
Q22019 REVIEW AND OUTLOOK



Provided Quarterly By 
ACM Investment Committee
June 30, 2019

Dr. Charles Lieberman, CIO
David Lieberman
Dr. JoAnne Feeney
Kevin Kelly

Senior Economic Advisor 
Dr. Alan Greenspan

David Ruff, CFA
Randall Coleman, CFA
Paul Broughton, CFA

www.advisorscapital.com
10 Wilsey Square
Ridgewood, NJ 07450
Phone: 201-447-3400

An Investment Advisory Firm

INSIDE  THIS ISSUE

03 MACROECONOMIC OVERVIEW 

09 GROWTH UPDATE

07 SMALL/MID CAP UPDATE

11 CORE DIVIDEND UPDATE

13 INCOME WITH GROWTH UPDATE

14 BALANCED UPDATE

16 FIXED INCOME UPDATE

18 GLOBAL GROWTH UPDATE

19 GLOBAL DIVIDEND UPDATE

20 INTERNATIONAL ADR UPDATE



2019 REVIEW AND OUTLOOK | Q2    P3

The stock market hit a new all-time record high in the 
second quarter, even as the outlook for the economy is 
uncertain and trade issues remain highly contentious 
and uncertain.  Economic growth has clearly slowed 
and monetary policy has shifted sharply from raising 
interest rates to some “insurance” reduction in rates to 
keep the expansion going.  But growth remains solid, 
in fact, setting an all-time record for expansion, even if 
it is much slower than last year.  Nonetheless, it is clear 

the Fed is seriously considering some interest rate 
reductions, even if not quite as many as the market 
expects or hopes for.  In effect, the Fed’s priorities have 
shifted from slowing growth down to prevent inflation 
from heating up, to making sure that the expansion 
is sustained and that inflation hits its 2% target.  This 
policy direction is very positive for stocks, and bonds 
have also rallied in response.

Macroeconomic Overview
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ACM’s View of the 2019 Second Half 
Economic Outlook
There are multiple and conflicting reasons for the 
slowdown in economic growth this year.  The trade 
war between the U.S. and China has greatly increased 
uncertainty, which is encouraging business to slow 
down spending plans.  Trade flows are being disrupted, 
as firms decide if they need to relocate production 
and need to move products across borders before new 
tariffs are imposed.  The benefits of the fiscal stimulus 
provided by the change in tax laws approved in late 2017 
are petering out.  And some think that the rise in interest 
rates in 2018 may be slowing growth in 2019.

Without any doubt, the threat of economic disruption 
from tariffs imposed on products from China dominated 
the second quarter.  While most observers recognized 
that a full blown trade war was in no one’s interests, 
it was hard to see how a serious conflict could be 
avoided, especially after Trump sought to cut off Huawei 
from U.S. technology exports.  These issues remain 
unresolved as of this writing, even as a truce has been 
declared at the recent G-20 meeting and negotiations 
have resumed.  China is unlikely to stop trying to 
steal intellectual property from the West or to halt its 
program to become a technology powerhouse in direct 
competition with the U.S.  So it is entirely unclear how 
the dispute with China gets resolved.  Most likely, it will 
rear its ugly head from time to time.

In the meantime, whether due to the trade dispute or 
not, economic growth has slowed, although this is not 
as negative a development as is often portrayed.  Most 
critically, job growth is still comfortably above the rate 
of growth of the labor force, which implies that the 
unemployment rate should continue to decline, even if 
it does so gradually.  In fact, that’s rather good news.  A 
rapid decline in the unemployment rate would be likely 
to result in more severe upward pressure on labor costs 
and inflation.  A gradual decline in unemployment could 
stretch that process out over a longer time frame and 
delay any Fed rate hikes.  In the near term, the issue for 
the Fed is whether growth has slowed so much that it 
should reduce interest rates to forestall a greater than 
desired slowdown in growth.  That’s a very tough call.

Macroeconomic Overview

Without any doubt, the 
threat of economic 
disruption from tariffs 
imposed on products 
from China dominated 
the second quarter. 
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Macroeconomic Overview

Conditions in Europe remain in flux.  Both candidates for 
Prime Minister in the U.K. favor Brexit, but the full range 
of possibilities are still on the table, from a second vote 
on whether the U.K. should secede to a renegotiated 
deal or even the U.K. crashing out of the E.U. with no 
deal in place.  Almost all of the senior positions within 
the E.U. will turn over within the coming months.  Just 
last week, it was revealed that Christine Lagarde will 
replace Mario Draghi at the ECB.  It wasn’t known that 
she was considered a candidate for the position, but 
given the complicated politics behind the selection, she 
proved to be the compromise candidate.  While not an 
economist and not an experienced central banker, she 
is likely to be a strong advocate for policies to invigorate 
growth, as she was at the IMF.

In Asia, Japan continues to struggle while growth 
is slowing in China, as many companies reevaluate 
whether they wish to move logistics and production 
to safer locations.  It is clear that policy will be growth 
oriented in every major market for the visible future.

