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Spotlight — China in Focus: Trade, Trends and Technology
A conversation with Wei Huang, CFA — Director, Portfolio Manager and Research Analyst

QUESTION. What is the significance to both China and the global 
equity market of China A shares joining the EM Index? 

ANSWER. China A shares were included in the MSCI EM Index starting 
on May 31, 2018 with a 2.5% inclusion factor and another 2.5% on August 
31, 2018, which leads to a current index weight of 0.7%. MSCI announced 
on September 26, 2018 a plan to increase the inclusion factor to 20% 

in 2019 and will consider adding midcap stocks in 2020 if not earlier. As the inclusion 
factor moves toward 100% over time, the weight of China A shares in the EM Index will 
increase to an eventual weight of 15%+. This means that Chinese locally listed stocks 
will play an increasingly important role in the global equity market for the foreseeable 
future. The types of companies that foreign institutional investors will consider will 
expand as well. Chinese companies listed on foreign exchanges, which is where most 

Quarterly Investment Update — Playing the Movie 
Backward: Higher Rates and Protectionism Will Shrink 
Manufacturers’ Profit Margins

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

Equity markets enjoyed strong gains during the third quarter, but October has 
proven much more challenging. We believe the recent weakness and market 
volatility can be attributed to two key factors — the rise in interest rates and 
growing trade tensions between the U.S. and China — both of which are likely 
to adversely affect margins and cash flow over coming quarters.
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in the news
•  Global Investment Strategist Kevin 

Hebner appeared in Investment Week’s 
series “What Lessons Have Been Learnt 
Over the Decade Since Lehman’s 
Collapse?” He discussed liquidity risk 
and why it will likely be at the center of 
the next financial crisis. —  
September 28, 2018

•  Co-CIO and Portfolio Manager David 
Pearl joined BNN Bloomberg’s Money 
Talk to weigh in on rate hikes,  trade 
and the impact of capex and potential 
share buybacks on the tech sector. — 
August 1, 2018
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Firm Update

EVENTS AND 
ANNOUNCEMENTS

Capital Markets Outlook

Epoch’s Co-Chief Investment Officers 
Bill Priest and David Pearl, along with 
Global Investment Strategist Kevin 
Hebner discussed the key reasons for 
our continued constructive outlook on 
equity markets. In addition, they talked 
about the macro factors that have the 
potential to impact our outlook:

•  Trade: An update on the risk of a 
trade war

• Tech: Is e-commerce a bubble?

•  Talent: Is the tight labor market 
driving wages higher?

•  Turkey: A classic EM FX crisis. Who 
might be next?

Replay and presentation available on  
www.eipny.com 
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ASSETS UNDER MANAGEMENT $43.1B

Global Shareholder 
Yield  
$17.0B

Global Choice
$4.4B

Global Equity
$3.0B

Non-U.S. Large Cap
$3.5B

U.S. Large Cap
$5.4B

U.S. Small/SMID Cap
$2.4B

U.S. All Cap/Choice
$3.0B

$28.6B

Global & Non-U.S.  
Small Cap
$0.7B

As of September 30, 2018

U.S. Equity 
Shareholder Yield
$3.7B

GLOBAL STRATEGIES U.S. STRATEGIES

$14.5B

PEOPLE UPDATE

Philipp Hensler
Philipp joins Epoch as President and Chief Operating Officer. Prior to joining 
Epoch, Philipp was the president and CEO of Vontobel Asset Management Inc. 
Before joining Vontobel, Philipp was the head of distribution for Oppenheimer 
Funds. He also spent over a decade at Deutsche Asset Management / DWS, 
where he held numerous leadership roles in the United States and Switzerland, 
including CEO of the New York-based distribution arm. Earlier in his career, 
Philipp was a fund manager at Coutts Bank and also worked at Rothschild 
Bank. He holds an M.B.A. from Duke University’s Fuqua School of Business, 
a D.M. from Case Western Reserve University and a degree in Business 
Administration from the Zurich School of Management.

Mark Rosenblum
Mark is an equity research analyst on the U.S. and Global small and SMID 
cap strategies. Prior to joining Epoch, Mark was an equity research analyst at 
Morgan Stanley covering health care services and technology. Prior to Morgan 
Stanley, Mark was an investment banking associate at Jefferies. He previously 
worked at Epoch on the portfolio implementation team. Mark earned a B.S. in 
Finance from the University of Maryland and an M.B.A from The Fuqua School 
of Business at Duke University.

