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OUTLOOK2020 | INTRODUCTION

STILL CLIMBING
MARKET IN LATER PHASE...BUT NO PEAK YET
An elite mountain climber is a person who has mastered the subtle art of calculated risk.
The adrenaline rush of reaching the summit must be weighed carefully against the hazards,
some of them existential. While extreme athletes seem like inveterate thrill-seekers, the best are
careful risk managers. In this way, investors and mountain climbers are similar. In both, discipline and
process trumps prediction; having a crystal ball matters little if one hasn’t prepared for the altitude.
At RiverFront, our ‘summit’ is helping clients achieve financial goals, and the proper mindset and
tools are just as important for this task as for scaling a peak.
Investors may be dizzy when staring at a stock chart these days, with US stocks near all-time highs.
Call it ‘altitude sickness’— that disorienting combination of risk aversion and loss aversion that can
result in investors missing out on further market gains.
We think succumbing to this altitude sickness is a mistake for investors in 2020. RiverFront believes
the most likely scenario for 2020 is for markets to continue to climb a ‘wall of worry’ to new heights,
albeit in an uneven fashion. We assign a combined 85% probability of positive total returns in global
markets in 2020, with the magnitude of these gains highly dependent on a continued trade truce,
the restart of a stagnant corporate earnings cycle, and the outcome of the 2020 elections. We assign
a 15% probability to a double-digit correction, if our assumption about continued economic and
earnings growth proves to be wrong. In keeping with these probabilities, we head into 2020 with our
balanced asset allocation portfolios overweight stocks relative to bonds.
1

INVESTOR BIASES AND THE ‘WALL OF WORRY’

While stock valuations rose meaningfully in ’19, we must

Intimidated by the uncertain political and economic

contend with the possibility that ultra-low bond yields are

backdrop, some investors choose to watch from base camp

with us for the foreseeable future, driving up the scarcity

instead of investing. By pledging to get in ‘as soon as the

value of the yields provided by stocks. A comparison of

next major pullback happens,’ fearful investors are exhibiting

stock dividend yields to “risk-free” rates across the globe

the classic behavioral impediments of ‘risk aversion’ and ‘loss

suggests stocks are still highly attractive relative to lower risk

aversion’ — the preference not to lose money versus making

alternatives (see chart below). In our base case, corporate

it. In our experience, even when the pullback happens, these

earnings show single-digit growth this year, a function of

same investors often don’t reinvest, for fear the pullback

bottoming global economies and an undemanding base

is the beginning of a bear market — known to behavioral

effect from last year’s flat to down earnings.

psychologists as ‘confirmation bias.’

We acknowledge that a higher starting point creates greater

The ‘wall of worry’ refers to financial markets’ tendency to

risks for future returns and sets up 2020 to be a volatile year.

surprise investors by going up even in the face of numerous

Compounding this volatility is the reality that the US will face

uncertainties. This wall of worry has a long and storied

an even more contentious than usual Presidential election

history over the past century in the US. 2019’s unexpected

in November.

market strength was a great example, in our opinion, with

Stocks Offer Higher Yields than Bonds

markets breaking to the upside despite an economy that

Dividend yield minus 10-year bond yield

slowed in the face of growing trade concerns and unpleasant
geopolitical surprises.
We think one indication that the market can go higher is that
net fund flows into equities were negative in 2019 even in
the face of market strength.1 This suggests to us that investor
sentiment is nowhere near the type of euphoria that usually
spells the bull market peak, an important foundation of our
constructive view. It is our experience that the greatest risk
of a market top is when worry is replaced by complacency,
as with technology stocks in the late 1990s or real estate in
the mid 2000s.
1 Source: Ned Davis Research, as of 11/15/19 - DAVIS 207. Chart Right: Source: Refinitiv Datastream, Riverfront; data weekly, as of 12/13/19. Shown for illustrative purposes
only. Past performance is no indicator of future results. The 10-year yield is typically used by analysts to represent a “risk-free” return.
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Our summary:
•

RiverFront starts the year overweight stocks relative to bonds in our balanced asset
allocation portfolios; we place a relatively high probability of positive returns for equities in
2020, though we acknowledge that the strong end to 2019 may lead to higher volatility in
the year to come

•

Our base case scenario assumes that an easing of trade tensions and expansion of central
bank liquidity will lead to a mildly positive global corporate earnings cycle in 2020