ACM’s View of the 
Outlook for Capital Markets
The slower pace of economic growth and the Fed’s 
pivot to focus more on promoting growth will keep 
U.S. monetary policy accommodative.  The ideal 
environment for stocks is persistent economic growth 
and low interest rates and inflation, which is precisely 
the prevailing set of circumstances.  If nothing changes, 
stocks should maintain a positive trajectory in line with 
growth in profits.  The outlook for the bond market is 
more uncertain, especially given the recent decline in 
interest rates.

Profits performance has become a bit more erratic in the 
wake of the turmoil over trade, but the trend remains 
up.  Despite setting new all-time highs, stocks are still 
not expensive today, trading at around 18.6x expected 
2019 S&P 500 earnings, not much higher than the long-
term average, and less if excluding the FANG stocks 
(Facebook, Amazon, Netflix and Google).  Excluding 
these stocks, the rest of the stock market, a total of 496 
companies, is actually quite cheap.

The outlook for bonds is less clear and depends greatly 
on how the expansion evolves.  The markets are priced 
for a number of Fed rate reductions in the second half 
of the year, with the first one priced in for July.  But the 
sharp decline of interest rates in the second quarter 
limits the upside in bond prices.  In fact, the decline in 
U.S. interest rates may be due in substantial part to the 
flow of international capital into the U.S. in response to 
weak conditions in Europe.  If the European economy 
performs better, it may also result in some rebound 
in domestic rates.  In any event, the outlook for rates 
seems more uncertain for fixed income than for equities.

The ideal environment for 
stocks is persistent economic 
growth and low interest 
rates and inflation, which is 
precisely the prevailing set of 
circumstances. 
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INVESTMENT PHILOSOPHY + STRATEGY

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

bottom-up, fundamental value based analysis.
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communicated conservative guidance which pressured 
the share price.  In real estate, Brandywine Realty 
Trust (BDN) slipped on an analyst downgrade but we 
believe the long-term investment thesis is intact.  The 
company has an attractive portfolio and promising new 
development projects in Philadelphia and Austin.

Small/Mid Cap Update

U.S. Small/Mid Cap stocks measured by the Russell 2500 
finished the quarter with a flurry, rising in excess of 7.0% 
in the month of June.  This return overcame a turbulent 
May and pushed the index into positive territory for 
the quarter, adding roughly 3.0% for the three-month 
period.  News of increased tariffs on China imports set 
in motion a downtrend making May the worst monthly 
decline since December.  The tariff intrigue weakened 
business confidence.  This development added to 
generally softer economic data inducing the Federal 
Reserve to communicate that a new easing cycle may be 
necessary.  This Fed communication spurred the June 
rally with the ACM Small/Mid Cap strategy composite 
outperforming the index for the quarter.  The Small/
Mid Cap one-year portfolio return of +9.10% compares 
favorably to the Russell index return of +1.77%. 

Industrials (+23.91%) and Consumer Staples (+21.40%) 
led sector performances for the ACM Small/Mid strategy.  
Strong contributors were mainly a function of estimate-
beating earnings reports during the quarter.  This 
included John Bean Technologies Corporation (JBT) 
and RBC Bearings Incorporated (ROLL) in Industrials 
and Casey’s General Stores, Inc. (CASY) in Consumer 
Staples.  Detractor sectors included Energy and Real 
Estate.  Trade war worries produced a rapid crude oil 
price decline for a one-month period starting April 23rd.  
In this climate, our energy position, Core Laboratories, 
a leading company in crude and gas reservoir analysis, 

This Fed 
communication 
spurred the June 
rally with the ACM 
Small/Mid Cap 
strategy composite 
outperforming the 
index for the quarter. 
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Small/Mid Cap Update

New positions include BlackLine, Inc. (BL), Cannae 
Holdings, Inc. (CNNE) and Jones Lang LaSalle 
Incorporated (JLL).  JLL acquired HFF, Inc. (HF), a 
previous position, and should be able to leverage 
its stellar reputation, services platform, and scale 
to participate in the ongoing commercial real estate 
expansion.  The company has low leverage, attractive 
return on invested capital, talented/appropriately-
motivated management, and good corporate 
governance.  Blackline provides a cloud-based software 
platform to help companies modernize their accounting 
functions.  This helps companies efficiently provide 
information to multiple interested parties such as CFOs, 
comptrollers, tax accountants, auditors, and managers 
with a cloud-based automated system which seamlessly 
accesses and reconciles data from multiple sources 
including the company’s ERP system, ledger/sub-ledger 
sheets, and vendor data sources.  Customers value the 
time and cost saving benefit of BL’s offering evidenced 
by the retention rate as satisfied clients add additional 
services.  An impressive 2,500-strong client list across 
geographies and sectors headlined by Coca Cola, Costco, 
and Suntrust should rapidly boost the company’s free 
cash generation.  Cannae Holdings, formerly known as 
Fidelity National Financial Ventures, spun out of Fidelity 
National Financial in November 2017.  CNNE is an 
investment company with an emphasis on technology 

and specialized software solutions for multiple 
industries including payroll, data analytics, and medical 
documentation.  Management, led by William Foley, has 
delivered a strong record of value creation for investors.  
Successful early stage investments include Ceridian, 
Lifeworks, One Digital, and Remy International.  Current 
Cannae investments include Dun & Bradstreet, Ceridian, 
and the T-System.  We calculate CNNE’s shares trade at a 
16% discount to the company’s net asset value.

