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Macroeconomic Overview

Stocks were roughly unchanged in the third quarter, even as recession fears spurred a 
rush into bonds and drove interest rates back to lows.  Economic growth has slowed 
somewhat.  Growth remains a little over trend and that’s why the unemployment rate 
continues to decline.  Looking ahead, we expect growth to remain in the neighborhood 
of 2%, sufficient for additional gradual declines in unemployment, a resumption of 
increases in corporate profits, and slow upward pressure on wages and inflation.  The 
economic environment continues to support gradual net increases in stock prices.

Stocks oscillated sharply at times in response to incoming economic data and political 
developments, both on the domestic and international fronts.  Domestically, weak data 
was commonly taken as evidence of weak overseas growth bleeding into otherwise solid 
domestic activity.  Slower foreign growth and trade conflicts became manifest in all the 
various manufacturing data reports, which makes sense, because this is precisely where 
slower exports would be observable.  Nonetheless, the economy continued to generate 
solid, albeit slower, job growth, which sustained household spending and the service 
economy.

The data notwithstanding, investors remain exceptionally nervous that the expansion 
will not be sustained.  The expansion is now into its 11th year, a post-war record.  
Investors think a recession is due, reacting very strongly to each piece of data that can 
be interpreted as fitting that narrative - even though expansions do not die of old age.  
This is most clearly manifest in the bond market, which has priced itself for multiple rate 
reductions by the Fed and where interest rates have declined across the yield curve.  
Indeed, the Fed has also shifted its focus.  Although there are now significant divisions 
within the Fed leadership over the correct course for policy, a slight majority seems to 
favor reducing interest rates to provide yet more impetus for expansion, or to guard 
against a deeper slowdown.  A slower pace of growth increases the risk that an adverse 
shock could tip the economy into recession, so there is clear justification for the Fed’s 
more dovish stance.

Even so, a slowdown in growth was simply inevitable as the declining unemployment 
rate reveals how scarce labor has become, corroborating anecdotal reports that firms 
are having ever greater difficulty hiring workers.    Yet since 2010, 2% GDP growth has 
been sufficient for reducing the unemployment rate from its 10% peak to around 4% last 
year and 3.5% in the latest jobs report.  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.  

ACM’s View of the 2019 Second Half Economic Outlook
It remains our view that economic growth will continue around 2%.  (Note that the GM 
strike may curtail Q4 growth temporarily.)  Most importantly, we don’t think a recession 
is looming.  We don’t even have a basis to anticipate a recession in 2020.  Instead, the 
path ahead seems to be steady as she goes.

Europeans are increasingly concerned with the slowdown in growth on the continent 
and there is talk of fiscal stimulus in France and Germany.  Should fiscal policy turn in 
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that direction, it would greatly improve prospects for the European economies and also 
have secondary positive effects on our own expansion.  Similarly, the Chinese are also 
unlikely to tolerate a significantly slower pace of growth.  And there are certain products 
the Chinese badly need to import from the U.S., notably agricultural goods and meat, 
especially hogs.  The trade news should remain mixed, but trade flows could take a turn 
for the better.

Trade policy is also likely to remain a bone of contention between the U.S. and China.   
While both sides have plenty of incentives to reach some sort of acceptable compromise, 
each also has important principals they are unwilling to violate.  A change in heart on 
either side could lead to a quick resolution of the dispute, but such a radical shift is hard 
to predict.  We consider the outcome of this dispute to remain highly uncertain.

The Brexit deadline of October 31 is fast approaching with that outcome also highly 
uncertain.  This is far less critical to U.S. investors, but we are likely to experience some 
ripple effects.

 

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, possibly including a few 
additional rate reductions by the Fed.  The ideal environment for stocks is persistent 
economic growth and low interest rates and inflation, which remains the prevailing set 
of circumstances.  If nothing changes, stocks should maintain a positive trajectory in line 
with the growth in profits.  The outlook for the bond market is more uncertain, especially 
given the recent decline in interest rates.

Stocks have rallied sharply in 2019, but these gains merely offset the Q4 plunge of 2018.  
Over the past year, stocks have not advanced much at all.  Corporate profits advanced 
sharply in 2018, mostly due to the cut in corporate tax rates, but companies have not 
been able to build much on that higher base in 2019.  Yet if moderate growth continues, 
profits should also resume their advance.  We expect a high single digit increase in 
corporate profits for 2020, partially driven by solid free cash flow supporting share 
buybacks and debt reduction, which should also be sufficient to support some net gains 
in stock prices.

