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SLIDE 1
Section I: The outlook for dividends
and buybacks
William Priest

The 90% Economy: The Long Road Back to Normal

“There will be well into the millions of people who don’t get to go back to their old job. In fact, there
may not be a job in that industry for them for some time.”

What shape will the recovery look like? Will it be a
V, U, or W, or even worse an L? Our view is that it is
more likely to trace out the Nike swoosh. Moreover,
we are most worried about the 90% economy, with
an exceptionally long road back to normal. There is
rising concern of bankruptcies and insolvencies,
particularly in some of the credit markets. And
many jobs and businesses in the hardest hit sectors
could take years to come back. Life is going to be
hard and vastly different until a vaccine or
treatment is found.

– Jerome Powell, Jun 10

SLIDE 2
The 90% Economy: Until the Coronavirus is Contained

The bad news is that cases are increasing in three of
the four most populous states. However, deaths are
down from the mid-April peak, although this may be
a lagging indicator. The mishandling of the lockdown
is one reason why we believe it will be a long, slow
grind back to 100 percent. We are all getting
impatient and want to return to normal, but the virus
does not really care about that.

All charts use the latest data available as of June 23, 2020 unless otherwise stated.
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SLIDE 3
The Age of Magic Money

We have spoken a lot about Modern Monetary
Theory and have sometimes characterized it as the
magic money tree. However, monetary policy is
changing and there may be something to the whole
concept. That is, as long as inflation remains benign.
We have an exceptionally large output gap, which
usually signals inflation is not a problem. This means
QE4 is going to be even more aggressive than
previous phases. Although the Fed has promised not
to cut rates into negative territory, it is clear we will
have incredibly low rates for the foreseeable future
and that has implications for the present value of
financial assets.

SLIDE 4
Fiscal Dominance: Treasury Policy Drives the Fed

In an MMT world, Treasury policy drives the Fed (that
is, the central bank loses its independence). We now
have the largest government deficit in history, but we
have also suffered the biggest hit to final demand
(except for the depression). Now we are trying to
bring the economy out of its coma and we are doing
it through an extremely expansionary fiscal and
monetary policy effort. This will produce some
traction in the real economy, and we are starting to
see its impact on rising employment. That said, with
a 90% economy, we feel that we just are not going to
get back to where we were before the pandemic
started. It really will be a new normal.

SLIDE 5
The Hand of God: The Waning Power of Central Banks

The power of central banks to stimulate the economy
has waned over the last two decades. You can think
about it in terms of the Fisher equation, MV=PT (M:
stock of money, V: velocity, P: price level, and T:
transactions, think real GDP). If the velocity of money
is relatively constant, then changes in M can have a
large effect on output (PT). However, velocity has
been declining for over two decades. The incremental productivity of debt has also fallen precipitously.
Worries about excessive government debt were also
raised in the famous book, This Time Is Different by
Reinhart and Rogoff. More debt is unlikely to be
helpful for driving incremental growth. In fact, the
opposite is likely to be true.

All charts use the latest data available as of June 23, 2020 unless otherwise stated.
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SLIDE 6
Zombification of the Economy: Crowding out Growth

The zombie-fication of the economy refers to
excessive debt crowding out growth. Ultra-low
interest rates combined with forbearance help keep
companies alive that are in some sense dead. They
can barely pay interest on debt and are in no position
to expand employment or invest in capex. So, they
can be thought of as the walking dead, zombies, that
lead to too many firms in many sectors. A key feature
of capitalism is what Schumpeter termed creative
destruction. With its power greatly reduced you are
going to have fewer new entrants, less innovation,
and lower margins. At the same time corporate debt
soars which makes the economy even more fragile.

SLIDE 7
COVID-19 as an Accelerant: Deglobalization
“There are good reasons to welcome the end of 1990s-style hyper-globalization. But we should not kid
ourselves that there is any obvious alternative on offer.”
– Adam Tooze, Columbia University, Jun 2

“Only an economist could argue that we should make F-35 fighter jets in China because it’s cheaper.”
– Senator Marco Rubio, May 4

“Economic thinking has privileged efficiency over resilience. We have done too much management of
globalization for the benefit of those in Davos, and too little for the benefit of those in Detroit. The kind
of thinking behind the Strategic Petroleum Reserve should probably be applied to a much wider range
of goods. … I am no fan of industrial policy generally, but somebody should have done something that
assured that there was a serious American competitor in the 5G space.”
– Larry Summers, May 22

The COVID-19 shock has acted as an accelerant for a
number of trends. One of these is deglobalization,
which we have written about extensively. Trade is
based on the concept of comparative advantage, but
with the double whammy of Covid and Cold War 2.0
we are moving in the opposite direction. That is,
nationalization is winning over globalization, and we
are starting to reconfigure supply chains and
on-source some production. This will hurt margins but
reflects an increased emphasis on national security
that we expect to remain in place for some time.