Worldpay, Inc. (WP) and Canada Goose Holdings Inc. 
(GOOS) were sold during the quarter.  Worldpay has 
been a significant positive contributor to the Small/
Mid Cap portfolio return since its introduction into 
the portfolio in July 2013, but through growth and 
merger is now nearly a $40 billion company and no 
longer qualifies for the Small/Mid Cap portfolio which is 
focused on finding smaller, faster growth opportunities.  
We liquidated our remaining position in Canada Goose, 
an investment we initiated in May 2017 and trimmed 
in June 2018.  The shares had become fully valued with 
little room for an operational earning miss.  The shares 
reacted poorly to their recent earnings report which 
showed sales deceleration.  Examining the details of 
the report suggests there may be mismatch in the 
company’s distribution and production capabilities 
which may take several quarters to fix.
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We continue to favor 
“growth at a reasonable 
price” and the average 
price-to-earnings ratio for 
the strategy remains below 
the S&P 500’s average, 
despite the group’s growth 
prospects estimated to 
be much higher than the 
market’s. 

The Private Growth Composite had a strong finish to the 
second quarter and is now performing slightly ahead of 
the S&P 500 year-to-date.  Strength in the quarter was 
led by Industrials and specifically, a small-cap defense 
company, Kratos Defense & Security Solutions, Inc. 
(KTOS), which was up 46%.  The group was also helped 
by another defense company, L3 Technologies, Inc. (LLL), 
as global spending on defense combined with persistent 
geopolitical tensions to boost defense stocks across 
several ACM portfolio strategies. 

Despite the broader market’s Consumer Staples sector 
underperforming last quarter, the staples selections in 

our composite made that group the second-best sector 
in the quarter’s returns. We saw Casey’s General Stores, 
Inc. (CASY) bounce back sharply on strength in retail and 
gasoline sales. Constellation Brands, Inc. (STZ) benefited 
from its focus on high-end beer and wine. Recall that STZ 
owns a significant stake in Canadian cannabis company, 
Canopy Growth Corporation (CGC), and appears to be 
behind a management shake-up at Canopy which should 
improve prospects for the long-term profitability and 
growth of the cannabis beverage business. Only Darling 
Ingredients Inc. (DAR) underperformed as African swine 
fever concerns dampened its protein recovery business in 
Asia. Ultimately, though, we see rising incomes in China 
driving growth in protein consumption for many years and 
we expect this to provide solid growth in DAR’s business. 

Our Materials selections also came in ahead of the market, 
led by Ball Corporation (BLL) as it upped its dividend 
by 50% and announced a new $250M share repurchase 
program. The company continues to benefit as some 
beverages shift away from plastic and glass towards 
aluminum cans. We continue to see long-term trends 
enabling the company to gain share in the beverage 
container market and appreciate management’s 
dedication to returning capital to shareholders.

While the S&P 500’s Health Care sector stayed roughly flat 
in 2Q, we continue to focus on opportunities away from 
the main political battlefields, by placing the majority 
of investments in labs and device companies. Quest 
Diagnostics Incorporated (DGX), Medtronic plc (MDT) and 
Stryker Corporation (SYK) all outperformed. Our one drug 
company, Allergan plc (AGN), has received a buyout offer 
from AbbVie Inc. (ABBV) for $63 billion (a 45% premium 

Growth Review
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to the pre-announcement closing price). As usual, doubts 
surround the deal’s completion, and the stock has more 
room to rise to the buyout price. The laggard for the group 
was Agilent Technologies, Inc. (A).  Our analysis reveals 
a few short-term headwinds for the company, but we 
continue to see room for valuation to move higher on 
strong secular growth and margin drivers.

Despite a falling interest rate environment, our Financials 
group outperformed, led by Citigroup Inc. (C) and The 
Hartford Financial Services Group, Inc. (HIG). Citigroup 
remains poised to deliver greater returns to investors 
as it continues to pass the Fed’s CCAR stress tests. HIG 
delivered better-than-expected earnings and saw book 
value climb 9% as it benefits from an uptick in property 
and casualty insurance. 

The Info Tech sector continued to be pushed around by 
trade war concerns and by the on-again, off-again U.S. 
restrictions on sales to Chinese company, Huawei. We are 
also seeing a growing controversy around the prospects 
of a second half recovery in spending on data centers.  
The debate seems to have reduced expectations for a 
second half growth surge, but the more conciliatory 
stance towards China by the Trump administration has 
made investors more positive about 2019. Our positions 
are tied to the multiyear investments taking place in 
data centers and telecom equipment (for 5G), so while 
we may see some near-term volatility, the high-single-
digit percentage sales growth outlook continues to make 
our selections compelling. The group was mixed in the 
quarter, led by NXP Semiconductors N.V. (NXPI) and PayPal 
Holdings, Inc. (PYPL), but held back by Palo Alto Networks, 
Inc. (PANW) and MACOM Technology Solutions Holdings, 
Inc. (MTSI). PANW is shifting its sales program to shorter, 

one-year contracts (more pricing power) and this caused 
them to deliver below expectations last quarter. MTSI was 
sold after our thesis that it would grow its data center 
business fell prey to a strategic overhaul that, in the end, 
would simply take far too long to play out favorably in our 
opinion.

