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SLIDE 1

U.S. Labor Market: Tight, and Getting Tighter
The trend in claims suggests the unemployment rate is headed even lower
Very tight labor market:
Suggests higher wage growth

Declining unemployment rate implies
wage growth remains on a slow
upward trend

Co-CIO, David Pearl:
The U.S. economy has exhibited strong growth,
powered by ongoing job creation. Initial
unemployment claims are at an exceptionally
low level and the unemployment rate has ticked
below 4%. This should result in moderately
higher wage growth, which provides a positive
backdrop for consumer confidence and consumption in coming quarters.

Source: (both charts) Bloomberg, Epoch Investment Partners
The “Wage indicator ave” is an average of four series: Average hourly
earnings, NY Fed median, Employment cost index, and Atlanta Fed
wage growth

SLIDE 2

In Spite of All the Job Openings, Wage Gains Not Yet Pressuring
U.S. Profits
Record high for job openings;
but hiring is not keeping pace
Regardless of the tight labor market,
wage gains are not yet translating
into a higher share for labor

There are a record number of job openings in
the U.S., although actual hiring has not kept
pace. This may be because it is difficult to find
the right person for some positions, or it might
be because of the impact of technology, which
is redefining many jobs and increasing productivity. Regardless, although the tight labor
market is translating into somewhat higher
wages, it has not yet been enough to impinge
upon corporate profitability. This is constructive
for company earnings and the equity market.

Source: (both charts) Bloomberg, Epoch Investment Partners

All charts use the latest data available as of September 24, 2018
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SLIDE 3

U.S. Small Businesses: Record High Optimism
Optimism reflects lower taxes, fewer
new regulations and relatively little
trade exposure
Small businesses have aggressive hiring
plans, but finding suitable workers is
now harder than ever

Small businesses are the biggest job creators
and their outlook is near record highs. Their
hiring plans are aggressive but, again, they are
having a problem finding suitable workers. For
example, there is a shortage of construction
workers and truck drivers.

Source (both charts): Bloomberg, Epoch Investment Partners

SLIDE 4

Strong Labor Market Implies a Robust Consumer
Retail sales are very strong, reflecting
solid gains in disposable income
The weakness in housing investment is
unusual at this stage of the cycle

Retail sales have been strong, reflecting the
strength of the labor market and robust
income gains. However, housing starts and
residential investment have rolled over,
reflecting higher interest rates and reduced
affordability. The higher-end of the housing
market appears particularly weak. Still, house
prices have been solid, growing at roughly 6%
for the last few years.

Source (both charts): Bloomberg, Epoch Investment Partners

SLIDE 5

U.S. Inflation: Ticking Up, Ever So Slowly
Core services are largely impacted by wages, while core goods prices will
also reflect tariffs and the USD trend

Inflation has been surprisingly moderate, given
how tight the labor market is. While the overall
core CPI has been hovering around the Fed’s
2.0% target, the inflation rate for core goods has
actually been negative for five years now (due
to a combination of trade and technology). On
the other hand, services inflation is running
close to 3.0% and is more closely related to
wage growth.

Source: Bloomberg, Epoch Investment Partners

All charts use the latest data available as of September 24, 2018
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SLIDE 6

Earnings Growth Peaks in 2018, but Still Expected to be Solid in 2019
S&P EPS growth (% yoy) is extraordinarily
strong this year, turbo-charged by the TCJA

Strong earnings growth explains why
U.S. equity markets have outperformed

S&P 500 earnings growth is expected to come
in very strong for 2018, wind-assisted by last
December’s tax cuts. Over the next two years
the consensus sees EPS growth of around 10%,
which is quite solid. While the consensus is
typically overly optimistic, we expect EPS
growth in the high single digits. This is important because the key driver of relative stock
market performance has been relative EPS
growth, and that continues to augur well for the
U.S. equity market.

