
The information contained in this newsletter 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 in this newsletter is 
accurate as of the date submitted, but is subject to change. Any performance information referenced in this newsletter represents past performance and is not indicative of future returns. 
Any projections, targets, or estimates in this newsletter 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 newsletter 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. 

Spotlight: Alive Again — The Returning Importance of 
Fundamentals in U.S. Markets

A conversation with David Pearl, Executive Vice President, Co-CIO  
and Portfolio Manager

QUESTION. Why have fundamentals not been the driver of  
returns recently? 

ANSWER. Market returns are driven by three factors. The first 
two—earnings and dividends—stem from company fundamentals. 

The third, valuation, is driven more by macroeconomic factors including interest 
rates and inflation. In the period between 2012 and 2016 equity market returns 
were driven almost entirely by valuations. In fact, nearly 70% of the S&P 500’s 
98%+ return was driven by valuation (P/E). The reason behind the large expansion 

Quarterly Investment Update: Active Management  
2017 versus 2016 (and what’s ahead)

By William W. Priest, CFA, CEO, Co-CIO and Portfolio Manager 

Active equity managers had a much better year, in terms of performance 
relative to their benchmarks, in 2017 than they did in 2016. There are three 
closely related reasons for this improvement: 

1. The synchronized global recovery

2. The transition from quantitative easing (QE) to quantitative tightening (QT)

3. The decline in stock correlations 

Article continued on page 3
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events
Epoch’s Co-Chief Investment Officers 
Bill Priest and David Pearl, and Global 
Investment Strategist Kevin Hebner discuss 
our continued constructive outlook on equity 
markets including:  

•  Our expectation that wages and inflation 
will increase, but by less than during the 
typical cyclical recovery

•  “Tech is the new macro” — the impact of 
technology on capital markets 

• Updated views on Europe, Japan and China

• The transition from QE to QT

Thursday, January 18, 2018
Replay and presentation available on  
www.eipny.com

www.eipny.com


Firm Update
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Office of the CIO
Bill Booth and Mike Welhoelter were 
designated as Co-Chief Investment 
Officers. They join existing CIOs Bill 
Priest and David Pearl to form the 
“Office of the CIO,” which constitutes 
the investment leadership of the Firm. 

William Booth, CFA 

•  Joined Epoch in 2009

• 21 years of experience

•  MBA, New York University

•  BS in Chemical 
Engineering,    
Yale University

•  Retains role as portfolio 
manager and will oversee 
fundamental research

Mike Welhoelter, CFA 

• Joined Epoch in 2005

• 31 years of experience

•  BA in Computer and 
Information Systems 
from Colgate University

•  Retains roles as portfolio 
manager and Head of 
Quantitative Research 
and Risk Management

ASSETS UNDER MANAGEMENT $49.5B

Global & Non-U.S. Equity  
Shareholder Yield  
$20.4B

Global Choice
$5.1B

Global Equity
$3.4B

Non-U.S. Large Cap
$3.0B

U.S. Large Cap
$6.3B

U.S. Small/SMID Cap
$2.6B

U.S. All Cap/Choice
$3.6B

$32.8B

Global & Non-U.S.  
Small Cap
$0.8B

(USD, As of December 31, 2017)

U.S. Equity 
Shareholder Yield
$4.2B

GLOBAL STRATEGIES U.S. STRATEGIES

$16.7B

ORGANIZATIONAL UPDATES

Jeff Cino  
Director, Research Analyst

Jeff joins Epoch as an equity research analyst. His primary focus is on 
the Shareholder Yield strategies. Prior to Epoch, Jeff was a senior vice 
president and investment analyst at PIMCO on the Global Dividend 
strategy as well as other strategies. Before that, he held analyst positions 
at Starboard Value and Omega Advisors. In addition, Jeff has been an 
adjunct professor at Columbia Business School within the Value Investing 
Program. Jeff has a BA in Political Science from Columbia University and 
an MBA from Columbia University, Graduate School of Business.

Justin Howell, CFA  
Managing Director, Portfolio Manager and Senior Research Analyst

Justin Howell has been designated as a portfolio manager on the 
U.S. Small Cap and SMID Cap strategies. He joins existing portfolio 
managers Michael Caputo, David Pearl and Mike Welhoelter and will 
also continue to serve as a research analyst on the strategy. Justin 
joined Epoch in 2012 and has 15 years of industry experience.

Eric Sappenfield
Managing Director, Portfolio Manager and Senior Research Analyst

Eric began his previously announced retirement on December 31, 
2017. He spent more than 11 years with the firm as a portfolio 
manager on the Shareholder Yield strategies. As originally announced, 
Mike Welhoelter, a portfolio manager on the Shareholder Yield 
strategies, assumed overall responsibility for the strategies at the 
end of October and Kera Van Valen, also a portfolio manager on 
the strategies, became the lead portfolio manager. John Tobin also 
continues as a Shareholder Yield portfolio manager. We wish Eric the 
best of luck in retirement.



Spotlight (continued)

of valuations, however, had little to do with the company 
fundamentals (profits). Instead, they were the result of 
artificially low interest rates created by quantitative easing. 
Low interest rates have the effect of increasing the present 
value of companies by decreasing the discount rate applied to 
their future cash flows. As a result, many companies with little 
to no cash flow were revalued higher, as even meager profits 
and dividends were more valuable in a low rate environment.

QUESTION. How is the market different now and what will 
drive returns?

ANSWER. It is exceptionally rare for one component to be 
the dominant driver of returns and even more rare for that 
component to be valuations. In the history of the market, 
going back to 1926, valuations have accounted for only 8.4% 
of returns, while earnings and dividends accounted for 50.4% 
and 40.7% respectively. With valuations no longer supported 
by QE-driven interest rates, earnings and dividends will likely 
return to their positions as the main drivers of return. Both 
of these factors are driven by fundamentals, particularly cash 
flows and capital allocation. Given how reported earnings can 
be manipulated by companies using non-GAAP accounting, 
we instead look at cash flows as a measure of profitability. 
The “dividends” component of market return can actually be 
thought of as all capital returned to shareholders, whether 
through dividends, share buybacks or debt reduction. 
This component is reliant on cash flows that a company 
generates, and its capital allocation policy. 