The major drags on performance in the quarter were 
company specific. Baidu, Inc. (BIDU) was pulled lower 
on concerns about China’s economic growth and on new 
competition for advertising spending. We estimate that 
China’s advertising market will grow by 25-30% this year, 
so even with additional competition from mobile, we see 
BIDU capturing a majority of that growth, based on several 
initiatives it has taken over the last year. Alphabet Inc’s. 
(GOOG) Google was also hurt as talk of antitrust scrutiny 
gathered steam. IMAX Corporation (IMAX) suffered, along 
with cinemas more broadly, over concerns of weak first-
half box office revenues. We see IMAX well positioned 
for 2019, however, not only due to its unique screen 
technology but also from its licensing arrangements.  

Overall, we remain focused on multi-year spending trends 
across several sectors. Not only in the obvious areas of 
5G telecommunications infrastructure investments, but 
also in health care, where research and demographics 
are driving further spending on analytical tools, medical 
devices, and analytics. We also remain enthusiastic about 
the demographic trends behind retail spending, housing, 
and leisure.  We continue to favor “growth at a reasonable 
price” and the average price-to-earnings ratio for the 
strategy remains below the S&P 500’s average, despite the 
group’s growth prospects estimated to be much higher 
than the market’s.

Growth Review
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The Private Core Dividend composite delivered a 3.89% 
(net of fees) return in 2Q vs the blended 85/15 S&P 
500 / Barclays Aggregate Bond Index benchmark of 
4.15%.  YTD, the composite is +17.64% vs the 16.66% 
return of the benchmark.  The Fed’s indication of 
supporting growth has helped lead the financials and 
home building sectors to rally for the quarter. There 
is no better example than the largest installer and 
distributor of insulation in the US construction industry 
- TopBuild Corp. (BLD), which was up 27.7%.  The 
strong performance was due to price increases and new 
residential and commercial construction.  TopBuild’s 
strong performance happened despite a choppy US 
housing market.  However, the outlook for new home 
demand may improve in the second-half due to the 
sharp decline in the average 30-year mortgage rate 
which is now at about 3.80% - down from 4.08% at the 
start of the quarter.  

On the opposite end of the performance spectrum, the 
world’s two largest search engines, Google’s parent, 
Alphabet Inc. (GOOG), and Baidu, Inc. (BIDU), were both 
weak performers for the portfolio.  Alphabet was lower 
due to sales growth that missed estimates and concerns 
over a potential antitrust probe.  Baidu’s weakness 
largely reflected the slowing Chinese economic 
backdrop.  We still look at both company’s strong 
competitive advantages as reasons to be positive about 
the names going forward.  

In the second-quarter there were a few transactions 
worth mentioning.  We sold out of Walgreens Boots 
Alliance, Inc. (WBA), Wells Fargo & Company (WFC), 

Finisar Corporation (FNSR), Roche Holding AG (RHHBY) 
and Owens Corning (OC).  And we started new positions 
in The Boeing Company (BA) and Lumentum Holdings Inc. 
(LITE).  Boeing has obviously been in the news the last 
several months due to issues with their 737 Max narrow-
body jet.  We see the issue as largely transitory and look 
for the company and the stock to bounce back in the 
quarters ahead.  Lumentum was added after the stock 
had sold off in May due to trade restrictions placed on 
doing business with Huawei.  Walgreens was sold due to 
the current difficult operating environment in the space.  
Wells Fargo was sold due to the ongoing difficulties 
with finding a CEO that satisfies regulators.  The current 
cap on assets remains in place and an ongoing exodus 
of financial advisors and staff have created cause for 
concern.  We moved on from Finisar due to the pending 
acquisition by II-VI Incorporated (IIVI) and we like the 
opportunity set with LITE better.  

Roche and Owens Corning were sold due to modest 
recent performance and to raise cash to better allocate 
across existing positions and a couple of additional 
names in fixed income.  Our fixed income weight was 
increased very modestly, as we’ve rebalanced our equity 
to fixed ratio to more closely mirror our benchmark levels. 
Given the ongoing risks to international trade and relative 
opacity of knowing what might happen we felt it was a 
reasonable time to rebalance the equity to fixed ratio.

Looking forward, the key will be to see how consumer 
confidence and business investment demand react to the 
ongoing concerns over trade and a Fed that may have 
kept rates a little too tight.  

Core Dividend Update
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One size does not fit all. Our individually tailored portfolios 
are designed specifically for the client, using individual 

securities and thoughtfully managed in our all cap value style.

Advisors Capital Management provides 
private accounts with security selection that 

is tailored to each client’s personal objectives.

One size does not fit all. 
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The equity market made some further gains in the 
second quarter, adding to the superlative first quarter.  
Our Income with Growth composite participated in this 
rally, providing a blended return of income and capital 
appreciation.  Although generating a high level of 
growing cash flow is always the objective, topping that 
off with significant equity gains makes for a pleasant 
first half of the year. 

With a rate cut by the Federal Reserve considered to be 
certain by the market, a headwind for income producing 
securities has become a tailwind, with the thought 
process being that lower rates mean income producing 
securities face less competition from other assets.  In the 
search for yield, this strategy should benefit from a more 
accommodative income environment.  