Source (right chart): Bloomberg, Consensus Estimates, Epoch Investment
Partners
Source (left chart): Bloomberg, Epoch Investment Partners

SLIDE 7

In Spite of Strong Price Gains, the SPX Appears Fairly Valued
U.S. tech earnings growth has
been especially strong

The SPX’s FCF yield is
bang-on its historical mean

Tech has been an exceptional performer,
exhibiting incredibly strong earnings growth in
the U.S. This is one reason why, despite strong
gains in recent years, the S&P 500 appears to
be trading close to fair value. While tighter
liquidity conditions mean valuation multiples
are unlikely to increase further from today’s
levels, we do believe free cash flow generation
will drive the equity market higher for the next
year or so.

Source (both charts): Bloomberg, Epoch Investment Partners

SLIDE 8

Expect Records for both Buybacks and Repatriation This Year
U.S. buybacks are expected to
hit a record high this year

Buybacks are expected to come in at a record
pace this year, reflecting the high level of free
cash flow produced by U.S. corporates. This is
partially due to last year’s Tax Cuts and Jobs Act
(TCJA), which has resulted in record levels of
overseas cash being brought back to the U.S.

Following the TCJA, corporate America
is bringing a record amount back home

Source (left chart): Goldman Sachs
Source (right chart): BEA, Epoch Investment Partners
Note: Repatriation reflects an accounting transfer from a foreign affiliate to
the U.S. parent. It is estimated that U.S. corporations hold about $2.1 tn in
offshore cash.

All charts use the latest data available as of September 24, 2018
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SLIDE 9

M&A Activity Benefitting from a Number of Tailwinds This Year
Announced global M&A volume
(USD bn, deals worth more than $100 mn)

M&A activity is also at a very high level this
year, not just in the U.S., but globally. Given that
liquidity is still plentiful, we expect M&A
activity to remain robust through at least 2019,
as typically occurs late-cycle.

Source: Goldman Sachs

SLIDE 10

Capital-Light World: Return a Higher Proportion of Cash
to Shareholders
S&P 500 companies' use of cash

Proportion of cash usage (%):
Capex falling, shareholder yield rising

Dividends plus buybacks: Accounted for 26%
of cash usage in 2000, surging to 46% in 2018.
Capex: Represented 42 – 44% of cash usage in
the early-2000s, vs. only 27 - 28% now.

Reflecting our “Tech is the New Macro” theme,
a capital-light world means companies spend
less on building factories and capital expenditure than previously. Importantly, this allows
businesses to return more cash to shareholders.
For example, large financial institutions are now
in a position to return capital to equity owners.
To illustrate, Bank of America is returning $5
billion this year to shareholders.

Source: (both charts) Goldman Sachs

SLIDE 11

Return of Price Discovery: Gradually, Then Suddenly
Four features
1.
2.
3.
4.

Transition from QE to QT
Fed hikes (four more by end-2019)
Soaring Treasury issuance
Coming wall of corporate maturities

Key Implications
A. Cost of funding rises: USD liquidity
tightens, likely to drive interest rates
moderately higher
B. Top-line growth slows: Potentially trouble
in 2H2019
C. Multiples could contract: Or at least, stop
expanding
D. Volatility rises: For all asset classes.

CEO & Co-CIO, Bill Priest:
There are four features to our “Return of Price
Discovery” theme. The first is particularly important as the market benefited tremendously from
QE, which resulted in significant multiple expansion from 2012 to 2016. On the other hand, QT is
basically a tightening process. If QE was about
buying bonds, QT is about selling bonds. The key
implications include tightening USD liquidity,
topline growth slowing, and equity multiples
possibly contracting (certainly not expanding). We
also expect to see quite a bit more volatility, which
was previously suppressed by QE.

All charts use the latest data available as of September 24, 2018
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SLIDE 12

U.S. Fiscal Imbalances: To Infinity And Beyond
Trillion dollar federal budget deficits to be
the norm from 2019, and is already the
worst ever excluding wars and recessions.
Rising U.S. deficit will likely be over
$1 trillion in 2019. This and the Fed
portfolio runoff, necessitates ever rising Treasury auctions.

U.S. fiscal imbalances are substantial, worrisome and worsening. Our trillion-dollar deficits
will be the highest ever, as a % of GDP (excluding periods of war or recession), and they need
to be financed. This is likely to place upward
pressure on interest rates. If the market-clearing interest rate is 4%, consisting of 2% inflation
and a 2% real yield, it’s probably something that
capital markets can handle. Significantly higher
yields though could cause problems, possibly
beginning in H2 of 2019.