SLIDE 8
COVID-19 as an Accelerant: Tech

The COVID-19 shock has also acted as an accelerant
for technology. In many ways this is good news, as
digital industries exhibit much higher productivity
growth than physical industries. We have included on
this slide a quote Microsoft’s Nadella, “We’ve seen
two years’ worth of digital transition in two months.”
This is being reflected in the shift to working-fromhome, EdTech, e-fitness, telehealth, and so on. You
can also see the trend in e-commerce. Tech and the
digitization of the economy still has much further to
run and COVID-19 has accelerated that trend.

All charts use the latest data available as of June 23, 2020 unless otherwise stated.
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SLIDE 9
Technology Will Lead to Higher Payout Ratios

Anyone who has taken Finance 101 was likely exposed
to the DuPont return on equity framework. In our
interpretation, two features are especially relevant. First,
tech is inherently deflationary, which is one reason why
bond yields have declined so dramatically over the last
three decades. Second, digital technologies and the
associated economies of scale, imply that we are living
in a capital-light world. With less cash flow being
directed to fund capex, payout ratios are likely to remain
high and may even rise. That is, even as bond yields
have plummeted, we expect dividends and buybacks to
remain robust. This means the yield available from
equities is likely to remain far superior to that available
in fixed income markets.

SLIDE 10
COVID-19 as an Accelerant: Healthcare

Section II: Implications for health care
Kevin Hebner
All the big tech players are keen on increasing their
presence in healthcare, so we expect a dramatic
increase in the digital capabilities of the sector in
coming years. Telemedicine was a niche business prior
to March but has now entered the mainstream, and
growth in telemedicine is expected to average 20%
annually over the next five or six years. This mirrors
trends we are seeing in edTech, eFitness, e-Commerce,
and working-from-home, as well as robotics and other
forms of automation. All these trends have profound
implications for the structure of employment, as well as
stock markets.

SLIDE 11
November Election: Yet Another Source of Uncertainty and Volatility

The market is paying insufficient attention to the
possibility of a Biden presidency. Among policy
changes that could occur, tax hikes have received the
most attention and would constitute a headwind for
earnings. The energy sector could also be dramatically affected, even without a change in the Senate.
Pharma is notoriously difficult to reform, but the
bipartisan support for change appears to be gaining
momentum. Additionally, anti-trust policy could turn
more aggressive, with all the big tech names in the
cross-hairs. Finally, regardless of who sits in the
White House, US-China tensions are destined to only
get worse.

All charts use the latest data available as of June 23, 2020 unless otherwise stated.
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SLIDE 12
Growth has Outperformed Since 2007: What’s Special about that Year?

Growth has consistently and dramatically outperformed since 2007. Now, what is so special about
that year? Well, a lot. 2007 is the year the tech boom
took the world by storm, with the iPhone, Facebook,
Twitter, Airbnb, YouTube, and so on, all emerging as
major forces. Does that mean growth and tech are
expensive? Tech does not look particularly expensive
on a FCF basis. That said, we do not mean to imply
there are not any valuation issues in equity markets,
as they do appear stretched on a forward PE basis.

SLIDE 13
Rise of the Platforms: Economies of Scale and Network Effects

The biggest platforms have come to represent a
larger and larger proportion of the S&P 500. The
bottom-right figure indexes the platforms to 100 at
the start of 2015. As you can see, they have done
phenomenally well since then. What is perhaps less
well known though is that absent the platforms, the
S&P’s performance is rather tame, and, in fact, not
much better than other developed markets such as
Europe and Japan.

SLIDE 14
Lower for Longer: A World of Yield Starvation
Question: Is the Fed worried that a potential asset price bubble is forming?
Answer: “Our principal focus is on the state of the labor market and inflation. Inflation of course
is low, and very likely to remain low for some time. Then it’s really about getting the labor market
back into shape and that’s been our major focus. Now if we were to hold back because we think
asset prices are too high, even though others might not think so, what would happen to the people
that we’re actually, legally supposed to be serving? We’re supposed to be pursuing maximum
employment and stable prices, and that’s what we’re pursuing.”
– Jay Powell, Jun 10

We expect bond yields to remain lower for even
longer. It begins with a question put to the Fed chair
during his presser on June 10. Is the Fed worried
about asset bubbles, a replay of 1999? Powell’s short
answer was “no”. His longer answer was that the Fed
is focused on helping the labor market recover and
mitigating disinflationary pressures. This explains
why the Fed “isn’t even thinking about thinking
about hiking rates” and is likely to maintain that
stance well into 2023. Bond yields are also being
driven lower by demographic trends and excessive
leverage, which destroys demand. As a result, we
believe the world of yield starvation will be with us
for years to come.