QUESTION. What is your outlook for those return drivers?

ANSWER. In the U.S. the outlook is positive. The U.S. 
economy appears very healthy, and, while we aren’t seeing 
explosive economic growth, it has picked up over the 
last year. Unemployment is back down to historically low 
levels and we are finally seeing some wage inflation. This 
is particularly positive because consumer spending drives 
70% of the U.S. economy. Politically, the environment of 
less regulation is positive for corporations, and the recently 
passed tax reform lowers the corporate tax rate, which 
is also beneficial. Against that backdrop, the outlook for 
earnings is strong. In addition, the lower tax on repatriated 
earnings will likely lead many companies to bring large cash 
balances held abroad back to the U.S. Some of that cash may 
be used on capital expenditures, but it is likely that much 
of it will be returned to shareholders through dividends and 
share buybacks.

QUESTION. How will this backdrop impact the active versus 
passive debate?

ANSWER. The backdrop of the past five years has been 
beneficial for passive vehicles and difficult for active managers. 
QE drove markets up as a whole, which was good for passive 
vehicles buying whole markets or sectors. Active managers, 

like us, that focus on company fundamentals continued to pick 
companies they found attractive. However, with the market 
moving as a whole in one direction, (very high correlation 
between all stocks) it was difficult for the companies with 
better fundamentals to outperform. Additionally, markets 
were largely driven by factors, with market leaders often 
being the companies that collectively shared a factor, such as 
income, which was beneficial for factor-based passive vehicles. 
With the change in backdrop, market leadership has shifted 
to the economically sensitive companies we have favored. To 
illustrate the challenging environment for active managers, 
over the QE period, the average correlation of the stocks in the 
S&P 500 rose to highs of around 60%. At the end of 2017, this 
had come down to around 15%. The market has reverted back 
to a stock pickers’ market, which is obviously beneficial for 
active managers. 

QUESTION. What areas of the U.S. equity market do you think 
stand to benefit the most from the current backdrop?

ANSWER. One sector that should do well is financials. 
Companies in the sector tend to be economically sensitive. 
A stronger economy means more people taking loans, 
investing and buying insurance products. Rising interest 
rates make many of those products more profitable. In 
addition, companies in the financial sector currently pay 
some of the highest corporate taxes, so tax reform will be 
beneficial for them. Given the importance of consumer 
spending to the U.S. economy and vice versa, it should be 
no surprise that the consumer sector would benefit from 
the current backdrop. Another important component of the 
economy is corporate spending. A stronger economy and 
lower tax rate should encourage companies to spend more 
on capital expenditures (in addition to returning capital to 
shareholders). The sectors that tend to benefit most from 
increased corporate spending are industrials, materials and 
tech. Of course, not every company in these sectors will do 
well, which brings us back to the importance of company 
fundamentals in picking winners going forward.

In addition to being Co-CIO, David is a portfolio manager for Epoch’s U.S. 
investment strategies. Prior to co-founding Epoch in 2004, David was a 
managing director and portfolio manager at Steinberg Priest & Sloane 
Capital Management, LLC where he was responsible for both institutional 
and private client assets. Previously, he held senior portfolio management 
positions at ING Furman Selz Asset Management and Citibank Global Asset 
Management where he managed mutual funds and institutional accounts. 
Prior to Citibank, David was an officer and senior analyst of BEA Associates, 
predecessor to Credit Suisse Asset Management – Americas. David holds a 
BS in Mechanical Engineering from the University of Pennsylvania and an 
MBA from The Stanford University Graduate School of Business.
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Quarterly Investment Update (continued)
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The synchronized global economic recovery and declining macro 
angst has allowed for a slow, gradual shift from QE to QT by the  
Federal Reserve and other G4 central banks. The Bank of England 
has already exited QE, while tapering will probably begin later this 
year in Europe. Only the Bank of Japan is suggesting that QE is 
likely to be ongoing. The QE programs adopted by the G4 created 
a challenging environment for active managers as the resultant 
flood of liquidity drove equity markets higher. 

The coordinated efforts of central banks also caused the 
correlation among stocks to increase, as shown in Figure 
2. Further, rising liquidity led macro factors to dominate 
individual equity returns, making it hard for active managers 
to beat their benchmarks through stock picking. As QE 
transitions to QT, however, liquidity will drain from equity 
markets and correlations among stocks will decline, providing 
a more favorable environment for active managers.

figure 2: s&p 500 correlation during qe

Source: Bloomberg

It is also worth emphasizing that the shift from QE to QT 
raises the following uncomfortable question: If QE did such 
wonderful things for markets, what is the impact of QT likely 
to be, even if it’s well-telegraphed and implemented extremely 
slowly and gradually? In our December 2017 white paper 
(“The Winds of Change: The Transition from Quantitative 
Easing to Quantitative Tightening”) we concluded that it is 
hard to imagine going from QE to QT without disruption, likely 
manifesting itself in higher volatility. It will also, however, lead 
to lower correlations among stocks.

Together, this means macro factors have become relatively 
less important in terms of driving stock market movements, 
while company-specific determinants have increased 
in importance. We believe that each of these drivers 
should persist through at least the remainder of 2018. 
Consequently, we expect this year to provide a favorable 
environment for active security selection that resembles 
2017 rather than 2016.

The economic recovery since the global financial crisis 
of 2007–2009 has until recently been fragile and feeble, 
especially relative to past cycles. In fact, the five years 
preceding 2017 all produced sub-trend global growth rates, 
with periodic regional crisis (e.g., Europe in 2012–2013 and 
Brazil in 2015–2016). It wasn’t until last year that the recovery 
finally felt like it was on solid footing, as global growth came 
in at 3.6%. It is forecasted by the OECD to remain at a similarly 
strong level through the end of the decade. 