Source (left chart): Congressional Budget Office, Bloomberg, Epoch
Investment Partners
Source (right chart): U.S. Treasury Department, Goldman Sachs, Epoch
Investment Partners

SLIDE 13

Where to Expect Market Dislocations with the “Return of Price
Discovery”?
ECB and FX reserve managers own
90% of bunds

Corporates (in the U.S., Europe and
EMs) likely to comprise the epicenter
of the next crisis?

Price discovery is absolutely necessary to the
proper functioning of capital markets, but was
suppressed by QE. To illustrate, only 10% of
German bonds are essentially afloat for price
discovery. Similarly, there have been days when
the Japanese 10Y government bond hasn’t even
traded at all. Further, we believe that corporate
bonds are likely to comprise the epicenter of
the next crisis. One development that is particularly worrisome is the almost complete loss of
covenants protecting debt issuers.

About 60% of German sovereign bonds
are held by the ECB, with another 30%
held by other central banks as part of
their FX reserves.
Source (left chart): Bloomberg, ECB
Source (right chart): Bloomberg, Epoch Investment Partners

SLIDE 14

Will the Yield Curve Invert, and How Worrisome is That?
Yield curve inversions:
A recession inevitably follows
Slope has declined 95 bps since early 2017
Expect an inversion in the first half of 2019.
Following an inversion, S&P returns typically
remain positive for 18 months

We expect the yield curve to invert in early
2019 and, historically, this has been a good
signal that a recession lays ahead. However, the
recession doesn’t happen immediately when
the yield curve inverts. On average there is a lag
of 19 to 22 months.

On average, a recession occurs 19 to
22 months after the yield curve inverts

Source (left chart): Bloomberg, Epoch Investment Partners
Source (right chart): Credit Suisse

All charts use the latest data available as of September 24, 2018
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SLIDE 15

Tech is the New Macro: Helps Explain Why Inflation has been
so Tame
Lower inflation online than in the CPI; by
1.3 ppts per year—for the same categories

•
•

The DPI is markedly lower than the CPI

Entry of new products: Leads CPI to overstate true inflation by 1.5 to 2.5 ppts per year.
Combining the two effects suggests the DPI inflation rate is more than 3 ppts per year
lower than the CPI inflation rate for the same categories from 2014–2017.

We’ve written extensively about one of our key
investment themes, “Tech is the New Macro.”
One of its implications is that inflation should
remain relatively tame. This is partially because
the digital price index, or DPI, is much lower
than CPI inflation for a number of categories,
including food & beverages, household goods,
Information and Communication Technologies
(ICTs) and recreational goods.

Source for both charts: “Internet Rising, Prices Falling: Measuring
Inflation in a World of E-Commerce,” American Economic Association,
May 2018

SLIDE 16

Tangible vs Intangible Capital: Capitalism Without Capital
(Bits vs. Atoms)
Cheap changes everything
• The Model T: Each vehicle requires materials and
labor. The tenth car costs roughly the same to make
as the 1000th.
• Software doesn’t work like this: Microsoft spends a lot
to develop the first unit of a new program, but every
unit after that is virtually free to produce.
• Intangible assets: Don't fit the old model, but
represent a larger share of the global economy and,
according to Gates, aren’t getting nearly enough
attention.
• Bill Gates recommends: The brilliant new book
"Capitalism Without Capital" by Haskel and Westlake.

From the second semester of my
freshman year at Harvard

Intangible assets:
Lion's share of market value

This slide is based on a recent blog by Bill
Gates, and even includes a hand drawn chart
from his years at Harvard. Similar to our paper,
“When Bits Meet Atoms,” Gates emphasizes
that the substitution of technology for labor or
physical assets dramatically changes the nature
of a company’s business model (think Model Ts
vs. Microsoft Office). Even though intangible
assets now represent 84% of the S&P 500’s
market value (up from 15% in 1975), Gates
argues it’s not receiving enough attention. We
couldn’t agree more.