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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Small/Mid Cap 

Review
•	 After	two	quarters	of	positive	returns,	the	Russell	2500	Index	representing	small	and	

midcap stocks fell  1.28% in Q3 2019.  Most of the decline occurred in August (-4.00%) 
as investors assessed the potential damage to the U.S. and global economy due to 
escalating trade war tensions.

•	 For	the	three	months	ending	September	30th,	the	ACM	Small/Mid	Cap	composite	
return of  3.35% trailed the benchmark result.  Year-to-date the strategy has 
outperformed advancing +23.17% compared to +17.72% for the Russell 2500 Index.  

•	 Market	leadership	changed	to	lower	quality	in	September.		In	other	words,	companies	
with more debt in their capital structure benefited from lower interest rates and 
prospect of more Federal Reserve easing.  The 10-year treasury yield fell from 2.07% at 
the end of June to 1.47% in late August before recovering to 1.68% at September 30th.  

•	 Ollie’s	Bargain	Outlet	Holdings,	Virtu	Financial,	and	John	Bean	Technologies	detracted	
most,	each	due	to	investor	disappointment	with	the	companies’	latest	earnings	and/
or earnings guidance. Each of the investments remain attractive with strong consumer 
loyalty	and	dominant	market	positions.		Market	maker	firm,	Virtu,	should	benefit	from	
the recent higher equity volatility.

•	 Leading	contributors	include	relatively	new	holding	XPO	Logistics,	Casey’s	General	
Stores,	and	First	American	Financial.		XPO’s	use	of	technology	creating	route	
optimization for its less-than-truckload logistics business is paying off in terms of 
margin expansion and competitive positioning.  

Expectations
•	 September’s	low-quality	equity	performance	leadership	should	be	short-lived.		We	

look for quality growth companies to provide better returns in a world of high debt 
loads and lower economic growth rates.  

•	 We	believe	our	focus	on	free	cash	flow	positive	companies	developing	a	strong	
franchise or platform with high entry barriers and focused on a specialized niche will 
continue to be rewarded.  

•	 New	investments	in	the	quarter	include	Avalara,	Spirit	Aerosystems,	and	World	Fuel	
Services.  Avalara has built a unique, industry leading platform helping companies 
meet state sales tax requirements for ecommerce transactions.  Spirit Aerosystems, 
the dominant aerostructure supplier, and primary fuselage supplier to Boeing should 
benefit with the eventual return of the 737 Max to service, and fuel distributor, World 
Fuel Services, is leveraging its strong aviation fuel position through new earnings 
accretive acquisitions while delivering impressive margin improvement.
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Growth

Review
•	 The	Growth	composites	outperformed	in	Q3	and	remain	ahead	of	their	benchmarks	
year-to-date	(YTD).	Contributions	from	Info	Tech,	Healthcare,	and	Industrials	led	the	
strategy higher, while Materials and Energy holdings detracted from the quarter’s 
upside.

•	 The	clearing	of	inventories	among	semiconductor	suppliers	and	their	customers	
helped boost semiconductor companies, while the anticipated pickup in chip factory 
construction positioned equipment suppliers for a stronger outlook in 2020, which led 
to strong performance in Q3. We also saw Apple rise in anticipation of stronger-than-
expected iPhone sales in its critical fall and holiday selling seasons. 

•	 Healthcare	positions	remain	dominated	by	device	and	analytical	tool	companies,	
which are less vulnerable to political headwinds. Our holdings in these positions 
contributed meaningfully to returns last quarter.

•	 Homebuilding	indicators	turned	more	positive	in	Q3,	particularly	for	entry-level	
homes. Consumer spending has also picked up and that helped to propel companies 
in this sector. The biggest drag among the Consumer Discretionary positions reflected 
ongoing trade tensions and the China slowdown, so Borg Warner fell, despite its 
growing contribution to cleaner cars and trucks, more broadly, and to new hybrid and 
electric vehicle manufacturing. 