Figure 1 demonstrates how synchronized the global recovery 
is. The lower the standard deviation in GDP growth across 
countries, the more consistent and widespread the recovery 
is. If all 45 countries grow at the same rate, the standard 
deviation would be zero. Standard deviation peaked after the 
global financial crisis as each economy assessed its damage 
and planned its course of action. Over the next few years, as 
central banks largely coordinated their actions, the standard 
deviation declined. After spiking again in 2015, it continued 
its decline. Remarkably, standard deviation now sits at its 
lowest level since 1961. This tells us that we are in the midst 
of a recovery in global growth—and one that is happening 
almost everywhere. This goes some way to explaining why 
macro drivers have become less important and are likely to 
stay that way through at least 2018 (although there are no 
shortage of geo-political risks that could quickly turn this 
argument on its head).

figure 1: synchronized global recovery
Variability in GDP growth across countries is at its lowest in 50+ years

Source: BAML. Standard deviation in GDP growth in 45 countries.
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On the other hand, as stock correlations decline, the ability 
of an active portfolio manager to demonstrate skill improves 
because the manager can make more differentiated picks. This 
was a key development in 2017 and is likely to be a gift that 
keeps on giving. As the G4 central banks transition from QE 
to QT, their liquidity provisions will moderate. Draining this 
liquidity is likely to reduce the average inter-stock correlation, 
thereby providing active managers with a better environment 
in which to add value.

We believe that the three drivers behind active equity 
managers performing better in 2017 than in 2016—
synchronized global recovery, transition from QE to QT, 
and the decline in correlations—will persist through at least 
the remainder of 2018. Consequently, we expect 2018 to 
resemble 2017 by providing a favorable environment for 
active managers such as Epoch to add value to clients by 
outperforming the client’s benchmarks.

figure 3: long-term s&p 500 correlations

Source: Bloomberg

As shown in Figure 3, correlations are already dropping to 
historic lows. These lower correlations, which are associated 
with the transition to QT are an important proxy for the 
opportunity active portfolio managers have to demonstrate 
their skill. A portfolio manager’s ability to beat the market is 
a function of skill (i.e., ability to predict stock returns) and the 
number of stocks that the he or she picks (i.e., the breadth 
of the application of the manager’s skill). The manager’s skill 
is driven by his or her unique analysis and insights, which 
should be the result of a rigorous investment process. This 
skill is then used to determine which stocks to buy and which 
to avoid.

Inter-stock correlations, however, affect the number of 
stocks needed to express the portfolio manager’s skill. 
When correlations are high, more stocks are needed. As an 
extreme example, if all of the stocks in the S&P 500 were 
perfectly correlated (i.e., being driven by a single, common 
macro factor), then a manager could be invested in all 
500 stocks but still be essentially taking only one position. 
Although the manager might think that 500 picks have been 
made, the perfect correlation has effectively collapsed the 
500 picks down to one. This means that when a market is 
dominated by macro factors and inter-stock correlations 
have risen markedly, the ability of a portfolio manager to 
take differentiated positions diminishes significantly.
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Epoch and Its Employees are Proud to Support:

Epoch is honored to make additional donations to:

Chosen by the 
Charitable Giving 
Committee

A non-profit organization bringing clean and safe drinking water to people in developing 
nations. www.charitywater.org

Group that delivers emergency medical aid to people affected by conflict, epidemics, 
disasters, or exclusion from health care. www.doctorswithoutborders.org

A leader in the global fight to eradicate modern slavery. Polaris systemically disrupts the 
human trafficking networks utilizing data and technology and helps survivors restore their 
freedom. www.polarisproject.org

Provides free educational, recreational, and social programs to children facing medical 
challenges and their families in five countries. www.projectsunshine.org

Chosen by Vote of 
Epoch’s Employees

Global organization giving children a healthy start and the opportunity to learn and 
protection from harm. www.savethechildren.org

Responds to the world’s worst humanitarian crises and helps people whose lives and 
livelihoods are shattered by conflict and disaster to survive, recover, and gain control of 
their future. www.rescue.org

Throughout the year, Epoch’s Charitable Giving Committee coordinates opportunities for our employees to volunteer 
their time and money to give back to our community.

Sanctuary for Families is New York’s leading 
service provider for survivors of domestic 
violence, sex trafficking and gender violence. 
Epoch employee donations exceeded our 
goals and will stock the organization’s pantry 
for a full month.

New York Cares is an organization that meets 
pressing community needs by mobilizing 
caring New Yorkers in volunteer service. 
Among the programs in which Epoch 
employees  participated in 2017 were the 
Annual Coat Drive and Operation Backpack. 
For Operation Backpack employees stuffed 
over 100 backpacks for needy children with 
school supplies purchased by Epoch. 

Every year, people respond to “Dear Santa” 
letters received by the U.S. Postal Service 
from needy children. For the third straight 
year, Epoch employees “adopted” some 
of these letters. By answering the letters, 
employees were able to provide families 
with holiday presents they might not have 
otherwise received. 

Epoch matches employee donations to 
eligible organizations of their choice. 
These organizations can include non-profit 
charitable health care, educational, civic and 
cultural organizations. 