Source (text on left and top right chart): Bill Gates
Source (bottom right chart): Ocean Tomo

"When 'Bits' Meet 'Atoms'"
January 2018

SLIDE 17

Is E-Commerce a Bubble? Our New Market Insight
E-commerce index: Up over 8x
since mid-2010

Asset bubbles inevitably depend
on excessive credit growth: G4’s
unprecedented QE experiment
coincided with surging e-Commerce index (corr: 95.6%)

The run-up in the price of the e-Commerce
index since mid-2010 is remarkable and almost
on par with the U.S. housing bubble a decade
ago. Loose credit has certainly helped, as has
always historically occurred when markets
exhibit irrational exuberance. This decade’s QE
experiment lowered the cost of capital so much
that it encouraged the type of speculation that
results in frothy markets. This is why we expect
higher market volatility with the transition from
QE to QT.

Source (left chart): Bloomberg, Epoch Investment Partners, as of June 29,
2018
Source (right chart): Bloomberg, central banks, Epoch Investment
Partners, as of July 31, 2018

All charts use the latest data available as of September 24, 2018
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SLIDE 18

Is E-Commerce a Bubble? How to Value the Innovation Tsunami
e-Commerce Index’s FCF Yield is only
2.0%: While the tech sector appears fairly
valued, e-Commerce provides a FCF yield
even lower than the tech sector’s average
in late-1990s

Bottom-line: While the e-Commerce index
as a whole appears frothy, many companies
in the sector do possess sound and promising business models
Digital Technology: Allows firms to adopt a
new business model, dramatically reducing
marginal costs and resulting in a massive
win-win for firms and consumers

Will e-Commerce companies produce sufficient
cash flow to justify their lofty valuations? We’ve
had many conversations contrasting companies
like Netflix, which are currently cash flow
negative (and expected to remain so for at least
the next few years) and businesses such as
Google, which produces significant free cash
flow. Currently, the FCF yield on the e-Commerce index is a measly 2%, while that for the
tech sector is well over 4%, which is in line with
its historical average.

Source (left chart): Bloomberg, Epoch Investment Partners
Source (right chart): Epoch Investment Partners

SLIDE 19

Trump and Trade: Comparative Advantage vs. Fortress America
Comparative advantage: The only proposition in all of the social sciences
which is both true & non-trivial
Nobel laureate Paul Samuelson was once challenged by an MIT math Professor to:
“Name me one proposition in all of the social sciences which is both true and non-trivial.”
It was several years later Samuelson thought of the correct response:
“That it is logically true need not be argued before a mathematician; that it is not trivial is attested by
the thousands of important and intelligent men who have never been able to grasp the doctrine for
themselves or to believe it after it was explained to them.”1

Estimated U.S. jobs ('000) impacted by
steel and aluminum tariffs: Net -142k

We’ve written a lot about the gains from trade
and the law of comparative advantage. As Paul
Samuelson emphasized half a century ago,
comparative advantage is actually quite difficult
for many people to fully comprehend. This is
important as misunderstandings about the
nature of the gains from trade have resulted in
numerous value-destroying trade policies, and
not just in the U.S. However, the theory and
empirical evidence are very clear – Trade wars
cannot be won and are, quite literally, lose-lose.

Source: Trade Partnership Worldwide
1. International Economics Association, Presidential Address 1969, by Paul
Samuelson

SLIDE 20

President Xi has Indicated that “Made in China 2025” is NonNegotiable: Expect Trade Rhetoric to Remain in the Headlines
Increased state involvement in the Chinese economy, a web of opaque
subsidies

One reason why trade tensions are unlikely
to recede anytime soon is President Xi’s
emphasis that his “Made in China 2025” policy
is non-negotiable. Consequently, expect trade
rhetoric to remain in the headlines for quite
a while longer and to remain a source of
market volatility.

All charts use the latest data available as of September 24, 2018

EPOCH’S CAPITAL MARKETS OUTLOOK | September 27, 2018

7

Epoch Investment Partners, Inc.