•	 Industrials	also	moved	higher	during	the	quarter.	Global	spending	on	defense	
continues	to	rise	and	we	saw	gains	in	Raytheon	and	L3	Harris	more	than	offset	a	
pullback in Kratos, which remains up 28% this year.   

•	 Communications	Services	combine	media,	internet	and	cellular	service	providers	and	
was led higher a number of names in the portfolio, while others were buffeted by the 
ongoing trade tensions and by the slowdown in China’s growth.

Expectations
•	 Growth	remains	positioned	to	benefit	from	several	structural	tailwinds.	One	of	the	

major drivers we see for multiyear spending increases comes from the growth in data 
streaming (mobile video, social media, AI, IoT) and the move to 5G cellular technology 
around the world. Another comes from the growing demand for more sophisticated 
medical treatments for aging and affluent populations in advanced economies. 

•	 Among	the	positive	cyclical	opportunities	are	those	in	the	housing	sector,	and	more	
specifically, the entry-level and active aging segments. Lower interest rates are 
combining with low unemployment and rising wages to create a very strong demand 
environment in the lower-cost homebuilding segment.  

•	 	We	expect	this	quarter	to	bring	a	return	to	growth	for	several	info	tech	companies,	
continued strength in consumer spending as we enter the holiday season, steady 
progress	for	medical	device/analytics	companies,	and	further	recovery	among	banks.			
We are keeping Growth firmly in the GARP (growth-at-a-reasonable-price) camp with 
an average forward price-to-earnings ratio of 13.7 as compared to the S&P 500 at 16.8.
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 Core Dividend Review

Review
•	 Core	Dividend	outperformed	during	the	quarter,	advancing	+2.49%	compared	to	the	
85/15	S&P/Barclays	benchmark’s	+1.84%	return.

•	 The	“safety-trade”	bias	was	strong	and	on	display	in	third	quarter.		In	other	words,	
sectors thought to have lesser economic sensitivity generally outperformed.  This 
includes S&P 500 sectors – Utilities (up +9.33% for the quarter), Real Estate (+7.33%), 
and Consumer Staples (+6.11%).  Our strategy focuses on companies trading at 
discounts to their earnings power and we’re generally seeing fewer opportunities in 
these sectors.  

•	 The	portfolio’s	top	performing	sector	was	Industrials	led	by	defense	contractor	
Northrop Grumman.  Northrup reported a very strong quarter and their backlog of 
business was up significantly as well.  We think the long-term investment opportunity 
for the industry and Northrup Grumman, in particular, are positive.  

•	 As	expected,	given	the	markets	move	away	from	cyclicality	for	the	three	months,	
Materials and Energy detracted from results.  Corning also lagged for the quarter as 
investor perceive that it is vulnerable to the ongoing trade conflict.  We still have a 
favorable long-term outlook for the company.  

Expectations:
•	 We	may	be	entering	a	period	of	heightened	volatility	as	we	enter	the	2020	U.S.	

Presidential election, ongoing amplified trade tensions, and a generally slowing global 
GDP growth environment.

•	 Easing	policy	by	the	Federal	Reserve	and	several	other	central	banks	should	keep	help	
to keep credit flowing, keeping the U.S. and most economies out of recession. 

•	 We	believe	existing	investments	which	emphasize	free	cash	flow	and	balance	sheet	
strength should continue to do well in this environment.

•	 Our	equity	portfolio	reflects	attractive	valuation	with	a	price/earnings	ratio	of	15.8x	
versus the benchmark S&P 500 ratio at 19.6x.  The portfolio also provides more 
income yielding 2.45% versus the benchmark’s 1.92%.
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Income with Growth

Review
•	 It	was	another	solid	quarter	with	a	gain	of	3.04%	and	19.19%	year-to-date.		For	the	
quarter,	the	portfolio	outperformed	its	80/20	S&P/Barclays	benchmark,	and	was	very	
close to matching the index through the first three quarters.

•	 The	overall	market	remains	highly	sensitive	to	tweets	and	new	info,	but	Income	
with Growth has been less volatile, which is the result of its high yield.  When the 
S&P is weak or more volatile, Income with Growth has performed relatively well and 
underperformed when the S&P rallied sharply.  This is as expected.