•

We think both history and momentum are on investors’ side in 2020; Presidential election
years tend to be positive, and global stock breadth is improving

•

We remain constructive on US stocks, believing stock valuations can stay elevated with the lack
of attractive yield in the bond market; we see opportunity in certain industries within Technology,
Healthcare, consumer-oriented logistics, defense contractors, and companies who consistently
grow cash flow and pay dividends

•

International stocks are still a ‘show-me’ story given their compromised economic
backdrops; however, areas like Japan and certain parts of Europe and emerging markets
may have the most potential upside in a bullish global economic scenario in 2020

•

RiverFront remains underweight bonds: In our view, it’s hard to get too excited about fixed
income, given the starting point for both yields and spread

3

2020 SCENARIOS AND FORECASTS:


PESSIMISTIC (BEAR CASE)

BASE CASE

OPTIMISTIC (BULL CASE)

Tumbling Back Towards 2018

Climbing the Wall of Worry

Euphoric Race to the Summit

S&P 500 RANGE

-25% or worse as last two years’
gains are largely surrendered

6–8%

15%+

PROBABILITY

15%

65%

20%

OIL PRICES

> $40 or a shock spike over $90

$40–$65

> $65

US GDP

0.5%; recession in 2nd half of year

2.25–2.5%

2.70%

INFLATION (CPI)

Remains well under 2.0%

2.0–2.75%

3.0%+

INTERNATIONAL
STOCK RANGE

-25% or worse; EM leads on
downside

4–12%

20%+; EM recovers near early
2018 highs

US 10-YEAR BOND YIELDS

1.3–1.75%

1.75–2.50%

2.5%+

US DOLLAR

+5 to +10%; breakout to new
highs; strength in Yen

Within +/-3% of current level

-5 to -10%

The table above depicts RiverFront’s predictions for 2020 using three scenarios (Pessimistic (Bear), Base, and Optimistic (Bull)). Our assessment of each scenario’s probability is also
shown. The assessment is based on RiverFront’s Investment Team’s views and opinions as of the date of publication shown on inside back cover. Each case is hypothetical and is not
based on actual investor experience. These views are subject to change and are not intended as investment recommendations. There is no representation that an investor will or is
likely to achieve positive returns, avoid losses or experience returns as discussed for various market classes.
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PESSIMISTIC (BEAR) CASE
15% probability

Mid-single digits earnings growth, along with no significant

Market gives up all of 2019 gains and then some, as both

multiple expansion and a roughly 2% dividend gets US

S&P 500 earnings and valuation multiples head back towards

investors to a mid-to-high-single digit total return.

low of the last couple years.


BASE CASE SCENARIO:

BEAR CASE SCENARIO:

•

‘Phase One’ trade deal signed, trade recedes in headlines 
for now

Would require all of the following:

•

No US recession in 2020

•

China economy stabilizes

•

European politics status quo

•

‘Gridlock’ reigns politically, with no Democratic sweep of 
both Congress and the White House

•

US Dollar at least range bound

•

Trade war reacceleration

•

US recession in 2nd half of year

•

Democratic sweep

•

No reaction from the Fed

OPTIMISTIC (BULL) CASE
20% probability
S&P 500 earnings beat consensus estimates as global growth
reaccelerates, trade concerns recede.
BULL CASE SCENARIO:
•

This is not as heroic as it seems; think pre-tariff 2017
economic backdrop

•

Doesn’t require much stock multiple expansion from 
current levels

•

US 10-year yield meaningfully above 2.0%

•

US dollar weakens as international economies recover
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BASE CASE
65% probability

REVISITING OUR ‘3 R’S’ FRAMEWORK
FOR 2020... AND INTRODUCING A FOURTH
Much like a mountaineer, investors need a compass to

Here we discuss ways the various regions of the world

point them to the summit. In RiverFront’s Outlook last

are either actively reforming to make their economies

year, we introduced a set of guideposts by which to

more efficient and productive, or ways they are regressing

consider what we viewed as the most important drivers

away from such productive pursuits. While this ‘R’ is the

for near-term market returns. We called them the ‘3R’s’,

one with the fewest near-term ramifications for the stock

and they stood for Rate Strategy, Recession Risk, and

market, it is also one of the most important long-term

Resolution of Trade Disputes.

determinants for whether economies can forge an above-

Today we believe these three drivers are still highly germane

average growth trajectory again.

and again devote a section of the 2020 Outlook to each of
them. But we also submit a fourth ‘R’ for this year

with the title: Reform…Renaissance or Retreat?