SLIDE 21

Playing the Movie Backwards: Will Protectionism Shrink
Manufacturers’ Profit Margins?
Manufacturers have propelled the S&P
500’s margin gains during the BrettonWoods II era
The margin expansion of S&P 500
manufacturers from 2000-2015 can be
attributed to four key factors

Global trade accelerated from 1989 with the fall
of the Berlin Wall and was then turbo-charged
at the turn of the century when China entered
the WTO. Complex global supply chains were
put in place, which helped drive a dramatic
increase in manufacturing margins. We also
experienced a decline in interest rates, as well
as falling tax rates, both of which further
assisted margins. However, several of these
factors are now reversing, which suggests S&P
500 margins may come under some pressure in
2019.

Source (both charts): Empirical Research Partners
Note: Net profit margins for S&P 500 companies, trailing 4 quarters,
smoothed.

SLIDE 22

Europe Equity Market: Chronic Underperformance
Europe’s underperformance:
Reflects weak EPS growth
Europe’s underperformance:
Not a recent phenomenon

Global Investment Strategist,
Kevin Hebner:
Europe’s underperformance is not just a recent
phenomenon — it has been going on for years.
The key reason for this underperformance is
Europe’s relatively weak cash flow and earnings
growth. This in turn reflects two features:
sluggish macro performance and a dearth of
tech. Crucially, we don’t have any reason to
believe that either of those two things is about
to improve in Europe’s favor.

Weaker EPS growth: Reflects sluggish macro performance and a dearth of tech
Other factors: Concerns about the Italian budget, Brexit, populism, lack of EU reform, ...

Source (both charts): Bloomberg, Epoch Investment Partners

SLIDE 23

ECB’s QE Policy Has Resulted in Extreme Market Mispricing
10Y yield differential, Treasuries vs
Bunds: At over 250 bps, is 2.7 stdev
above normal

Unfettered from fundamentals:
The 10Y bund yield is extraordinarily
low relative to its own history, as well as
Germany's strong fundamentals, domestic
inflation and U.S. 10-year Treasury yields

The ECB’s QE policy has resulted in numerous
markets exhibiting extreme mispricings. One
example is German government bonds. A second
example is the European HY spread, which has
become exceptionally tight and difficult to justify
based on risk-return fundamentals.

The yield on the European HY index is
only 25 bps above the 10Y Treasury yield

Source (both charts): Bloomberg, Epoch Investment Partners

All charts use the latest data available as of September 24, 2018
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SLIDE 24

European Shareholder Yield
The combined dividend plus buyback
yield is 370 bps above the 10Y bund yield
While European equities offer an attractive dividend yield, the buyback yield is
very low compared to the U.S.

On a more positive note, European shareholder
yield looks quite attractive to us. The combined
dividend and buyback yield on European
equities is about 370 bps above the 10-year
bund yield, which makes a strong case for
owning European equities relative to bonds.
Also, while the total yield in Europe is similar to
that in the U.S., at just over 4%, the composition
is quite different. The buyback yield is lower in
Europe, but their dividend yield makes up for
this shortfall.

Source (left chart): Bloomberg, Epoch Investment Partners
Source (right chart): Pavilion

SLIDE 25

Cash Flow has Grown Less Quickly in Europe than the U.S.: With a
Smaller Proportion Returned to Shareholders
STOXX European 600 (ex-fin):
Companies' use of cash

Dividends plus buybacks: Accounted for 1820% of cash usage two decades ago, but has
increased to 28% in 2018 (vs. 46% in U.S.).
Capex: Represented 50-54% of cash usage in
the late-90s/early-2000s, compared to 42 44% now (vs. 27-28% in the U.S.).

Cash usage (%) in Europe: Smaller proportion returned to shareholders than
in the U.S.

Cash flow growth in Europe over the last
decade or two has been slower than that in the
U.S. Also, compared to their U.S. counterparts,
European companies allocate a smaller
proportion of cash flow to dividends and
buybacks, but a higher percentage to capex.
While there have been improvements in capital
allocation in Europe during recent years,
overall the continent is still lagging behind the
U.S. (see slide 10).