•	 Energy	remains	out	of	favor,	although	midstream	companies	are	performing	better.		
Upstream companies are struggling with weaker energy prices, dragging down the 
rest of the sector.  But midstream and downstream companies are performing very 
well, even if the stocks lag.  Capital investment should slow down in the near future, 
which will free up cash flow to pay down debt or significantly boost payouts.

•	 REITs	and	BDCs	have	been	very	solid	performers.		REITs	have	benefited	from	flight	to	
safety trades, while BDCs rallied with lower bond yields.

•	 More	MLPs	are	converting	into	corporations	and	acquisition	activity	has	increased.		
The number of MLPs has declined considerably and the pure MLP benchmarks 
no longer represent the energy space.  One of our holdings, SEM Group, agreed to 
being acquired by Energy Transfer.  In contrast, renewable energy has been a stellar 
performer.

Expectations
•	 Investors	are	nervous	about	recession,	but	in	any	market	downdraft,	the	high	yield	of	

Income with Growth should provide considerable support and limit any declines.

•	 Smaller	energy	companies	are	likely	to	remain	acquisition	targets,	as	cheap	valuations	
make any deals highly accretive.  The impending slower pace of capital investment 
will force firms to reallocate growing cash flows into debt reductions or payout 
increases, likely in that order.  Episodically, more acquisitions are likely.  This sector 
remains very cheap and an attractive repository for longer term capital.

•	 The	decline	in	yields	on	Treasury	bonds	should	encourage	high	yielding	stocks	to	
perform well.  These recurring dividends provide a steady return, even in market 
downdrafts.

•	 Safe	havens	are	expensive,	including	utilities,	consumer	staples,	and	most	REITs,	so	
we consider these sectors risky.  We remain very selective about our exposure in these 
sectors.
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Balanced

Review
•	 The	Private	Balanced	Composite	outperformed	the	blended	70/30	S&P/Barclays	

benchmark last quarter, led by Info Tech, Communication Services, and Industrials. 
Other	contributors	included	Financials,	Healthcare,	and	Consumer	Discretionary.	
The broad strength reflects easing concerns regarding recession, rising consumer 
spending, and conviction that the Federal Reserve will cut rates if needed to stave off 
a slowdown. 

•	 Headwinds	continue	to	be	fueled	by	trade	tensions,	and	those	continue	to	elevate	
volatility in stocks. Political strife also affected stocks last quarter, most notably in 
Energy (despite this, the Balanced Energy selections outperformed).  While most of 
Info Tech was up, CSCO pulled back on weaker guidance, but our checks indicate solid 
Q4 tailwinds and the stock remains up 9% this year.

•	 Strong	consumer	spending	provided	a	solid	tailwind	for	off-price	retailers	and	for	
home	goods	providers	in	Q3.	Our	preference	for	defensive	holdings	(TJX,	MCD,	DNKN)	
in Consumer Discretionary continues to provide strength and reduce volatility in the 
portfolio.

•	 We	are	likewise	benefitting	from	our	relatively	long-term	strategy	for	Comm	Services	
holdings	and	finally	saw	Vodafone	(VOD)	turn	the	corner	as	it	improves	fundamentals	
and dispels debt concerns (up 22%).  The nascent rollout of 5G technology also 
boosted U.S. telecom service providers.

•	 Fixed	Income	in	Balanced	continues	to	lag	its	benchmark,	but	still	provides	the	
stability and income we are trying to deliver for clients. We moved into a handful of 
preferreds during the quarter, though remain careful to keep duration contained and 
to limit our exposure to credit risk, given the tightness of credit spreads.

Expectations
•	 Since	economic	fundamentals	remain	solid,	though	not	stellar,	we	are	retaining	our	

exposure to select cyclical plays, but emphasizing investments with structural drivers, 
such	as	Healthcare,	Defense,	and	Info	Tech.	

•	 We	are	also	staying	positioned	in	defensive	positions,	such	as	TJX,	Dunkin	and	
McDonalds and continue to see our defense industry stocks (including Raytheon, 
Lockheed Martin, and Northrup Grumman) as useful insurance against global political 
turmoil. Both groups are also likely to continue to benefit from structure spending 
growth. 