Fundraiser
sanctuaryforfamilies.org

USPS 
Operation 

Santa

https://about.usps.com/
holidaynews/operation-

santa.htm

Matching Gift 
Program

Coat Drive and 
Operation Backpack

newyorkcares.org
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Epoch in the News: 2017 Year in Review
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Bloomberg
Bill Priest explored the importance of 
free cash flow and capital allocation 
and weighed in on the active versus 
passive debate. Watch

Barron’s
Bill Priest participated in Barron’s Mid-
Year Roundtable where he gave an 
update on our outlook.  
Read (subscription required)

Money Talk
Bill Priest spoke about the end of 
QE and tech becoming the market’s 
driving macro factor. 
Part I  |  Part II  |  Part III

Investment Europe
Portfolio Manager Steve Bleiberg 
discussed why growth and value 
indexes don’t necessarily measure 
growth or value. Read

Money Talk
Co-CIO David Pearl spoke about the 
overall investment implications of tax 
reform in the U.S. and why it is not yet 
priced into the market. Watch

Fortune
Portfolio Manager Kera Van Valen 
explored whether we are due for 
a correction, the impact of tax 
reform and how tech is creating 
opportunities. Read

December

November

Bloomberg Radio 
David Pearl detailed our current 
investment outlook and why we 
use free cash flow to evaluate 
companies. Listen

Morningstar Canada
David Pearl participated in the U.S. 
Equity Roundtable and discussed 
the U.S. economy, interest rates and 
sectors. Part I  |  Part II  |  Part III

Reuters
Kera Van Valen participated in the 
2018 Global Investment Outlook 
Summit and explored technology and 
payout ratios. Read

October 2017
CNBC.com
Kera Van Valen highlights the 
benefits of dividend paying stocks in 
uncertain times and the importance 
of active management in assembling a 
portfolio of these stocks.
Part I  |  Part II

Forbes.com
Kera Van Valen detailed the makeup 
and goals of the Shareholder Yield 
strategies. Read

Money Talk
CEO and Co-CIO Bill Priest discussed 
potential tax reform in the U.S. and the 
repatriation of cash that might follow as 
well as the impact technology is having 
on the capital markets. Watch

September

July
Money Talk 
Portfolio Manager Bill Booth 
discussed investment opportunities 
and politics in Europe. Part I  |  Part II

June

January

Barron’s
For the second straight year, Bill 
Priest participated in Barron’s annual 
Roundtable. He spoke about the 
growth expectations, interest rates 
and valuations. Read

http://www.eipny.com/epoch_insights/videos/epoch_insights/bill_priest_appears_on_bloomberg_june_2017
https://www.barrons.com/articles/barrons-2017-mid-year-roundtable-26-investment-picks-1497070502
http://www.bnn.ca/money-talk/moneytalk-market-impact-of-the-end-of-qe-and-rising-rates~1136639
http://www.bnn.ca/money-talk/moneytalk-why-tech-is-the-new-macro~1136640
http://www.bnn.ca/money-talk/moneytalk-manufacturing-and-protectionism~1136642
http://www.investmenteurope.net/uncategorised/growth-vs-value-fallacy/
https://www.bnn.ca/money-talk/moneytalk-market-implications-of-republican-tax-plan~1278972
http://fortune.com/2017/12/07/investors-guide-2018-roundtable/
https://www.bloomberg.com/news/audio/2017-11-27/profits-will-replace-valuations-in-driving-markets-david-pearl
http://cawidgets.morningstar.ca/ArticleTemplate/ArticleGL.aspx?culture=en-CA&SAL=false&id=837187
http://cawidgets.morningstar.ca/ArticleTemplate/ArticleGL.aspx?culture=en-CA&SAL=false&id=837202
http://cawidgets.morningstar.ca/ArticleTemplate/ArticleGL.aspx?culture=en-CA&SAL=false&id=838217
https://www.reuters.com/article/us-investment-summit-epoch/dividend-seeking-investors-should-check-out-technology-epoch-idUSKBN1DH2FB?il=0
https://www.cnbc.com/2017/10/17/its-a-smart-move-to-invest-in-dividend-paying-stocks.html
https://www.cnbc.com/2017/10/29/shareholder-yield-must-be-supported-by-growing-free-cash-flow.html
https://www.forbes.com/sites/wallaceforbes/2017/09/28/3-epic-dividend-stocks-from-epoch-investments/2/#2bf37f717595
http://www.bnn.ca/video/money-talk-for-wednesday-september-13-2017~1202979
http://www.bnn.ca/money-talk/moneytalk-investment-opportunities-in-europe~1166179
http://www.bnn.ca/money-talk/moneytalk-how-investors-can-navigate-through-europe-s-political-waters~1166178
http://webreprints.djreprints.com/4036500698403.html


Epoch Insights: 2017 Year in Review

8 Quarterly Newsletter — january 2018

www.linkedin.com/company/epochinvest

The Winds of Change: The 
Transition from QE to QT

While many investors focus on leverage, 
we are more concerned with liquidity 
risk, which was at the core of the last 
crisis. As central banks move toward 
“quantitative tightening,” and with 
many assets at historical highs, interest 
rates and waning liquidity are the most 
significant global macro risks. Read More

What Do We Mean When We Talk 
About Value?

What do the labels “value” and “growth” 
really mean? Does “value” mean stocks 
that are undervalued and will outperform 
over time?. Does “growth” mean 
those with faster earnings growth? We 
examined the Russell 1000 Value and 
Growth indices to find out. Our findings 
may surprise you. Read More

Tech Is The New Macro: Parts I and II

Part I - Impacting All Three Components 
of Return on Equity

The rapid expansion and implementation 
of technological innovation has become 
a key factor in the behavior of the 
economy and capital markets. We look at 
how technology is positive for all three 
components of return on equity (ROE) 
— profit margins, asset utilization and 
leverage. Read More

Part II: Implications for Labor Markets and 
Productivity

We explore the occupations most 
susceptible to disruption by technology, 
new jobs that may arise from technology, 
the puzzling decrease in productivity 
growth and the effect technology has 
had on inflation. Read More

The Impact of Passive Investing 
on Market Efficiency

Passive ETFs have influenced the 
informational efficiency of the stock 
market. In response, active managers 
need to focus on free cash flow 
fundamentals that drive long-term value 
and invest over a long enough time 
horizon to mitigate the distortions from 
passive trading. Read More

Trump and Trade: What Are  
The Risks?

