
(MSFT) helping drive the sector. Microsoft leverages it’s 
dominant and extremely profitable software position to 
fund growth in public cloud services and appears to be 
positioned well for the future of enterprise computing.  

Real Estate holdings also performed well with HFF, Inc. 
(HF) accounting for most of the gain.  The commercial real 
estate broker stock price jumped when competitor Jones 
Lang Lasalle announced they are acquiring the company.  

New positions XPO Logistics (XPO) which offers a host 
of transportation related services including airfreight 
forwarding, warehouse management, drayage, 
intermodal, and freight brokerage.  The company has 

the largest natural gas truck fleet in Europe and serves 
more than 50,000 customers in the U.S., Europe, and 
Asia.  The company appears to be leveraging its digital 
freight service matching system, extensive network, 
and customer base into cross-sell opportunities.  The 
company is no longer aggressively pursuing acquisitions 
and is focusing on execution.  As testament to the 
success of its model, the firm experienced impressive 
free cash generation and debt reduction over the last 
three years.  The loss of the Amazon account and a 
short-seller report punished the share price recently, 
providing the opportunity to add the business into the 
portfolio at an attractive price.  

Global Growth Update
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In the first quarter of 2019, the MSCI ACWI Index 
increased +12.18% with the ACM Global Dividend 
composite slightly underperforming over the same 
period.  The portfolio’s focus on higher quality balance 
sheets, higher dividend yield, and lower exposure to 
higher beta names explained the relative performance 
spread.  

North America paced regional index results with strength 
from Canada and the United States, respectively.  
Marijuana stocks captured investor imagination and 
Canada’s relatively high weight to oil and gas stocks 
benefited from the +32% price gain in crude oil over the 
quarter.  Africa/Middle East (+4.90) due to South Africa 
and Central Asia (+7.08%) due to India posted the least 
gains regionally.  Investors worry India’s election will 
weaken the pro-business mandate of Prime Minister’s 
Narendra Modi’s BJP party.  Additionally, increased 
tensions with Pakistan over the Kashmir area weighed 
on investor sentiment toward the region.  U.S. domiciled 
companies generated the greatest contribution to the 
ACM Global Dividend portfolio return.  This portion of 
the portfolio advanced +12.66%.  The portfolio’s lone 
Eastern European position, Turkey airport operator, TAV 
Havalimanlari Holding A.S. (TAVHY), accounted for the 
weakest regional return.  TAV Holdings gained +3.22%. 

Index sector leaders include Information Technology 
(+18.81%) and Real Estate (+15.46%).  ACM Global 
Dividend portfolio name, KLA-Tencor Corporation 
(KLAC) was a significant contributor in the sector.  
Semiconductor tool maker KLA posted strong earnings 
results in the quarter.  The company helps key customers 
Taiwan Semiconductor, Intel, and Samsung lower their 
production costs and maximize productivity as they 
move to more advanced yet smaller chips.  

The portfolio’s holding in HFF, Inc. (HF) accounted 
for most of the gain in the Real Estate sector.  The 
commercial real estate broker stock price jumped when 

competitor Jones Lang Lasalle announced they are 
acquiring HFF.  

Health Care (+8.14%) and Financials (+8.64%) were 
the index sector laggards.  Pharmaceuticals and drug 
distributors generally did not participate in the pro-
cyclical, pro-technology first quarter advance, and 
portfolio investments, Pfizer (PFE) and Sinopharm 
Group Co. Ltd. (SHTDY) were laggards.  In Finance, our 
position in CME Group Inc. (CME) positions recorded 
negative first quarter returns.  CME Group, the 
derivatives exchange, typically performs better in times 
of higher market volatility, but volatility as measured by 
the VIX index fell 46% over the January through March 
period.

Activity during the quarter included the exiting of 
positions in Apple (AAPL), BT Group plc (BT), Robert 
Half International Inc. (RHI), Schlumberger Limited 
(SLB) and SL Green Realty Corp. (SLG).  While Apple’s 
new offerings should continue its march to transition 
the business to more recurring-revenue services, the 
company is first and foremost a producer and seller of 
iPhones.  We fear an elongating handset replacement 
cycle and increasingly commoditized hardware space 
will ultimately remove its premium pricing capability 
resulting in lower margins and profitability.  Balance 
sheet issues led us to remove Schlumberger, SL Green, 
and BT Group.  We moved out of Robert Half due to 
deteriorating competitive metrics.   

Atlas Copco AB (ATLKY) was added as a new position and 
is a leading global supplier of compressors with market 
share estimated at 25%.  ATLKY also produces advanced 
vacuum equipment used in semiconductor clean 
rooms and industrial tools.  The company’s equipment 
consistently ranks best or near the top and the 
equipment helps clients save on energy costs.  We look 
for continued propitious free cash generation providing 
for double-digit future dividend growth.  