Within the portfolio, a few companies stood out for their 
second quarter performance.  Cypress Semiconductor 
Corporation (CY), which had done fairly well since it was 
first purchased, accepted a takeover bid from Infineon 
Technologies AG (IFNNY), a German semiconductor 

company, and the stock surged in price above $22 per 
share from around $15.  We sold out of our position, 
choosing not to wait several months for the deal to 
close, in order to redeploy the cash more immediately 
into a higher yielding, more promising alternative 
investments.  Just Energy Group Inc. (JE), a company 
that hasn’t performed particularly well since we bought 
it, indicated it was conducting a strategic review of the 
company, opening the door to a possible sale.  The stock 
price surged in response to that revelation.  Investors 
are now waiting to see if the company sells itself to the 
highest bidder, or chooses to remain independent.  

Several of our equity positions increased their dividend 
payouts during the quarter.  This quarter, these 
companies included Kinder Morgan, Inc. (KMI), Plains GP 
Holdings, L.P. (PAGP), Ares Capital Corporation (ARCC), 
W. P. Carey Inc. (WPC) and Ladder Capital Corp (LADR), 
among others.  We were very pleased that nearly 10% of 
our stock holdings increasing their distributions within a 
single quarter, as this signals corporate strength within 
the companies that we own.  As long as the expansion 
continues, we fully expect more dividend increases in 
the second half of the year.

Although long-term bond prices performed well, as 
interest rates declined sharply, we prefer to avoid the 
potential for large price declines that may occur if 
inflation increases. So, we remain more comfortable 
taking less risk with short duration securities, even if 
that results in a more muted performance when interest 
rates decline.

Income with Growth Update

In the search for yield, 
this strategy should 
benefit from a more 
accommodative income 
environment. 
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While the Balanced composite default allocation of 
equity to fixed income remains at 70% equities and 
30% fixed, advisors and clients in our Private Account 
platform have the latitude to select a different target. 
This has brought the overall Private Balanced composite 
allocation to 58% equities and 42% fixed income. While 
clients are foregoing some of this year’s rally in equities, 
they are getting greater stability in return.  We remain 
focused on investing in companies with solid cash flow 
generation and expect to see those cash flows continue 
to turn into rising dividends and further share buybacks. 
It is our most conservative strategy that includes equity 
positions, and is designed for clients who have less 
tolerance for market gyrations.

Better news on the trade front and receding recession 
fears enabled several Consumer Discretionary selections 
in the Balanced composites to deliver a second strong 
quarter of appreciation (led by Williams-Sonoma, 
Inc. (WSM), Ford Motor Company (F) and McDonald’s 
Corporation (MCD), helping that group to outperform. 
Household balance sheets remain fairly healthy, so 
as interest rates remain low, we expect to see further 
upside in consumer spending on retail, durable goods 
and leisure.  Even with interest rates falling, our bank 
stock selections outperformed as balance sheets and 
results continued to improve, led by Citigroup Inc. (C) 
and JPMorgan Chase & Co. (JPM).  

Another strong contributor to performance last quarter 
was the Industrials sector, where our concentration in 
defense companies paid off, with positions in Lockheed 
Martin Corporation (LMT) and Northrop Grumman 

Corporation (NOC). As global tensions with Iran and 
North Korea remain elevated and as the U.S. and its 
allies add to air and ground capabilities, defense budget 
expansion points to further gains for the group. 

The second quarter proved to be a challenging one 
for health care stocks in the S&P 500, but we continue 
to maintain a relatively strong emphasis on device 
companies, which are seeing fewer political headwinds 
from the drug pricing and private/public insurance 
debates. Strong results from Thermo Fisher Scientific 
Inc. (TMO) and Medtronic plc (MDT) helped boost that 
group’s performance. In addition, Allergan plc (AGN), the 
maker of Botox, attracted a buyout offer from AbbVie 
Inc. (ABBV) and shares climbed 35% on that news. The 
stock still trades well below the buyout price, so we see 
more room for appreciation.

Balanced Update

While the Balanced 
composite default allocation 
of equity to fixed income 
remains at 70% equities 
and 30% fixed, advisors and 
clients in our Private Account 
platform have the latitude to 
select a different target. 
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Balanced Update

Despite the S&P’s Energy sector falling during the 
quarter, the Balanced composite’s energy allocation saw 
a slight rise, as strength from growing fracking volumes 
propelled Kinder Morgan, Inc. (KMI) higher, even as 
Exxon Mobil Corporation (XOM) gave back some of its 
first quarter appreciation. Now that OPEC has once 
again affirmed tight control over its supplies, oil prices 
have firmed and big oil stocks have moved back into 
positive territory. Geopolitics combined with the path of 
global economic growth will most likely drive oil prices 
from here, and that outlook remains on shaky ground.  
But we like the dividend yields on our selections and 
see potential for U.S. economic prospects to stabilize oil 
demand. 