We look at how President Trump’s trade 
team is likely to implement his trade 
views. We explore its number one target, 
China, identify other countries that 
might be affected by U.S. trade policies, 
and the potential implications for equity 
markets. Read More

Vox Populi: In 2017 the Eurozone 
Will Bend, But Not Break

The rise of populist political parties, a 
lack of progress on key reforms and 
tight fiscal policies presented challenges 
for the euro zone at the beginning of 
2017. We discussed the issues and the 
implications for investors, many of which 
will still be relevant in 2018. Read More

December

December

June

August

May

February

January

@epochinvest

For our latest Insights, follow Epoch on social media

http://www.linkedin.com/company/epochinvest
http://www.eipny.com/epoch_insights/papers/the_winds_of_change
http://www.eipny.com/epoch_insights/papers/what_do_we_mean_when_we_talk_about_value
http://www.eipny.com/epoch_insights/papers/tech_is_the_new_macro_impacting_all_three_components_of_return_on_equity
http://www.eipny.com/epoch_insights/papers/tech_is_the_new_macro_part_ii_implications_for_labor_markets_and_prod
http://www.eipny.com/epoch_insights/papers/the_impact_of_passive_investing_on_market_efficiency
http://www.eipny.com/epoch_insights/insight/trump_and_trade_what_are_the_risks
http://www.eipny.com/epoch_insights/insight/vox_populi_in_2017_the_eurozone_will_bend_but_not_break
http://www.twitter.com/epochinvest


Epoch’s Reading List

Epoch aspires to be a thought leader in the global investment industry and share knowledge with our clients. Our 
employees read an array of books and publications on a variety of subjects while developing our views. Below are some 
selected titles we read in 2017.
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•  The Second Machine Age: Work, Progress, and 
Prosperity in Time of Brilliant Technologies

 by Erik Brynjolfsson & Andrew McAfee

•  Machine Platform Crowd: Harnessing Our  
Digital Future

 by Erik Brynjolfsson & Andrew McAfee

•  Rise of the Robots: Technology and the Threat of a 
Jobless Future

 by Martin Ford

• The Industries of the Future
 by Alec Ross

Technology

• Playing To Win: How Strategy Really Works
 by A.G. Lafley & Roger L. Martin

•  The Three Box Solution: A Strategy for  
Leading Innovation

 by Vijay Govindarajan

• How Google Works
 by Eric Schmidt & Jonathan Rosenberg

Corporate Strategy

•  White Working Class: Overcoming Class Cluelessness 
in America

 by Joan C. Williams

•  Hillbilly Elegy: A Memoir of a Family and Culture in 
Crisis

 by J.D. Vance

•  Thank You for Being Late: An Optimist’s Guide to 
Thriving in the Age of Accelerations

 by Thomas L. Friedman

Socio-Political

•  The End of Theory: Financial Crises, the Failure of 
Economics, and the Sweep of Human Interaction

 by Richard Bookstaber

•  The Future of Pension Management: Integrating 
Design, Governance, and Investing

 by Keith P. Ambachtsheer

•  A Demon of Our Own Design: Markets, Hedge 
Funds, and the Perils of Financial Innovation

 by Richard Bookstaber

• Thinking, Fast and Slow
 by Daniel Kahneman

• Valuation for Mergers, Buyouts and Restructuring
 by Enrique R. Arzac

•  Free Cash Flow: Seeing through Accounting Fog 
Machine to Find Great Stocks

 by George C. Christy, CFA

•  Free Cash Flow: A Two-Hour Primer for 
Management and the Board

 by George C. Christy, CFA

Finance
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U.S. VALUE
Inception date: 7/31/2001