Barney Rosen
Barney left Epoch in September 2018. He was an analyst covering the 
health care sector.

For our latest Insights, follow Epoch on Social Media www.linkedin.com/company/epochinvest                   @epochinvest

RECENT INSIGHTS (available on www.eipny.com)

Is e-Commerce a Bubble?

While the E-Commerce Index as a whole appears frothy, many companies in the sector do possess sound and promising 
business models. For investors, the key to success is understanding how these business models should be valued. In 
this paper we examine the reasons e-commerce may be a bubble, the reasons it may not, and a free-cash-flow based 
methodology for valuing e-commerce companies. Read More

Totals may not add due to rounding.

www.eipny.com
http://www.linkedin.com/company/epochinvest
http://www.twitter.com/epochinvest
http://www.eipny.com/insights/is-e-commerce-a-bubble/


Spotlight: China in Focus: Trade, Trends and Technology (continued)

foreign investors get their exposure to the country, consist mainly 
of financial institutions, energy companies, telecom operators, 
utilities and tech giants. The A shares market, on the other hand, 
houses more domestically focused consumer and health care 
companies. These companies tend to be smaller cap, creating an 
opportunity for small cap investors. The nature of the domestic 
equity market will likely change as well. As the market shifts from 
a retail investor driven one to one with more foreign institutional 
investors, its focus will likely shift toward the creation of long-
term shareholder value. 

QUESTION. What potential paths might the current trade war 
between the U.S. and China take?

ANSWER. There are two main motivations behind the current 
activities — economic and political. On the economic side, the 
main objective of the U.S. administration is to reduce the trade 
deficit through lower Chinese tariffs, easier access to the Chinese 
market with no requirements for joint ventures and technology 
knowledge transfer, and the elimination of subsidies to exporters 
and high-tech companies. China could conceivably go along with all 
but the restriction on support of its high-tech industries, given the 
country’s focus on moving up along the value chain and achieving 
tech supremacy. The current U.S. tariff is 25% on the first $50 billion 
and 10% on the next $200 billion. It is important to note that with 
the 6% depreciation in RMB this year, the impact of tariffs can be 
very well absorbed by exporters, as their products have gained 
competitiveness in other export destinations, which accounts for 
80% of China’s export market. However, starting in January, that 
10% tariff will also increase to 25%, which would not be as easily 
absorbed. It is likely then that the two countries can come to a 
mutually acceptable agreement.

QUESTION. What about the political motivation?

ANSWER. Some observers have stated that a political goal of the U.S. 
actions may be to make it more expensive and difficult for companies 
to source from or manufacture in China and sell the products to the 
U.S. This would encourage them to move some of the supply chain out 
of China — either back to the U.S. or, more likely, to China’s neighbors. 
This would have the effect of reshaping the balance of power in the 
Asian region and helping sustain American power. To achieve that goal, 
however, the U.S. would need to keep the higher tariffs in place for an 
extended period of time — long enough to both convince companies 
to alter their supply chains and to give them enough time to find 
alternatives. China’s ability to retaliate is limited, and it would attempt 
to offset the losses through economic stimulus, modest currency 
depreciation and even possibly tax cuts. The real question is whether 
both sides have the appetite and perseverance for a prolonged 
trade war in the face of the likely domestic political pressure and the 
negative impact on the global economy.  

QUESTION. What investment opportunities trends are you 
seeing in China?

ANSWER. There are two interesting opportunities we are seeing 
in China. The first relates to niche markets with fast growing 
demand. For example, 50% of kids in China have vision problems 
by age 8. This creates an opportunity for the makers of corrective 
orthokeratology lenses. In China these lenses have only a 2% 
penetration (compared to 23% in Japan). Another example relates 

to the country’s demographics. The death rate in China will grow 
from 0.7% in 2016 to 1.7% in 2030, driven by an aging population in 
a polluted environment. This creates an increased need for funeral 
and burial services. 

The other opportunity type relates to the natural evolution of 
China’s industrial structure. Historically, the country strived for 
municipal-level self-sufficiency, which led to fragmented industries. 
Following economic reforms, that focus has led to overcapacity 
as redundant capacities existed in each municipality. Many of 
these niche industries are entering a development stage where 
an emerging market leader begins to consolidate the industry 
on a nationwide basis. In these industries, like waterproofing 
construction materials and frozen food, the emerging “top dog” is 
poised to grow market share from sub-5% to 30%, similar to what 
has happened in developed markets. 