Headwinds for the quarter came from Communication 
Services where Alphabet Inc. (GOOG) and Verizon 
Communications Inc. (VZ) gave back some 1Q gains, and 
where Vodafone Group Plc (VOD) continued to weaken. 
Vodafone has been suffering from increased competition 
in Italy and Spain and has had to pay up for new cellular 
spectrum to ready its 5G services. Although it reported 
better than expected results and outlook for fiscal 2020, 
those pressures on cash flow caused it to cut its dividend 
last quarter and the stock’s slide continued. VOD now 
has a competitive advantage in serving the European 
telco market from those spectrum investments and its 
purchase of LibertyGlobal assets; it has neutralized its 
low-end competition in Italy and Spain and it’s cutting 
costs. It also is monetizing its cell tower assets. With 
those tower sales, the end of major spectrum purchases, 
accretion from the LibertyGlobal acquisition, improving 
fundamentals and a 5.6% dividend yield, we see strong 
potential for upside in the equity from here.

On the fixed income side of our Balanced composites, 
we have assembled a mix of corporate investment 
grade and high yield bonds and have added select 
preferreds to bring yield to a range of 3.5% to 5.0% (in 
Private Balanced T3 to T5). Our fixed income selections 
continue to feature a relatively low duration and this 
limited the gains from the decline in mid- to long-
term interest rates during the quarter. We are keeping 
duration short because credit spreads are unusually 
tight and if they were to widen, longer duration bonds 
would see considerably larger price declines. So, on 
the one hand, we are giving up some return in a falling 
rate environment, but we expect credit spreads to 
widen from here and that would be a more significant 
headwind to total return over the next several quarters. 
We have also added select preferreds which have long 
maturities, but are callable in the next few years (so have 
much shorter duration); these are helping us to boost 
yields during this period of lower rates.

But we like the 
dividend yields on 
our selections and 
see potential for U.S. 
economic prospects to 
stabilize oil demand. 
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Fixed Income composite results were primarily driven 
by a significant decline in interest rates and in interest 
earned in the quarter. Credit spreads overall saw 
minor tightening across the credit spectrum. As a 
reminder, the credit spread is the incremental yield 
an investor demands on a corporate bond versus a 
Treasury bond of the same maturity. The more risky 
the debt of a company, the larger the credit spread.  
Additionally, interest rates further declined in 2Q19 as 
the Fed signaled its intension to cut interest rates. This 
deviated significantly from its previous expectations 
of rates remaining flat or even rising. Our Fixed Income 
portfolio featured a relatively low duration in 2Q19 and 

Fixed Income Update

this limited the gains from the decline in mid- to long-
term interest rates in the quarter. Coupons on floating 
rate securities were down marginally year-over-year 
and declined 0.28% versus 1Q19 given the shift in Fed 
expectations which pushed down LIBOR, the floating 
rate benchmark. The U.S. Aggregate Bond index (AGG), 
by contrast, saw solid gains because of its relatively 
high duration which results in significant benefits from 
interest rate declines. The credit spread on the AGG was 
flattish in the quarter because of its heavy reliance on 
the highest tier of investment grade securities which 
generally have very low credit spreads.   

INVESTMENT GRADE AND HIGH YIELD CORPORATE SPREADS - LAST 5 YEARS

SOURCE: ICE Benchmark Administration Limited (IBA), Federal Reserve Economic Data, myf.red/g/ll3d
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Fixed Income Update

Second quarter performance was strong across fixed 
income, but stronger in investment grade than high 
yield, which is typical during periods of sizable interest 
rate declines. In 1H19 the total returns for investment 
grade and high yield were roughly equivalent. By 
contrast, investment grade outperformed in 2Q19 and 
4Q18, and while high yield did better in 1Q19, and 
during the three quarters combined, investment grade 
drastically outperformed. This highlights the importance 
of active management and discipline. The ability to 
capitalize upon market dislocations, but also to be 
disciplined enough not to chase yield, can significantly 
add total return to a fixed income portfolio. 

The outperformance of investment grade over the 
nine month period ended June 30, 2019 was driven by 
declining interest rates, which are a much larger driver 
of investment grade yields than high yield. Investment 
grade yields are ~65% driven by interest rates and ~35% 
by credit spreads. On the other hand, the yield on high 
yield securities is ~35% driven by interest rates and 
65% driven by credit spreads.  As one would expect, 
credit spreads on investment grade bonds widened 
less during the 4Q18 market sell-off, and recovered 
more quickly during the market recovery. While the 
interest rate decline was a big factor in investment 
grade outperformance, high yield underperforming 
for the nine-month period suggests two important 
observations. First, the market is beginning to better 
distinguish stronger credits from weaker credits, and 
secondly, the market realized that high yield credit 
spreads were probably a bit too narrow. Many fixed 
income investors were chasing yield without proper 
regard to risk. Overall, taking an incremental dollar 
of risk just offered too little incremental return for a 
disciplined investor to justify going too far down the 
credit spectrum.

Looking towards the rest of 2019, the Fed has made it 
clear that interest rate decisions will be data dependent. 