All charts use the latest data available as of June 23, 2020 unless otherwise stated.
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SLIDE 15
Research Question in Late January – Will Novel Coronavirus Spread in
China? What’s the Impact?

Section III: Using a data-driven approach to
respond to the pandemic
Lilian Quah
Our Systematic Strategies Team took a data-driven
approach to respond to this pandemic. We have been
gathering data from various sources since January to
give us a proprietary view of this fast-evolving event.
Using mobile phone data, we would see that five
million people had left the city of Wuhan during the
roughly two-week period prior to January 25th,
spreading the virus to other Chinese provinces,
including economically important ones such as
Guangzhou (see the chart of the left). As shown in
the charts on the right, reported cases in these
regions peaked in mid-February. Chinese economic
activity has also largely recovered since then.

SLIDE 16
Research Question in March –Which Countries are Most Vulnerable to a
Global Pandemic?

In March, it was clear that we were facing a global
pandemic. Given the speed at which infections were
reported in countries such as India and Indonesia, we
expected their health care systems to be overwhelmed fairly quickly (see the chart on the right).
Our proprietary Emerging Markets country risk
model was also forecasting elevated downside risk
for Brazil and Mexico.

SLIDE 17
Our Framework - From Data to Analysis to Decisions

Our framework guided our research efforts. It helped
us curate and prioritize the two categories of
information necessary to understand each country’s
ability to manage the outbreak, and the likelihood of
significant economic disruption to each country. We
also examined the effect of economic disruption at
the company level, including the potential effects on
sales, cash flows and stock prices.

All charts use the latest data available as of June 23, 2020 unless otherwise stated.
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SLIDE 18
Research Question Since Early April –
How Do We Identify High-Risk Countries?

We have created our own scorecard to monitor
current developments by country. We track new
reported cases (averaged over the last seven days),
public health system capacity (testing and positive
test rates), and health care system capacity (availability of ICU beds and medical personnel, fatality and
recovery rates). Countries with health care systems
which appear to be overwhelmed (as indicated by
the pink cells) face the possibility that they may need
to impose, extend or re-impose lockdown policies.

SLIDE 19
COVID-19 Tracker – Daily Changes in Confirmed Cases by Region

We continue to track daily reported cases and deaths.
The epicenter for this pandemic has shifted from
China, to Europe, and now, to the Americas. We are
also seeing increases in Africa.

SLIDE 20
Reopening Tracker – New Cases and Google Mobility Trends

The key investment question today is when we can
expect a resumption of normal economic activity. The
charts at the top show the daily reported cases that
we’re seeing by country, highlighting potential
hotspots (on the top left) and countries which are
facing increases in reported cases (on the top right,
in pink shading). The charts at the bottom allow us to
track – using cell phone mobility data – people’s
activity. We can see if they are visiting their places of
work, the grocery store and so on, at the same rate
that they were prior to the imposition of social
distancing policies. The chart on the bottom left
shows this data for the U.S., state-by-state; the one
on the bottom right shows this information at the
country-level.

All charts use the latest data available as of June 23, 2020 unless otherwise stated.
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SLIDE 21
Investment Conclusions
1. The 90% Economy: The Long Road Back to Normal
• The last 10 to 20% will be a tough, slow grind

2. The Age of Magic Money: Who Will Pay the Bill?
• Fed isn’t “even thinking about thinking about raising rates”
• Fiscal dominance: Treasury policy driving the Fed, a dangerous experiment

3. COVID as an Accelerant: Deglobalization, Healthcare and Tech
• Tech: We've seen years' worth of digital transformation in a matter of months

4. November Election: Yet Another Source of Uncertainty
• Policy matters: Taxes, energy, finance, anti-trust, pharma pricing, deregulation

5. A World of Yield Starvation: For Years to Come
• B
 ond yields driven lower by demographic challenges, excessive leverage, hyper-aggressive
central banks and, now, the pandemic

6. Valuations vs Liquidity: Tug of War
• Equities appear moderately expensive
• However, market is being driven by liquidity and Fed is not about to reverse course

7. As the COVID pandemic continues to evolve, it is critical for investors to be data-driven
• Important to curate and analyze the right information
• Be prepared to alter beliefs as facts change
As a result of the above points, we believe the best positioned companies are those that have a
demonstrated ability to produce sustainable FCF and allocate that cash flow effectively
between return of capital options and reinvestment/acquisition opportunities.

SLIDE 22
Epoch’s Thought Leadership

For more insights visit
www.eipny.com

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