QUESTION. Epoch has spoken often about technology becoming 
the new “macro.” How does China play into that macro?

ANSWER. Technology is a critical part of both China’s societal and 
economic planning. The country is becoming an almost Orwellian 
society. The clearest example of this is the social credit system 
being built by the government to standardize the assessment of an 
individual’s financial and social behavior history. Technology will play 
an important role in many aspects of the system. For example, facial 
recognition will be used to issue fines to those caught jaywalking, 
which would reflect poorly on their social score. These scores can 
become important considerations for a variety of applications. For 
example, the largest matchmaking site has allowed users to post 
their high social credit score for potential suitors to see. With access 
to this data there are endless possibilities for the types of products 
that companies, such as fintech, can create.

One of the goals of the government’s Made in China 2025 plan is 
to increase the country’s competitiveness in high-tech industries 
and reduce its reliance on foreign technology. One such industry 
is biotech, where China has revamped its regulatory environment. 
There are currently as many Phase III cancer trials underway in 
China as there are in the U.S. due, in large part, to the fact that it 
is now cheaper and faster to go from Phase I to Phase III in China.  
Other examples include cashless/mobile payments, artificial 
intelligence and automation. In 2016, there were $60 trillion of 
mobile payments in China compared to only $1 trillion in the U.S.  
China is also home to 43% of artificial intelligence related startups 
and gets 50% of the VC funding going into the sector. Finally, 
even China’s small and medium-sized enterprises are spending 
more on automation than capacity expansion. So, it is safe to 
say that in China, like much of the rest of the world, tech is 
indeed the new macro and there are many exciting investment 
opportunities to be explored as well. 

Wei is a portfolio manager and equity research analyst on our Non-
U.S. Small Cap strategy. Prior to joining Epoch in 2015, Wei was a 
portfolio manager and analyst at Philadelphia International Advisors 
for 13 years. Earlier in his career, he was a senior principal engineer 
working on the NASA space shuttle program. Wei holds a B.S. in 
Electrical Engineering from the University of Science and Technology 
of China, a Ph.D. in Engineering from the Ohio State University and an 
MBA from the Wharton Business School.
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Quarterly Investment Update — Playing the Movie Backward: Higher 

Rates and Protectionism Will Shrink Manufacturers’ Profit Margins (continued)
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by much less than in previous cycles (largely due to the impact 
of technology). Most importantly, the term premium has been 
artificially suppressed by QE and could rise significantly higher 
with QT. To be more specific, the term premium is currently 
-30 bps, well below its post-2000 mean of 1.0%, suggesting 
considerable upside risk for this key driver of bond yields.

When assessing the risk of significantly higher bond yields it is also 
important to consider the U.S. fiscal situation, which is already deeply 
imbalanced and, unfortunately, deteriorating rapidly (Figure 1). To 
illustrate, our 2019 trillion-dollar deficit will be the highest ever as 
a % of GDP (excluding periods of war or recession). Moreover, the 
Congressional Budget Office (CBO) forecasts the deficit will march 
past the $1.5 trillion mark in 2028 and the mind-boggling $6 trillion 
threshold by 2048. Such unprecedented deficits do need to be 
financed, which necessitates larger and larger Treasury auctions, 
placing further upward pressure on interest rates.

figure 1: federal government tax receipts are 
plummeting, which is rare outside of recessions

Our analysis suggests we have not yet reached dangerous levels 
for bond yields. However, as we saw during the first two weeks 
of October, sharp sell-offs in bonds often bring wider market 
volatility. If the market-clearing interest rate ends up being 
4%, consisting of 2% inflation and a 2% real yield, it’s probably 
something that capital markets can handle. Yields significantly 
higher than that, though, could cause problems, possibly 
beginning in the second half of 2019. The speed of the increase 
in bond yields is also crucial. When rates rise too quickly, they 
weigh more heavily on growth expectations and valuations for 
risky assets, especially long-duration equities.

BRINGING THE SUPPLY CHAIN BACK HOME

The second headwind for equity markets has been the 
pugnacious protectionist policies pursued by the Trump 
administration. Although this has been a market concern for 
over two years now, tensions between the U.S. and China have 
heated up dramatically during the last month. For example, on 

This commentary explains how recent events have thrust these two 
factors back onto the front burner, where we expect them to remain 
for some time. However, investors shouldn’t be overly surprised, 
as neither headwind is particularly new or unforeseen. While it is 
impossible to forecast exactly when such risks will come to the 
fore, we have been writing about them for over two years now. For 
example, please see our notes: The Return of Price Discovery (July 
2018), The Winds of Change (Dec 2017), Trump and Trade (Feb 
2017), and The Case for Trade Remains Overwhelming (May 2016).