Currently, the economic data remains relatively strong 
domestically, but the global outlook has become a bit 
more clouded. U.S. GDP growth has been moderate—in 
the 2-3+% range for the past several quarters—and is 
expected by the Fed to be 2.1% in 2019 and 2.0% in 2020. 
Also, Core PCE inflation has recently remained below the 
Fed’s 2.0% target with the last four data points around 
1.6%, although the Fed pointed to transitory factors 
and expects inflation to come back to its target. One 
driver, wage growth, has remained relatively strong, 
above 3% in the nine most recent reports, as a very tight 
labor market pushed the unemployment rate down to 
3.7%. The Fed expects to see the unemployment rate 
remain low and even decline slightly thru 2019, which 
may accelerate wage-based inflation pressures. If the 
domestic economy remains relatively strong and the 
global economy stabilizes, the Fed may consider only 
cutting interest rates by 0.25% or 0.50% in the next year 
versus market expectations of approximately 1.00%. 
Regardless of the number of cuts expected, duration 
simply doesn’t pay right now with the spread between 
the 2-year and 10-year Treasuries at around only 0.2% 
and the 10-year Treasury just above 2%. Even before any 
potential taxes, a 2% yield on a 10-year Treasury bond 
provides minimal real return after inflation. Additionally, 
longer dated bonds have significantly more credit risk 
should economic fears or a market panic occur like the 
one witnessed in 4Q18.  

We remain focused on keeping duration relatively low, 
maturities relatively short, and credit quality relatively 
high. We are maintaining a healthy exposure to floating 
rate notes and adding select preferreds to the portfolio. 
Additionally, we look forward to taking advantage of 
market disconnections to reposition selectively into 
securities that present very compelling risk/reward 
opportunities. We best describe our current positioning 
as relatively defensive and waiting to pounce the next 
time the fixed income market irrationally panics. 
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The rally in global equities overcame the mid-quarter 
weakness engendered by news of more tariff hikes.  
Dovish Fed comments set the market back on its 
ascending course as Federal Reserve Chairman Jerome 
Powell vowed to “act as appropriate” to defend the 
economic expansion currently threatened by trade 
disputes and a global slowdown.  Other global central 
banks are also shifting toward easing monetary policy, 
with ECB policymakers willing to provide more stimulus 
to the euro-area economy.     

The United States is a mature market, meaning relative 
growth is not as rapid as other economies. Growth is 
cyclical and investing internationally enables you to 
capture profits from shifting economic cycles. Like U.S. 
markets, global investments come in all shapes and 
sizes with opportunity spread throughout the world.  
The ACM Global Growth composite1 outperformed the 
index gaining +8.22% over the quarter.  The trailing one-
year result also favors the ACM Global Growth strategy 
versus the MSCI ACWI IMI Index (+10.06% versus +4.56%).  

Leading sectors for the ACM Global Growth portfolio 
included Industrials (+15.73%) and Health Care 
(+13.10%).  Catalent, Inc. (CTLT) and Veeva Systems 
Inc. (VEEV) contributed to the strong Health Care 
result.  Catalent’s purchase of Paragon Bioservices 
should be earnings accretive, helping the drug delivery 
specialist facilitates its move into gene therapy, a market 
growing approximately 25% per year.  Access to new 

biotech customers should provide ample cross-selling 
opportunities.  Strong performing Veeva continues to 
report impressive success with Veeva Vault, a customer 
relationship management software system, and Veeva 
Commercial Cloud.  These solutions, marketed to the 
life sciences industry, not only help their clients sell their 
products more effectively but also assist pharmaceutical 
companies deal with the myriad of compliance issues 
in the heavily regulated space.  To date, Veeva has no 
meaningful competitors.

New positions include BlackLine, Inc. (BL), Cannae 
Holdings, Inc. (CNNE), Jones Lang LaSalle Incorporated 
(JLL) and Stabilus S.A. (SBLUY), most of which are 
outlined in the other portfolio reviews. 

Global Growth Update

1 Based on preliminary calculations of the Advisors Capital Management Global 
Growth composite results net of fees.  The Global Growth composite gross and 
net results for Q2 2019 were both +8.22%.

Other global central 
banks are also shifting 
toward easing monetary 
policy, with ECB 
policymakers willing to 
provide more stimulus to 
the euro-area economy. 
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Global equities measured by the MSCI ACWI Index gained 
+3.61% for the quarter, helped by a strong June month 
performance of +6.55%.  Examining the index by the 
three major regions, Western Europe ranked best with 
a +5.37% return, followed by North America (+3.95%) 
with Asia Pacific last (+1.13%).  Germany (+9.07%), 
Switzerland (+8.49%), and France (+8.12%) boosted 
Western Europe.  Canada (+4.95%) led the U.S. (+3.91%) 
and Mexico (-0.38%) in North America while China 
(4.46%) and Japan (+1.40%) pulled down the Asia Pacific 
return.  

The Global Dividend portfolio composite1 outpaced the 
index, returning +5.96%.  The trailing one-year result 
also favors the Global Dividend strategy versus the MSCI 
ACWI Index (+10.55% versus +5.74%).  The portfolio’s 
higher allocation to lower beta or companies exhibiting 
lower historical price volatility contributed to the index-
beating result.  

Consumer Discretionary (+15.33%) and Information 
Technology (+9.08%) ranked first and second in the 
portfolio sector returns while Energy ( 4.46%) and Real 
Estate (+2.48) brought up the rear.  One of the better 
performers (and with great expectations going forward) 
was Microsoft Corporation (MSFT).  Investors have 
just started to appreciate Microsoft’s cloud leadership 
headed by its Azure platform where companies can not 
only have their software hosted on Microsoft servers 
but also utilize other Microsoft services in the areas of 
artificial intelligence, business intelligence, and Internet 
of Things.   Additionally, MSFT’s completing the move of 
Office to the cloud-based Office 365 should provide for 
continued margin expansion.