•	 Gross	yields	in	T3	Balanced	remain	comfortably	above	3%	(both	equity	and	fixed),	
above 4% in T4 Balanced, but are now slightly below 5% in T5 Balanced. The drop 
in market interest rates combined with very tight credit spreads make achieving 5% 
gross yield more challenging and we are reluctant to add the extent of duration and 
credit risk needed to keep T5 above 5%.

•	 We	are,	however,	pushing	duration	a	little	higher	in	the	fixed	income	selections,	since	
rates are likely to remain low for the next few quarters (at least), but tight credit 
spreads limit this move. 

•	 Our	equity	selections	for	Balanced	remain	dominated	by	conservative,	lower	beta,	
value-oriented holdings and the equities are averaging a forward price-to-earnings 
ratio of 14.3 as compared to the S&P 500 at 16.8.
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Fixed Income

Review
•	 Rates	continued	to	decline	in	the	quarter	across	the	curve	with	the	30-year	Treasury	

reaching an all-time low yield in August and finishing the quarter at 2.11%. The 
Treasury yield curve finished extremely flat with the 2-year Treasury bond finishing the 
quarter at 1.62% and the 10-year Treasury bond at 1.66%.

•	 Investment	Grade	spreads	remained	relatively	flat	in	the	quarter.		Overall,	High	Yield	
credit spread changes varied dramatically across BB, B and CCC-rated bonds. BB-rated 
spreads tightened slightly, B-rated spreads widened slightly, and CCC-rated spreads 
widened over 2% partially due to global growth concerns leading to negative returns 
for CCC bonds.

•	 Performance	varied	significantly	across	Investment	Grade	and	high	yield	bonds.		
Investment Grade performed well in the quarter given the generally much higher 
duration	on	Investment	Grade	bonds	versus	High	Yield	bonds.	As	a	reminder,	
Investment Grade bond yields are approximately 60-65% driven by interest rates 
and	approximately	30-35%	driven	by	credit	spreads.	While	High	Yield	bond	yields	are	
approximately 35% composed of interest rates and 65% driven by credit spreads. 

•	 The	Fed	cut	interest	rates	twice	in	the	quarter	to	the	current	1.75%-2.00%.	These	are	the	
first interest cuts since before the financial crisis. The Fed continued to highlight their 
data dependency although various Fed members have different views on the appropriate 
interest rate actions. 

•	 We	decreased	our	floating	rate	exposure	given	the	lower	likelihood	of	any	near-term	
interest rate increases by the Fed and higher likelihood of potential interest rate cuts. 
We also opportunistically sold lower yielding shorter-dated fixed coupon bonds to 
reinvest in longer-dated, higher yielding securities.

•	 Preferred	Stock	offers	greater	opportunities	but	some	irrational	exuberance.		We	
opportunistically	added	both	Investment	Grade	and	High	yield	/	non-rated	Preferred	
stock securities to capture higher yields. We also sold some preferred securities as 
they significantly rallied due to some investors chasing yield in some names. 

Expectations:
•	 The	Fed	will	continue	to	be	data	dependent	but	the	trade	war	as	well	as	slowing	global	

economic activity could lead to additional cuts. The market currently expects interest 
rate cuts totaling more than 0.75% in the next 12 months. While this may be a bit too 
dovish, the economic data will determine the Fed’s actions and the likelihood of any 
increases appears to be unlikely in the near-term.

•	 With	Investment	Grade	credit	spreads	remaining	relatively	tight,	we	continue	to	prefer	
higher	quality,	less	cyclical	securities.	On	the	High	Yield	front,	we	are	being	especially	
picky	to	choose	securities	we	think	still	offer	an	attractive	risk/reward	given	relatively	
tight credit spreads.

•	 We	continually	evaluate	opportunities	to	invest	in	attractive	risk/reward	preferred	
securities. We also continue to evaluate opportunities to take gains and sell preferreds 
that rally significantly as investors chase current yield. The inefficiencies of the 
Preferred market continue to be rampant. Some investors are buying preferreds 
at lower yields than Treasury bonds with the same expected redemption. This is a 
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massive inefficiency in the Preferred market as many investors think they are buying 
a high yield or obtaining a large current yield, but they are ignoring that the Company 
will likely call these securities at a much lower redemption price than the current 
trading price. For example, a preferred trading at $27.00 that can be redeemed at 
$25.00 in two years yields significantly less than the current yield yet some investors 
continue to not know what they are buying.