Epoch Gross Return 5.7 20.1 8.7 14.5 7.9 8.7 13.5 0.5 - - - -

Epoch Net Return 5.6 19.7 8.3 14.1 7.5 8.2 - - - - - -

Russell 1000 6.6 21.7 11.2 15.7 8.6 7.4 14.3 0.4 0.3 2.0 0.9 0.9 

Russell 1000 Value 5.3 13.7 8.7 14.0 7.1 7.3 14.5 0.4 0.3 2.3 0.9 0.9 

S&P 500 6.6 21.8 11.4 15.8 8.5 7.1 14.1 0.4 0.3 2.2 0.9 0.9 

U.S. ALL CAP VALUE 
Inception date: 7/31/1994

Epoch Gross Return 6.7 23.8 10.2 16.1 8.8 12.1 13.2 0.7 - - - -

Epoch Net Return 6.5 23.2 9.7 15.5 8.3 11.4 - - - - - -

Russell 3000 6.3 21.1 11.1 15.6 8.6 10.0 14.8 0.5 0.3 3.9 0.8 0.8 

Russell 3000 Value 5.1 13.2 8.7 14.0 7.2 10.0 14.4 0.5 0.3 3.8 0.8 0.8 

U.S. SMALL CAP VALUE
Inception date: 12/31/2002

Epoch Gross Return 5.9 14.3 9.3 13.8 8.9 11.1 16.2 0.6 - - - -

Epoch Net Return 5.8 13.8 8.8 13.3 8.4 10.5 - - - - - -

Russell 2000 3.3 14.6 10.0 14.1 8.7 11.2 18.2 0.5 (0.0) 1.5 0.9 0.9 

Russell 2000 Value 2.0 7.8 9.5 13.0 8.2 10.7 18.1 0.5 0.1 2.1 0.8 0.9 

U.S. SMID CAP VALUE
Inception date: 8/31/2006

Epoch Gross Return 6.6 16.4 9.8 14.6 9.1 9.5 17.1 0.5 - - - -

Epoch Net Return 6.5 15.9 9.3 14.1 8.7 9.0 - - - - - -

Russell 2500 5.2 16.8 10.1 14.3 9.2 9.1 17.9 0.5 0.1 0.9 0.9 1.0 

Russell 2500 Value 4.3 10.4 9.3 13.3 8.8 8.0 17.9 0.4 0.3 2.1 0.9 0.9 

U.S. CHOICE
Inception date: 4/30/2005

Epoch Gross Return 7.6 24.5 9.2 15.7 9.2 10.1 14.9 0.6 - - - -

Epoch Net Return 7.5 24.0 8.7 15.2 8.8 9.6 - - - - - -

Russell 3000 6.3 21.1 11.1 15.6 8.6 9.3 14.3 0.6 0.2 0.8 1.0 0.9 

U.S. EQUITY  
SHAREHOLDER YIELD
Inception date: 6/30/2012

Epoch Gross Return 5.6 17.8 10.4 15.5 14.7 8.3 1.7 - - - -

Epoch Net Return 5.5 17.5 10.1 15.1 14.3 - - - - - -

Russell 1000 Value 5.3 13.7 8.7 14.0 14.3 9.5 1.5 0.1 4.1 0.7 0.7 

U.S. STRATEGIES
IN USD

Annualized Returns Risk Statistics — Since Inception

QTR
1 

Year
3  

Years
5  

Years
10  

Years
Since  

Incept.
Std 
Dev.

Sharpe 
Ratio

Inform. 
Ratio Alpha Beta R2

Strategy Performance as of December 31, 2017
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GLOBAL EQUITY 
SHAREHOLDER YIELD
Inception date: 12/31/2005

Epoch Gross Return 3.6 17.8 6.9 10.4 6.6 8.5 12.2 0.6 - - - -

Epoch Net Return 3.5 17.3 6.5 10.0 6.2 8.0 - - - - - -

MSCI World (Net) 5.5 22.4 9.3 11.6 5.0 6.5 15.2 0.4 0.3 3.3 0.8 0.9 

GLOBAL CHOICE
Inception date: 9/30/2005

Epoch Gross Return 6.0 30.8 9.2 12.2 6.8 9.8 14.2 0.6 - - - -

Epoch Net Return 5.8 30.0 8.6 11.6 6.2 9.1 - - - - - -

MSCI World (Net) 5.5 22.4 9.3 11.6 5.0 6.7 15.1 0.4 0.6 3.8 0.9 0.9 

GLOBAL ABSOLUTE 
RETURN
Inception date: 12/31/2001

Epoch Gross Return 7.7 28.2 5.5 10.2 6.8 10.3 12.3 0.7 - - - -

Epoch Net Return 7.3 26.9 4.2 8.9 5.5 8.9 - - - - - -

MSCI World (Net) 5.5 22.4 9.3 11.6 5.0 6.8 14.8 0.4 0.5 5.3 0.7 0.7 

Barclays Capital U.S. 
Aggregate

0.4 3.5 2.2 2.1 4.0 4.5 3.4 1.0 0.4 12.0 (0.2) 0.0 

NON-U.S. EQUITY
Inception date: 8/31/2008

Epoch Gross Return 3.4 24.1 7.4 8.1 5.1 17.4 0.3 - - - -

Epoch Net Return 3.3 23.6 7.0 7.7 4.8 - - - - - -

MSCI EAFE (Net) 4.2 25.0 7.8 7.9 4.2 18.4 0.2 0.3 1.1 0.9 1.0 

NON-U.S.  
SMALL CAP
Inception date: 1/31/2005

Epoch Gross Return 6.1 32.5 12.8 11.0 4.8 9.4 18.4 0.4 - - - -

Epoch Net Return 5.9 31.5 12.0 10.2 4.0 8.6 - - - - - -

MSCI World ex-USA 
Small Cap (Net)

5.8 31.0 13.0 11.4 5.2 7.4 18.4 0.3 0.5 2.1 1.0 0.9 

GLOBAL SMALL CAP
Inception date: 12/31/2002

Epoch Gross Return 5.9 20.5 10.4 12.4 7.5 12.0 15.0 0.7 - - - -

Epoch Net Return 5.9 20.3 10.2 12.2 7.2 11.4 - - - - - -

MSCI World Small Cap 
(Net)

5.2 22.7 11.3 13.2 7.7 12.2 17.0 0.6 (0.1) 1.4 0.8 0.9 

GLOBAL EQUITY 
CAPITAL  
REINVESTMENT
Inception date: 6/30/2013

Epoch Gross Return 6.6 28.2 11.3 - - 12.3 9.9 1.2 - - - -

Epoch Net Return 6.5 27.7 10.7 - - 11.6 - - - - - -

MSCI World (Net) 5.5 22.4 9.3 - - 11.0 9.9 1.1 0.4 1.7 0.9 0.9 

GLOBAL & NON-U.S. 
STRATEGIES IN USD

Annualized Returns Risk Statistics — Since Inception

QTD
1 

Year
3  

Years
5  

Years
10  

Years
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Incept.
Std 
Dev.

Sharpe 
Ratio

Inform. 
Ratio Alpha Beta R2
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DISCLOSURES
1. Presentation of the Firm — Epoch Investment Partners, Inc. is a wholly owned subsidiary of the Toronto Dominion Bank. Epoch Investment Partners, Inc. (“Epoch”) became a registered investment adviser under 
the Investment Advisers Act of 1940 in June 2004. Performance from April 2001 through May 2004 is for Epoch’s investment team and accounts while at a prior firm. Performance from July 1994 through March 
2001 is for Bill Priest and the accounts while at a different prior firm. For both time periods, Bill or the investment team were the only individuals responsible for selecting the securities to buy and sell. Epoch has the 
books and records supporting the performance of this track record and will provide these records upon request. Epoch claims compliance with the Global Investment Performance Standards (GIPS®).

2. Composite Structure — Epoch’s composites include all tax-exempt and taxable portfolios above $500,000 in size and are generally managed relative to an applicable market index. Results are based on fully 
discretionary accounts under management, including those accounts no longer with the firm. Where indicated, the changes to benchmarks or composites, noted below, were made to present a more representative 
and insightful comparison to the investment strategies. Also noted below, are the composite descriptions for each strategy offered at Epoch Investment Partners, Inc. 