Global Dividend Update
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International ADR Update

Like U.S. stocks, non-U.S. equities rallied in the first quarter 
2019, but generally lagged the U.S. equity indices.  The MSCI 
ACWI ex USA Index returned +10.31% for the quarter, not quite 
recouping the  11.46% previous quarter loss.  Returns were 
fairly equal across developed and emerging markets.  The ACM 
International ADR portfolio composite1 result returned +8.23%, 
restoring value from the 2018 Q4 loss of  7.70%.  As frequently 
occurs after a large decline such as the 2018 Q4 negative result, 
the rebound is led by higher beta stocks or those stocks which 
have historically more volatile price movements compared to 
the market as a whole.  Indeed, the highest quartile of beta in 
the index outperformed the lowest quartile by 535 basis points 
(+13.63% versus +8.28%). 

Foreign currencies registered a relatively small detraction 
(0.32%) for U.S. non-hedged international equity returns in the 
quarter.  The Japanese yen and European euro accounted for 
most of the loss, but their weakness was partially offset by the 
British pound and Canadian dollar strength.  The Canadian 
dollar and pound rallies helped Canada (+15.48%) and the U.K. 
(+12.55%) become leading country contributors along with 
China (+19.38%) in the index.  China’s economic data showed 
signs of stabilizing late in the quarter and prospects of a U.S. 
trade deal encouraged investors.  Lagging countries included 
Turkey ( 4.16%) which suffered increased lira instability and 
election-engendered political intrigue.  Other notable lagging 
countries included SE Asia countries Indonesia (+4.80%) and the 
Philippines (+6.32%).

Real Estate (+14.09%), Information Technology (+13.90%), 
and Energy (+12.21%) provided leading sector returns.  Real 
Estate benefited from strong returns in industrial REIT stocks.  
Industrial REITs rebounded with investors generally believing 
that while global economic growth is slowing, a pervasive 
recession is not imminent.  Internet Services, semiconductor 
equipment, and application software propelled the Infotech 
sector.  Indeed, Information Technology holdings Disco 
Corporation (DSCSY) and Infosys Limited (INFY) provided 

significant contributions to the ACM International ADR 
composite return.  Japan-based Disco is a premier provider 
of cutting, grinding, and polishing equipment for the 
semiconductor industry.  Infosys is an India-based technology 
consultancy firm helping companies with their digital 
transformation.  

The Energy sector was propelled by oil & gas storage and 
exploration & production companies.  The ACM ADR portfolio 
holding PJSC Lukoil (LUKOY), the Russia-based integrated 
oil and gas company, led contributors for the March quarter.  
More defensive sectors trailed in the strong performing 
quarter.  This includes Communication Services (+6.46%) and 
Utilities (+7.83%).  Lagging names in these categories in ACM 
International portfolio included WPPplc (WPP) and Guangdong 
Investment Limited (GGDVY).  WPP has a strong global 
position in the ad agency industry but a change in leadership 
and evolving technology are making investors question the 
company’s long-term competitiveness.  This position is under 
review.  Guangdong Investment is a Hong Kong water company 
which continues to execute well but investors favored more 
cyclically exposed stocks in the latest quarter.

Activity during the quarter included the purchase of Atlas 
Copco (ATLKY) and CAE Inc. (CAE).  Canada-based CAE was 
introduced into our Global Growth and Small/Mid portfolios 
last quarter.  The company is becoming a meaningful dividend 
payer, making it eligible for the International ADR portfolio.  
The company provides flight simulators and training services 
to the aeronautical industry.  CAE operates worldwide with 
more than 160 locations spread across 35 countries and 
has captured over 30% market share in the civilian training 
solution market.  Global passenger trips estimated at 3.7 
billion in 2018 is projected to grow to over 5 billion in less than 
ten years.  Ongoing pilot training plus new pilot additions 
should support the company’s growth for years to come.  Atlas 
Copco is a leading global supplier of compressors with market 
share estimated at 25%.  ATLKY also produces advanced 
vacuum equipment used in semiconductor clean rooms and 
industrial tools.  The company’s equipment consistently ranks 
best or near the top and the equipment helps clients save 
on energy costs.  We look for continued propitious free cash 
generation providing for double-digit future dividend growth.
 

1 Based on preliminary calculations of the Advisors Capital Management 
International ADR composite results net of fees.  The International ADR composite 
gross and net results for Q1 2019 were +8.59% and +8.23%, respectively.
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