Source (both charts): Goldman Sachs

SLIDE 26

Japan’s Labor Market is Tight: Wages Finally Responding
Unemployment rate is close to a 25-year low

Wage growth provides consumers
with the ability to spend. But what
about their willingness?

Similar to the U.S., the labor market in Japan
continues to tighten. And recently there has
been an upward trend in wage growth, which is
key to the outlook for consumption. Wage
growth clearly provides consumers with ability
to spend, however we are not yet sure that it
will provide them with the willingness to spend.

Source (both charts): Bloomberg, Epoch Investment Partners

All charts use the latest data available as of September 24, 2018
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SLIDE 27

Japan: Solid EPS and Attractive Valuations
TPX: Driven by earnings growth

The TOPIX has been quite earnings-driven
over the last couple of years. This is important
as Japan is experiencing solid EPS and cash
flow growth.

TPX earnings growth:
TPX is doing better than most DMs

Source (both charts): Bloomberg, Epoch Investment Partners

SLIDE 28

Japan: Soaring Corporate Profits (as % of GDP)
Capital-lite Japan: Early signs that
capital allocation is improving

The overall market has zero net debt

There are two other reasons to be constructive
on Japanese equities. First, capital investment
(as a % of GDP) has moderated from its previously elevated levels, which has allowed
corporate profits to improve quite dramatically.
Second, the TOPIX overall has zero net debt. As
a result, corporate balance sheets in Japan are
solid, capital allocation is improving and the
earnings growth outlook appears robust.

Source (both charts): Bloomberg, Epoch Investment Partners

SLIDE 29

Cash Flow Allocation in Japan: Too Much Capex and Too Little
Returned to Shareholders
Topix (ex-fin): Companies’ use of cash

Dividends plus buybacks: Accounted for
14% of cash in 2004; increased to 19% in
2018 (vs. 46% in U.S.).
Capex: Represented 60% of cash usage in
2004, compared to 50% now (vs. 27 - 28%
in the U.S.).

Cash usage (%) in Japan: Smaller proportion returned to shareholders than in
the U.S.

This slide shows the allocation of cash flow for
the Topix (the corresponding numbers for the
U.S. and Europe are on slides 10 and 25). While
Japan has exhibited terrific cash flow growth,
too little of this cash has been returned to
shareholders and too much has been spent on
capex. This suggests there remains a lot of
room for improvement in the way Japanese
companies allocate capital.

Source (both charts): Goldman Sachs

All charts use the latest data available as of September 24, 2018
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SLIDE 30

EMs and the Return of Price Discovery:
Already Claimed Two Victims – TRY and ARS
Tightening USD liquidity: QT + higher FFR + strong USD
TRY: Enormous FX debt (banks & NFCs), huge current account deficit, low FX reserves and high inflation.

-- Turkish banks have $150 bn in external debt ($100 bn comes due over the next year).
Worrisome current accounts: TRY, ARS, ZAR, IDR
-- Particularly troublesome if funded through portfolio flows (ZAR)
Weak FX reserve positions: TRY, ZAR, IDR, ARS
Excessive hard FX debt: ARS, TRY, CLP, HUF

Ytd FX performance (vs USD), %

Separating the wheat from the chaff: Risk
of a funding crisis (higher rating is riskier)

The return of price discovery, which we
discussed earlier, has already claimed two
victims in emerging markets, Turkey and
Argentina. Other countries that look vulnerable,
due to current account deficits and excessive
hard currency debt, include South Africa and
possibly Indonesia. On the other hand, some
countries like Taiwan, Korea and China appear
much less risky. Importantly, these are among
the countries that have the highest weights in
the MSCI EM Index.

Source (left chart): Bloomberg, Epoch Investment Partners
Source (right chart): Cornerstone Macro
Criteria employed (right chart): FX reserves, current account deficit,
S-T external debt, inflation and NPLs

SLIDE 31

Are EMs a Value Trap?
Relative Valuations:
EM is cheap, but getting cheaper?

Relative underperformance
appears overdone

Although emerging market equities have had a
difficult 2018, down just over 10% ytd, earnings
estimates for the index have continued to grow.
A key implication of this is that valuations have
become quite attractive, with the EM index now
trading at a 28% discount relative to developed
markets. This suggests that the broad underperformance in EM equities is overdone.