GAME CHANGER FOR BOND YIELDS
On September 26 the Fed hiked for the eighth time during this 
cycle, with Chairman Powell removing “accommodative” from his 
description of Fed policy and emphasizing his resolve to maintain the 
current pace of monetary tightening (roughly one hike per quarter). 
At the same time the Fed continued on its path of quantitative 
tightening (QT), with its System Open Market Account (SOMA) 
holdings falling below the $4 trillion mark for the first time since 
early 2014. Since the end of August the Fed has sold off $30 billion 
of Treasury holdings alone, and this is occurring at the same time 
that the ballooning budget deficit is forcing the government to 
dramatically increase the size of its Treasury auctions. Faced with this 
calamitous triple whammy, it is hard to see how bond yields don’t 
trend higher over coming quarters.

Reflecting this inauspicious backdrop, DoubleLine bond guru 
Jeffrey Gundlach has been warning for quite a while that the 
30-year Treasury yield breaking through 3.25% would constitute 
a “game changer.” This view received a lot of attention from 
market participants because the yield has remained sub-
3.25% since September 2014. Moreover, and as Gundlach has 
cautioned, the phrase that has populated the graveyards of 
finance with more bodies than any other is: “this is the bottom 
in rates.” Well, on October 3 the bond yield broke forcibly to the 
upside, through this long-standing resistance point, giving bond 
managers some confidence that the long-term downtrend in 
rates is emphatically over. 

The spike higher in bond yields isn’t necessarily a problem for 
equity markets if it simply reflects improved U.S. growth prospects. 
However, the story isn’t anywhere near that simple. Since the 
beginning of this year the U.S. 10-year yield has risen by about 75 
basis points (bps), with roughly 15 bps of this increase representing 
higher breakeven inflation. This implies the real yield has risen by 
60 bps that, in turn, can be decomposed into two sub-components, 
growth and the term premium. Our analysis suggests that each 
accounts for about half of the rise in real yields.

This decomposition is important because interest rates can rise for  
“good” reasons, specifically growth, which is constructive for equities, 
or for “bad” reasons, such as inflation and the term premium, both 
of which are negative for stocks. We believe that a majority of this 
year’s move in yields reflects the latter, constituting a considerable 
headwind for equity markets.

Moreover, looking into 2019 we believe that U.S. growth has 
likely peaked for this cycle, so that factor is unlikely to drive 
bond yields much higher during coming quarters. However, 
inflation could increase moderately from today’s level, although 

Source: Bureau of Economic Analysis, Bloomberg, Epoch Investment Partners
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renaissance in America strikes us as somewhat delusional). 
Moreover, some experts have posited the idea of a bifurcation 
of the electronics supply chain, along with other parts of the IT 
industry, such as the infrastructure for mobile networks. We fear 
this would result in a much less efficient global supply chain, 
causing significant damage to margins.

figure 3: the margin expansion of s&p 500 
manufacturers can be attributed to four key factors

Source: Empirical Research Partners 

Regarding the other two factors, a further decline in effective 
tax rates is unlikely for the foreseeable future, although 
productivity gains from more efficient domestic plants should 
continue to provide a mild tailwind for margins. On balance 
though, this analysis makes a convincing argument that the 
peak in manufacturing margins is now well behind us.

 

September 18 the United States Trade Representative (USTR) 
finalized tariffs on $200 billion of Chinese imports (with Beijing 
immediately retaliating by slapping 10% duties on $60 billion 
of American imports). The following week President Trump 
charged China with trying to influence midterm elections, 
raising the possibility that he will impose further sanctions on 
China (as he had previously done to Russia). Then on October 
4, Vice President Pence gave a speech describing the “great 
power competition” in which he said that “Chinese security 
agencies have masterminded the wholesale theft of American 
technology” and that “Beijing is also using its power like never 
before.” The Wall Street Journal’s article covering this speech was 
titled “Mike Pence Announces Cold War II.”