New investments in the portfolio include non-U.S. 
names Core Laboratories (CLB) mentioned above, 
Top Glove Corporation Bhd. (TGLVY) and Stabilus S.A. 
(SBLUY).  Malaysian-based Top Glove produces about 
30% of the world’s latex and 18% of the globe’s nitrile 
rubber gloves used primarily for medical and food 
handling purposes.  The company leverages its leading 
market position to earn 20% plus return on equity and 
is well positioned for the emerging market medical 
industry transition away from alcohol-rinsed hands 
towards greater rubber glove usage.  

Global Dividend Update

1 Based on preliminary calculations of the Advisors Capital Management Global 
Dividend composite results net of fees. The Global Dividend composite gross 
and net results for Q2 2019 were +6.37% and +5.96%, respectively.

The portfolio’s 
higher allocation 
to lower beta or 
companies exhibiting 
lower historical price 
volatility contributed 
to the index-beating 
result.
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International ADR Update

Non-U.S. equities rebounded in June after the trade-war 
escalation-induced May slump and managed to record a solid 
second quarter 2019 gain. The MSCI ACWI1 ex USA Net Index 
climbed roughly 3.0% for the quarter, finishing within putting 
distance of the index’s all-time high, made in January 2018.  
Foreign developed markets in the index significantly outpaced 
emerging markets as the latter lagged due to weak returns 
from China and South Korea.  Significant developed market 
outperformance came from Germany, Switzerland and France.  
Japan, suffering from ongoing U.S./China trade friction and 
investor anxiety regarding a pending value-added tax hike, 
recorded a relatively anemic sub 1.0% return.  Another laggard, 
the United Kingdom, where politicians have failed to make any 
consensus headway on the best way to leave the European 
Union, struggled to advance.  U.S. Federal Reserve comments 
suggesting an imminent interest rate cut induced dollar 
weakness against the euro, yen, and Canadian dollar.

The International Dividend ADR portfolio bettered the MSCI 
ACWI ex USA Net Index result for the quarter and trailing twelve 
months.  Of note, stocks which historically register greater 
price volatility (high beta) lagged in the second quarter.  As we 
suggested in our last commentary, high beta typically leads early 
in a market recovery, but ultimately this leadership fades.  In the 
second quarter the lowest beta quartile in the index returned 
+3.98%, the highest quartile +2.01%.  Also, of note, quality or 
companies with stronger balance sheets and higher return on 
assets outperformed their more debt leveraged, less profitable 
peers.  These factors contributed to the strong ACM International 
ADR portfolio performance advantage over the index for the 
latest three months.

Leading sectors for the ADR portfolio included Consumer 
Discretionary (+15.17%), Health Care (+11.18%), and Industrials 
(+9.01%).  Consumer sector holding LVMH Moët Hennessy - 
Louis Vuitton, Société Européenne (LVMUY) reported strong 
China sales growth.  The result suggests the French luxury 
goods group is relatively immune to China’s slowing economy.  
In the portfolio’s Health Care sector, investors pushed up the 

share price of Abcam plc (ABCZY), a producer of research-
grade antibodies.  Investors view the company’s plan to 
expand in both the U.S. and China favorably.  Top Industrial 
Holding, CAE Inc. (CAE), a leading Toronto-based aviation 
training technology provider, benefited from the company’s 
latest earnings report exceeding analyst expectations.  The 
company’s services are in high demand and have accelerated 
due to the accidents and subsequent grounding of Boeing’s 
737 Max aircraft.  

Weak sectors include Energy and Real Estate.  A new energy 
sector position in the portfolio, Core Laboratories N.V. 
(CLB), detracted as the company posted solid results but 
management’s earnings guidance disappointed analysts and 
we think investors are overly pessimistic regarding the outlook 
for oil and gas investment spending.  We think CLB has an 
attractive business model with few peers that can match the 
company’s oil and gas field reservoir analysis ability, helping 
exploration companies maximize production efficiently.  We 
note Core Labs’ exemplary leadership, corporate governance, 
and industry leading returns on invested capital.  

In addition to Core Laboratories (CLB) mentioned above, other 
new positions included SAP SE (SAP), Top Glove Corporation 
Bhd. (TGLVY) and Stabilus S.A. (SBLUY).  Stabilus enjoys 
dominant market share in best-in-class hydraulic dampers, 
gas springs, and is a leading producer of electromechanical 
drives.  These products are used to aid in the lifting, lowering, 
or dampening of item movements.  Examples include car 
hoods, auto tailgates, medical beds, and seats.  The stock price 
has been under pressure due to a global auto sales slump, 
but uses for the company’s products are expanding into other 
end markets like medical, household, engineering, renewable 
energy, and aviation.  Stabilus enjoys significant advantages 
in technology and scale which helps explain the company’s 
industry leading margins.  Propitious free cash generation 
should continue and we note management/shareholder 
alignment of interests due to an executive incentive program 
requiring share ownership.  

1 The index acronym “MSCI ACWI” stands for the Morgan 
Stanley Capital International All Country World Index.
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