COMPOSITE
CREATION 
DATE

CURRENT 
BENCHMARK COMPOSITE DESCRIPTION

U.S. Value June 2004 Russell 1000; 
Russell 1000 
Value; S&P 
500

U.S. Value is a value-oriented equity portfolio managed by Epoch for long-term appreciation through investment in large-capitalization U.S. companies. Epoch employs a research process focused on free-cash-flow 
generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 40-60 securities which provides concentration 
with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 1000 at time of purchase. The companies are selected based on their ability to generate free 
cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.

U.S. All Cap 
Value

June 2004 Russell 3000; 
Russell 3000 
Value

U.S. All Cap Value is a value-oriented equity portfolio managed by Epoch for long-term appreciation through investment in large-, medium- and small-capitalization U.S. companies. Epoch employs a research 
process focused on free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 50-60 
securities which provides concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 3000 at time of purchase. The companies are 
selected based on their ability to generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs. Effective 
7/1/06, the U.S. All Cap Value Composite has been redefined to reflect only those discretionary accounts managed by the All Cap Value Team and following the respective All Cap Value model. As a result, all 
accounts which are not managed by the All Cap Value Team and have specified client risk preferences have been removed.

U.S. Small Cap 
Value

June 2004 Russell 2000; 
Russell 2000 
Value

U.S. Small Cap Value is a value-oriented equity portfolio managed by Epoch for long-term appreciation through investment in small-capitalization U.S. companies. Epoch employs a research process focused on 
free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 60-90 securities which provides 
concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 2000 at time of purchase. The companies are selected based on their ability to 
generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.

U.S. SMID Cap 
Value

September 
2006

Russell 2500; 
Russell 2500 
Value

U.S. SMID Cap Value is a value equity portfolio managed by Epoch for long-term appreciation through investment in small and mid-capitalization U.S. companies. Epoch employs a research process focused on 
free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 60-90 securities which provides 
concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 2500 at time of purchase. The companies are selected based on their ability to 
generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.

U.S. Choice May 2005 Russell 3000 U.S. Choice is a value equity portfolio managed by Epoch for long-term appreciation through investment in businesses that reflect the high conviction ideas of all of Epoch’s U.S. strategies. Epoch employs a 
research process focused on free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 
20-35 securities which provides concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 3000 at time of purchase. The companies are 
selected based on their ability to generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.

U.S. Equity 
Shareholder 
Yield

July 2012 Russell 1000 
Value

U.S. Equity Shareholder Yield Composite contains fully discretionary diversified portfolios of U.S. equity securities managed by Epoch for above average income and long-term capital appreciation. Epoch employs 
a research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as P/E or P/B. The portfolio consists of approximately 75-120 securities which are selected on the 
expectation they will generate excess free cash flow and whose management will allocate it prudently among dividends, share repurchases, debt pay downs, internal reinvestment opportunities and/or acquisitions. 

Non-U.S. 
Equity

August 
2008

MSCI EAFE 
Index (Net) 

Non-U.S. Equity pursues long-term capital appreciation by investing in a portfolio of approximately 60-80 stocks primarily from developed markets outside the U.S. As fundamental investors with a long-term 
orientation, Epoch selects companies based on their ability to generate free cash flow and allocate it effectively for the benefit of shareholders. 

Global Equity 
Capital 
Reinvestment

June 2013 MSCI World 
Index (Net)

Global Equity Capital Reinvestment strategy seeks to invest in a diversified portfolio of companies who can sustainably allocate capital, at attractive returns, to internal projects and/or acquisitions as the 
dominant ways of generating shareholder value. This strategy will seek to invest in companies that consistently generate ROIC above their WACC and have a history of value creating M&A, growth capital 
expenditures, and/or R&D investments.

COMPOSITE
CREATION 
DATE

CURRENT 
BENCHMARK PREVIOUS BENCHMARK HISTORY COMPOSITE DESCRIPTION

Global Equity  
Shareholder 
Yield

January 
2006

MSCI World 
(Net) 

Effective 7/1/2009, performance information for these  
composites is shown comparative to the MSCI World (Net) indices, 
respectively, on a current and retrospective basis. The benchmark previous 
to 7/1/2009 was the S&P Developed BMI Index.

Global Equity Shareholder Yield is a diversified portfolio of global equity securities managed by Epoch for above average income and 
long-term capital appreciation. Epoch employs a research process focused on free-cash-flow generation as opposed to traditional 
accounting based metrics such as P/E or P/B. The portfolio consists of approximately 90-120 securities which are selected on the 
expectation they will generate excess free cash flow and whose management will allocate it prudently among dividends, share 
repurchases, debt pay downs, internal reinvestment opportunities and/or acquisitions.

Global Choice October 
2005

MSCI World 
(Net)

Effective 1/2009, the benchmark was changed for the Global Absolute 
Return and Global Choice composites from the MSCI World (Gross) Index to 
the MSCI World (Net) Index because it is more representative of the firm’s 
accounting methodology with regards to foreign withholding tax treatment.

Global Choice is a concentrated portfolio of global equity securities managed by Epoch for longer term capital appreciation. Epoch 
employs a research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as P/E 
or P/B. The portfolio consists of approximately 25-35 securities which are selected on the expectation they will generate excess free 
cash flow and whose management will allocate it prudently among internal reinvestment opportunities, acquisitions, dividends, 
share repurchases and/or debt pay downs. 

Global  
Absolute 
Return

June 2004 Barclays 
Capital U.S. 
Aggregrate 
and MSCI 
World (Net) 

Effective 5/2015, the S&P 500 Index has been removed as a benchmark 
as it is no longer being used for comparative purposes. Effective 1/2009, 
the benchmark was changed for the Global Absolute Return and Global 
Choice composites from the MSCI World (Gross) Index to the MSCI World 
(Net) Index because it is more representative of the firm’s accounting 
methodology with regards to foreign withholding tax treatment.