This unwelcome trend is important because it is likely to 
unwind decades of progress. 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 
World Trade Organization (WTO). Complex global supply chains 
were put in place, which helped drive a dramatic increase in 
manufacturing margins (Figure 2). The lamentable turn toward 
protectionism is likely to be particularly negative for sectors 
such as tech hardware, semiconductors, industrial capital 
goods and some consumer cyclicals.

figure 2: manufacturers have propelled margin 
gains during the bretton-woods ii era 

Source: Empirical Research Partners 

MANUFACTURING MARGINS MAY COME UNDER SOME 
PRESSURE IN 2019

The secular decline in interest rates and the labor cost savings 
from locating production abroad (largely in China) are estimated 
to have accounted for about half of the increase in manufacturing 
margins since 2000 (Figure 3). However, both of these factors 
are likely fully played out, at least for the next couple years, and 
will probably be at least partially reversed. As discussed, we 
do expect interest rates to increase moderately through 2019 
and 2020, and rising U.S.-China tensions will probably lead to a 
bit less offshoring (although talk of a resultant manufacturing 
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U.S. VALUE
Inception date: 7/31/2001

Epoch Gross Return 6.7 8.2 14.3 14.8 11.8 11.0 8.8 13.4 0.6 - - - -

Epoch Net Return 6.7 8.0 14.0 14.5 11.4 10.6 8.3 - - - - - -

Russell 1000 7.4 10.5 17.8 17.1 13.7 12.1 7.6 14.1 0.4 0.3 1.8 0.9 0.9 

Russell 1000 Value 5.7 3.9 9.5 13.6 10.7 9.8 7.2 14.3 0.4 0.3 2.4 0.9 0.9 

S&P 500 7.7 10.6 17.9 17.3 13.9 12.0 7.4 14.0 0.4 0.3 2.0 0.9 0.9 

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

Epoch Gross Return 6.3 6.3 13.4 15.3 12.4 11.4 12.0 13.2 0.7 - - - -

Epoch Net Return 6.3 6.0 12.8 14.7 11.9 10.9 11.3 - - - - - -

Russell 3000 7.1 10.6 17.6 17.1 13.5 12.0 10.1 14.6 0.5 0.3 3.7 0.8 0.8 

Russell 3000 Value 5.4 4.2 9.5 13.7 10.6 9.8 9.8 14.3 0.5 0.3 3.8 0.8 0.8 

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

Epoch Gross Return 3.7 5.7 11.9 13.0 9.8 10.7 11.0 15.9 0.6 - - - -

Epoch Net Return 3.7 5.5 11.5 12.5 9.4 10.3 10.3 - - - - - -

Russell 2000 3.6 11.5 15.2 17.1 11.1 11.1 11.4 17.9 0.6 (0.1) 1.2 0.9 0.9 

Russell 2000 Value 1.6 7.1 9.3 16.1 9.9 9.5 10.6 17.8 0.5 0.1 1.9 0.8 0.9 

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

Epoch Gross Return 2.3 2.9 9.7 12.3 9.8 11.2 9.2 16.8 0.5 - - - -

Epoch Net Return 2.3 2.7 9.3 11.9 9.3 10.8 8.7 - - - - - -

Russell 2500 4.7 10.4 16.2 16.1 11.4 12.0 9.4 17.5 0.5 (0.1) 0.3 0.9 1.0 

Russell 2500 Value 2.7 5.7 10.2 14.5 10.0 10.5 7.9 17.4 0.4 0.2 1.7 0.9 0.9 

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

Epoch Gross Return 7.0 5.7 13.8 14.5 12.1 11.7 10.0 14.7 0.6 - - - -

Epoch Net Return 7.0 5.5 13.3 14.0 11.7 11.4 9.5 - - - - - -

Russell 3000 7.1 10.6 17.6 17.1 13.5 12.0 9.6 14.1 0.6 0.1 0.4 1.0 0.9 

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

Epoch Gross Return 5.2 3.2 9.0 13.7 11.9 13.4 8.3 1.6 - - - -

Epoch Net Return 5.2 3.0 8.7 13.4 11.6 13.0 - - - - - -

Russell 1000 Value 5.7 3.9 9.5 13.6 10.7 13.2 9.4 1.4 0.0 3.4 0.7 0.7 

U.S. STRATEGIES
IN USD

Annualized Returns Risk Statistics — Since Inception

QTR YTD
1 

Year
3  

Years
5  

Years
10  

Years
Since  

Incept.
Std 
Dev.