•	 We	are	continuously	evaluating	the	lower	yielding,	short-dated	securities	as	well	
as floating rate bonds to increase yield and duration. We remain active portfolio 
managers	in	order	to	try	to	optimize	yield	as	well	as	the	risk/reward	of	client	
portfolios. Given the continuously evolving fixed income market conditions, we think 
active portfolio management can be a true differentiator versus passive strategies.

Global Dividend / Global Growth Review

•	 Global	equities	posted	small	losses	for	Q3	2019,	as	measured	by	the	MSCI	ACWI	Index	
(-0.03%) and MSCI ACWI Investable Market Index (-0.18%).  Notable leading country 
returns include Ireland (+7.64%), Taiwan (+5.87%), Japan (+3.12%), and the U.S. 
(+1.48%)	while	protest	ridden	Hong	Kong	(	12.91%),	Brazil	(	8.95%),	and	China	(	5.56%)	
were notable laggards.

•	 The	ACM	Global	Dividend	portfolio	composite	and	ACM	Global	Growth	composites	
recorded returns of -0.18% and  1.71% for the latest quarter, respectively.  The larger 
small cap allocation in Global Growth detracted from the quarterly result.  Both 
strategies have outpaced their indices year-to-date and for the trailing 12 months.  

Strategy	/	Benchmark Year-to-date, net of fees Trailing 12 Months

ACM Global Dividend +16.47% +4.79%
   MSCI ACWI Index +16.20% +1.38%

ACM Global Growth +19.50% +1.27%
   MSCI ACWI Investable Market Index +15.87% +0.48%

•	 Emerging	markets	(6.00%)	lagged	in	the	three-month	period,	suffering	from	fading	
economic	growth	projections	under	the	weight	of	the	U.S./China	trade	conflict.		
Higher	dividend	yielding	stocks,	while	still	trailing	overall	for	the	quarter	and	year-to-
date,	recorded	a	relatively	strong	month	of	September.		The	MSCI	ACWI	High	Dividend	
Yield Index gained +3.92% for the last month of the quarter.

•	 Global	Dividend	combines	the	U.S.	Dividend	and	International	ADR	strategies.		Thus,	
leading contributors were also leaders in the component strategies.  This includes 
KLA Corp, Disco Corp, and Medtronic.  Global Growth combines Global Dividend with 
Small/Mid	Cap	and	thus,	XPO	Logistics	was	a	positive	contributor	to	Global	Growth.

•	 Detractors	for	the	Global	Dividend	and	Global	Growth	strategies	include	Pfizer,	Abcam,	
and	Virtu	Financial.
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Global Dividend / Global Growth Expectations

•	 The	ongoing	trade	battle	will	probably	not	be	fully	resolved	and	represents	the	new	
“normal”.		Other	notable,	potentially	negative	impacts	include	the	added	uncertainty	
from the 2020 U.S. elections, a potentially disruptive exit by the U.K. from the 
European	Union,	and	a	stepped-up	VAT	tax	in	Japan	leading	to	a	consumption	slump.

•	 More	fiscal	and	monetary	support	globally	should	be	expected.		More	than	50	central	
banks across the globe are in easing mode.

•	 It’s	important	to	remember,	there	are	always	challenges	in	the	investing	climate,	and	
today is no different.  We believe investing opportunities abound today as business 
adjusts to this environment.  For example, supply chains are modified to cope with 
tariffs, companies are using technology to address costs and boost margins, new 
revenue models are being created in response to changing trends in almost all phases 
of life – how we work, commute, communicate, dine, etc.      

•	 We	believe	our	emphasis	on	free-cash	generative,	financially	strong	companies,	with	
dynamic leadership should help our investors profit in this new world.

International ADR 

Review
•	 Foreign	equities	slipped	in	Q3	2019,	due	to	amplifying	U.S./China	trade	friction,	

generally slowing economic conditions in China, Europe and Japan, as well as 
weakening foreign company earnings growth.

•	 For	the	three	months	ending	September	30th,	the	ACM	International	ADR	composite	
return was in line with the benchmark MSCI ACWI1 ex USA Index return of -1.80%.  For 
the trailing 12 months the International ADR strategy posts a positive +2.58% return 
compared to the benchmark loss of  -1.23%.