Source: (both charts) Bloomberg, Epoch Investment Partners

SLIDE 32

The USD and Global Cycle: Both Key to EM Performance
EM relative performance vs USD:
Corr is 86%

EM Underperformance:
Pricing in a major decline in PMIs

However, EM equities face two additional
headwinds. First, they typically underperform
during periods of USD strength, as we have
experienced for most of this year. Second,
the global manufacturing PMI is declining,
which is often a bearish signal for EM
performance.

Source: (both charts) Bloomberg, Epoch Investment Partners

All charts use the latest data available as of September 24, 2018
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SLIDE 33

Summary
1.	U.S. outlook – As good as it gets: Growth has been strong, reflecting the short-term boost from December's tax cuts.
However, as its effect wanes and financial conditions tighten, expect both economic and earnings growth to moderate.
2.	Wage and price inflation in the U.S.: Likely to increase, reflecting a tight labor market, but by less than in a typical cycle
(due to technology). Still, the output gap has closed, implying moderate reflation and slightly higher bond yields.
3.	Equity multiples unlikely to increase further: Multiples expanded on QE, but QT is being combined with Fed hiking
and rising budget deficits. Consequently, equity return drivers have shifted from broad multiple expansion to earnings growth.
4.	The return of price discovery: The looming trifecta of QT, soaring U.S. budget deficits and the upcoming wall of maturities (in Treasuries and corporate debt) could drive both interest rates and volatility higher. Corporate debt is likely to be
at the epicenter of upcoming market dislocations, as issuance soared with QE and spreads remain dangerously tight.
5.	Tech is the new macro: Technology is positive for all three ROE components — profit margins, asset utilization, and
leverage. Among other things, this implies corporate margins can remain high for a prolonged period and don’t necessarily need to revert. Also suggests companies returning a higher proportion of cash to shareholders.
6.	Rising risk of a trade war: Key issues include asymmetric market access, alleged IP theft, forced IP transfers and China’s
2025 policy. Trade tensions to remain a market theme, and a source of volatility, for years to come. The probability
of an outright trade war is increasing, and we are particularly concerned about a bifurcation in global supply chains
(especially affecting tech).
7.	Europe: Likely to continue underperforming as it grows EPS and CF less quickly than the U.S. (partially reflecting a lower
weighting in Tech). Further, the eurozone's reform agenda has stalled, undermining medium-term growth prospects.
8.	Japan: The outlook has improved, wage growth is finally increasing, and Japan looks relatively cheap. Our main concern
is that the pace of improvement, regarding companies' shareholder yield and capital allocation policies, remains glacial.
Progress in these areas would send the Topix markedly higher, especially given cash rich balance sheets.
9.	Emerging markets: The reduction in USD liquidity and the strengthening greenback has caused significant dislocation
in EMs with large current account deficits and excessive hard currency debt. We expect further problems in vulnerable
EMs in 2019-20.
10.	Investment approach: As a result of the above points, it is ever more important to favor companies with a demonstrated ability to produce FCF and allocate that cash flow wisely between return of capital options and reinvestment/
acquisition opportunities.

A replay of our quarterly webinar is available on our website
www.eipny.com

@epochinvest

https://www.linkedin.com/company/epochinvest

The information contained herein is distributed for informational purposes only and should not be considered investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. The information contained herein is accurate as of the date submitted,
but is subject to change. Any performance information referenced represents past performance and is not indicative of future returns. Any projections, targets, or estimates in this presentation are
forward looking statements and are based on Epoch’s research, analysis, and assumptions made by Epoch. There can be no assurances that such projections, targets, or estimates will occur and the
actual results may be materially different. Other events which were not taken into account in formulating such projections, targets, or estimates may occur and may significantly affect the returns or
performance of any accounts and/or funds managed by Epoch. To the extent this document contains information about specific companies or securities including whether they are profitable or not,
they are being provided as a means of illustrating our investment thesis. Past references to specific companies or securities are not a complete list of securities selected for clients and not all securities selected for clients in the past year were profitable.
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