Sharpe 
Ratio

Inform. 
Ratio Alpha Beta R2

Strategy Performance as of September 30, 2018
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GLOBAL EQUITY 
SHAREHOLDER YIELD
Inception date: 12/31/2005

Epoch Gross Return 3.5 (0.8) 2.8 9.0 6.8 8.9 7.9 12.1 0.6 - - - -

Epoch Net Return 3.5 (1.0) 2.4 8.5 6.4 8.5 7.4 - - - - - -

MSCI World (Net) 5.0 5.4 11.2 13.5 9.3 8.6 6.6 14.9 0.4 0.2 2.7 0.8 0.9 

GLOBAL CHOICE
Inception date: 9/30/2005

Epoch Gross Return 3.3 4.2 10.5 12.9 9.0 9.7 9.5 14.0 0.6 - - - -

Epoch Net Return 3.3 3.9 9.8 12.2 8.3 9.1 8.8 - - - - - -

MSCI World (Net) 5.0 5.4 11.2 13.5 9.3 8.6 6.7 14.8 0.4 0.5 3.5 0.9 0.9 

GLOBAL ABSOLUTE 
RETURN
Inception date: 12/31/2001

Epoch Gross Return 2.4 8.5 16.8 12.5 8.0 9.5 10.4 12.1 0.8 - - - -

Epoch Net Return 2.4 8.0 15.3 11.2 6.7 8.1 8.9 - - - - - -

MSCI World (Net) 5.0 5.4 11.2 13.5 9.3 8.6 6.8 14.6 0.4 0.5 5.3 0.7 0.7 

BarCap U.S. Aggregate 0.0 (1.6) (1.2) 1.3 2.2 3.8 4.2 3.4 0.9 0.5 11.9 (0.2) 0.0 

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

Epoch Gross Return 1.2 (3.2) 0.0 7.4 4.0 5.8 4.4 16.9 0.2 - - - -

Epoch Net Return 1.2 (3.4) (0.4) 7.0 3.6 5.5 4.1 - - - - - -

MSCI EAFE (Net) 1.4 (1.4) 2.7 9.2 4.4 3.7 17.9 0.2 0.2 0.8 0.9 1.0 

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

Epoch Gross Return (4.2) (3.6) 2.2 10.0 6.0 8.8 8.6 18.0 0.4 - - - -

Epoch Net Return (4.2) (4.0) 1.5 9.2 5.3 8.1 7.7 - - - - - -

MSCI World ex USA Sm 
Cap (Net)

(0.9) (2.3) 3.4 12.2 7.1 9.0 6.8 18.0 0.3 0.4 1.9 1.0 0.9 

GLOBAL SMALL CAP
Inception date: 12/31/2002

Epoch Gross Return (2.3) (0.3) 5.6 10.7 7.6 10.1 11.3 14.7 0.7 - - - -

Epoch Net Return (2.3) (0.4) 5.4 10.5 7.4 9.8 10.8 - - - - - -

MSCI World Sml Cap (Net) 2.0 4.7 10.2 14.7 9.6 11.0 11.9 16.7 0.6 (0.1) 1.1 0.9 0.9 

GLOBAL ALL CAP  
Inception date: 12/31/2007

Epoch Gross Return 4.7 2.2 7.9 10.9 7.6 9.1 5.9 13.7 0.4 - - - -

Epoch Net Return 4.7 1.9 7.4 10.5 7.2 8.5 5.3 - - - - - -

MSCI World (Net) 5.0 5.4 11.2 13.5 9.3 8.6 5.2 15.9 0.3 0.2 1.5 0.8 0.9 

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

Epoch Gross Return 4.0 6.5 13.6 14.4 10.7 - 11.8 9.7 1.2 - - - -

Epoch Net Return 3.9 6.2 13.1 13.9 10.0 - 11.1 - - - - - -

MSCI World (Net) 5.0 5.4 11.2 13.5 9.3 - 10.5 9.8 1.0 0.4 1.9 0.9 0.9 

GLOBAL & INTERNATIONAL 
STRATEGIES IN USD

Annualized Returns Risk Statistics — Since Inception

QTD YTD
1 

Year
3  

Years
5  

Years
10  

Years
Since  

Incept.
Std 
Dev.

Sharpe 
Ratio

Inform. 
Ratio Alpha Beta R2



399 Park ave, new york, ny 10022     T: 212 303 7200               www.eipny.com

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 pre-
sented 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 signifi-
cant 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 June 30, 2018 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