•	 Growth	or	stocks	with	higher	prices	per	unit	of	earnings	outperformed	Value	(lower	
price/earnings	ratios)	for	the	quarter,	but	there	was	an	abrupt	change	in	leadership	to	
Value	in	the	month	of	September.		Value	outperformed	Growth	by	2.93%	in	September	
but lagged by 1.88% for the quarter.  

•	 Technology	names	Taiwan	Semiconductor	and	Tokyo-based	Disco	Corp	recorded	
the strongest contribution to the portfolio’s return.  The Ramping 5G mobile 
communication standards, automotive digitization, and growing artificial intelligence 
applications provide a positive backdrop for the 2020 outlook for these companies.  

•	 Weakest	returns	were	registered	by	Abcam,	Globe	Telecom,	and	Sung	Hung	Kai	
Property.		Health	technology	firm	Abcam’s	stock	price	moved	lower	on	investor	
concerns about the company’s China growth strategy and the CFO resignation.  We 
believe the company’s dominant antibody position and long-term growth remains 
intact.  The Philippines-based Globe Telecom disappointed investors with flattish 
second	quarter	earnings.		Higher	depreciation	charges	and	losses	on	associate	
investments hurt margins, but Globe continues to execute well in core operation 
earnings	and	top-line	revenue	growth.		Sung	Hung	Kai’s	stock	price	suffered	due	to	
the	ongoing	demonstrations	and	recessionary	conditions	in	Hong	Kong.					Although	
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disruptive short-term, we don’t look for these protests to negatively impact the long-
term	earnings	power	of	our	Hong	Kong	investments.	

 
  1 The	index	acronym	“MSCI	ACWI”	stands	for	the	Morgan	Stanley	Capital	International	

All Country World Index.

Expectations
•	 We	don’t	expect	the	low-quality	or	weaker	balance	sheet	company	leadership	

exhibited in September to continue.  With over 50 central banks easing monetary 
conditions we don’t anticipate a global recession, but believe ongoing growth to be 
sluggish.

•	 Leading	investments	will	be	those	companies	less	dependent	on	favorable	macro-
economic conditions.  Investments in companies generating the greatest free cash 
and free cash growth will be most rewarding for investors over the coming market 
cycle.  

•	 We	made	four	new	investments	during	the	quarter	which	we	believe	represent	
structural	growth	stories	–	Krungthai	Card,	RELX,	Stabilus	and	Thule.		Thailand-based	
Krungthai Card is a credit card issuer.  Krungthai enjoys a funding cost advantage, 
and has developed a better underwriting and collection process versus peers.  Global 
information	and	analytics	provider,	RELX,	has	created	sophisticated	databases	and	
decision-making tools to help legal, accounting, and other professionals perform 
their daily activities.  Stabilus enjoys strong market share in motion control products 
like electromechanical tailgate opening systems, and is leveraged to the aging 
demographic where people expect more automated systems in vehicles and other 
aspects of their lives.  Thule is a market share leader in racks, carriers, and hitch 
solutions for vehicles.  Further, Thule has a new growth driver in roof top tents. The 
company is leveraged to the healthy lifestyle trend and may enjoy a pickup in organic 
growth	with	the	global	move	to	EV	vehicles.

•	 These	companies	and	others	in	the	portfolio	routinely	enjoy	better-than-peer	
profitability and are propitious free cash generators.   
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This report contains opinion and performance reporting through September 30, 2019.   Advisors Capital Management’s 
(ACM) individual strategy performance is available upon request and are created and audited independently under the 
standards of GIPS reporting.  Although the information included in this report has been obtained from sources ACM believes 
to be reliable, ACM cannot guarantee its accuracy.  The opinions highlighted in this report are that of ACM’s investment 
committee.  The committee’s economic; market, sector and company specific outlook can change without notice. Past 
performance does not guarantee future results.  Consult with your advisor before investing.  Investing in market securities 
such	as	stocks	and	bonds	involves	risk	and	investors	can	lose	money.		ACM	is	a	registered	investment	advisory	firm.	Our	ADV	
Part 2A and 2B are available upon request.  This is not a suggestion or solicitation to buy or sell any of the stocks mentioned 
in this report.  
Visit	our	website	at	www.advisorscapital.com for additional information and commentary.