Global Absolute Return is a concentrated portfolio of global equity securities managed by Epoch for longer term capital 
appreciation. Cash is actively used to limit loss exposure. Epoch employs a research process focused on free-cash-flow generation as 
opposed to traditional accounting based metrics such as P/E or P/B. The portfolio consists of approximately 25-35 securities which 
are selected on the expectation they will generate excess free cash flow and whose management will allocate it prudently among 
internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs. 

Non-U.S. 
Small Cap

February 
2005

MSCI World 
ex-USA Small 
Cap (Net)

Effective July 1, 2017, the International Small Cap Composite name has 
been changed to the Non-U.S. Small Cap Composite. Effective 7/1/2009, 
performance information for these composites is shown comparative to 
the MSCI World ex-USA Small Cap (Net) respectively, on a current and 
retrospective basis. The benchmark previous to 7/1/2009 was the S&P 
EPAC Small Cap Index.

International Small Cap is a diversified portfolio of non-U.S. small cap stocks managed by Epoch for long term capital appreciation. 
Epoch employs a research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as 
P/E or P/B. The portfolio consists of approximately 125-175 securities which are selected on the expectation they will generate excess 
free cash flow and whose management will allocate it prudently among internal reinvestment opportunities, acquisitions, dividends, 
share repurchases and/or debt pay downs. 

Global Small 
Cap

June 2004 MSCI World 
Small Cap 
(Net)

Effective 7/1/2009, performance information for these  
composites is shown comparative to the MSCI World Small Cap (Net) 
respectively, on a current and retrospective basis. The benchmark previous 
to 7/1/2009 was the S&P Developed Small Cap Index.

Global Small Cap is a diversified portfolio of global small cap stocks managed by Epoch for long term capital appreciation. Epoch 
employs a research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as P/E or 
P/B. The portfolio consists of approximately 150-200 securities which are selected on the expectation they will generate excess free 
cash flow and whose management will allocate it prudently among internal reinvestment opportunities, acquisitions, dividends, 
share repurchases and/or debt pay downs. 

3. Risk Statistics Source — The composite dispersion presented is an asset-weighted standard deviation calculated for the accounts in the composite the entire period. Sharpe ratio is a measure of absolute risk adjusted 
return developed by Professor William Sharpe. It divides the excess return of an account above cash returns by the Standard Deviation of the excess return to determine the reward per unit of risk. Information Ratio 
is a measure of relative risk-adjusted return. It is determined by dividing excess return by Tracking Error. Alpha is a measurement of the expected residual return adjusted for the account Beta. Beta is a quantitative 
measure of the volatility of the account relative to the account benchmark. R-squared is a measure of how closely an account’s performance correlates with the performance of the account benchmark, ranging from 
0, indicating no correlation, to 1, indicating perfect correlation. Composite-level risk statistics are calculated using monthly rates-of-return. Statistics calculated using a sample of less than 36 months can be considered 
a less reliable estimate of the characteristic’s true value.

4. Benchmark Source — Russell Investments; MSCI Inc.; Standard & Poor’s; and Barclays Capital are the source and owners of the index data contained herein (and all trademarks related thereto), which may not be 
redistributed.  Reference to an index does not imply that the portfolio will achieve returns, volatility or other results similar to the index.  The composition of the indices are provided for your information only and may 
not reflect the manner in which a portfolio is constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility or tracking error targets, all of which 
are subject to change over time.  Indices are unmanaged.  The figures for each index reflects the reinvestment of dividends but do not reflect the deduction of any fees or expenses which would reduce returns except 
for the MSCI (Net) indices where net total return indices reinvest dividends after the deduction of withholding taxes, using (for international indices) a tax rate applicable to non-resident institutional investors who do 
not benefit from double taxation treaties.  Investors cannot invest directly in indices.

5. Total Return Methodology — Valuations are computed and performance is reported in U.S. dollars.  Composite returns are presented gross and net of management fees and include the reinvestment of all income. 
Gross-of-fees returns are presented before management fees but after all trading expenses. Net performance reflects the gross-of-fees return reduced by the investment management fee and performance-based 
fee (where applicable) incurred.  Effective 1/2008, net performance is calculated by deducting the actual investment management fee incurred by each portfolio in the composite.  Prior to 1/2008, net-of-fee returns 
reflect the deduction of the highest annual management fee, calculated on a monthly basis.   Returns include the effect of foreign currency exchange rates. Composite and benchmark (international indices) returns 
are presented net of non-reclaimable withholding taxes. Periods over one year are annualized. Internal dispersion is calculated using an asset-weighted standard deviation of annual gross returns of those accounts 
that were included in the composite for the entire year.  Internal dispersion figures that are not meaningful due to the limited number of accounts in the composite are annotated by N/A. The three-year annualized 
standard deviation measures the variability of the composite and the benchmark returns over the preceding 36-month period. Policies for valuing portfolios, calculating performance, and preparing compliant 
presentations are available upon request. Past performance is not indicative of future results. An account could incur losses as well as gains.

6. Significant Cash Flow Policy — Effective January 1, 2008, Epoch does not apply a significant cash flow policy as all accounts are valued daily. From January 1, 2006 to December 31, 2007, Epoch defined a 
significant cash flow as one in excess of 25% of the portfolio market value. Prior to January 1, 2006 Epoch’s policy required the temporary removal of any portfolio incurring a client initiated significant cash flow of 
10% or greater of portfolio market value. Additional information regarding the Epoch’s historical treatment of significant cash flows is available upon request.

7. To receive a complete list and description of Epoch’s composites, GIPS® firm-wide verification or composite examination reports by ACA Compliance Group  from June 21, 2004 through September 30, 2017 and/or 
other presentations that adhere to the GIPS® standards, contact us at 212-303-7200, write to Epoch Investment Partners Inc., 399 Park Avenue, New York, NY 10022, or send an email to info@eipny.com

www.eipny.com