6
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OUTLOOK2020 | REVISITING OUR ‘3-R’S’ FRAMEWORK FOR 2020... AND INTRODUCING A FOURTH

RATE STRATEGY:
THE ‘CAVALRY’ STILL ON THE CASE; POSITIVE FOR RISK-TAKING1
One of the key pieces to any market forecaster’s toolbox

Yields still Falling

is a healthy dose of humility; as the old saying goes, if

US 30-Year Bond Yields

you aren’t humble, the markets will humble you.
Many interest rate forecasters (including us) were
humbled last year; US interest rates surprised by
dropping meaningfully (see chart right), despite an
economy still expanding around 2% and a tight labor
market with the lowest unemployment in about five
decades. The Federal Reserve — the ‘Cavalry’ — did an
about-face last summer in the face of slowing global
growth and increased uncertainties around trade. They
responded to the situation by lowering policy rates three
times since July 2019. In both the US and in Europe,
quantitative tightening turned into easing and central
bank balance sheets are expanding again — another

Source: Refinitiv Datastream, Riverfront; data monthly as of 1/1/2020. Past
performance is no guarantee of future results. Shown for illustrative purposes only.

surprising turn of events.
At this juncture, we believe the cuts should suffice to
see the US through the growth swoon in manufacturer
sentiment during the summer.

1 Cavalry refers to central bankers and policy makers that have consistently adjusted policy or guidance with the effect of turning the stock market around after periods
of weakness.
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INTERNATIONAL RISKS KEEP FED DATA DEPENDENT

US, EUROPEAN CENTRAL BANK BALANCE SHEETS NOW

Fed Chairman Jerome Powell — the vote that counts

EXPANDING AGAIN — GOOD FOR STOCKS, IN OUR VIEW

most on the Fed — has remained ‘data dependent’ in his

US money supply is now growing faster than GDP growth

communication but recently expressed optimism around

(see chart below). When this occurs, we believe the excess

the US economy, describing it as “more than a glass half

cash often finds its way into financial assets or real assets.

full.” Powell told Congress he sees the current stance of

Money velocity is also increasing in the Eurozone and to

monetary policy as likely to remain appropriate, so long as

a lesser extent in Japan as well, as is central bank balance

incoming economic data remains broadly consistent with

sheet expansion; a positive for international markets,

the Fed’s outlook of moderate economic growth, a strong

in our opinion.

labor market, and stable inflation. In other words, the bar
has been raised for further cuts.
In our base case economic scenario, no further rate cuts
are necessary for the Fed in 2020. We believe this Fed is

Global Money Supply Reaccelerating
Money Supply

highly attuned to events outside of the US and remains
cautious on elevated risks related to trade and European
political instability. Thus, we believe policymakers remain
focused on downside risks to the Fed’s dual mandate of
maximum employment and stable prices, and are still ‘on
the case’ should things take another turn for the worse.
This creates the ‘Powell Put’, whereby at the first sign
of increased trouble the Fed ‘cavalry’ comes riding to
investors’ aid by lowering rates again.

Source: Refinitiv Datastream, RiverFront, data quarterly. Data as of 10/31/19 (last
data release available.)

8

| THE ART & SCIENCE OF DYNAMIC INVESTING.

FOR STOCK INVESTORS

WHY RATES COULD REMAIN LOWER FOR LONGER…
BUT ARE UNLIKELY TO GO NEGATIVE IN US

Interest rates in the world’s single largest economy have

Global interest rates have been in secular decline since the

powerful ripple effects far beyond just the bond market;

early 1980s. Outside of the US rates have also been low

rates represent both the cost of debt service for US

(and in many cases, negative — see chart below).

consumers and the cost of capital for US businesses,
making interest rates one the most important drivers of
intermediate-term moves in both equities and currencies,

Global Rates Turned Down in 2019

in our opinion.

Long-term interest rates across the world

RATE POLICY IS CURRENTLY ‘PRO GROWTH’
This importance of rates to economies and stock markets
extends well beyond the US. We are at the beginning of a
period during which the Bank of Japan (BoJ), European
Central Bank (ECB), and Fed’s balance sheets will be
simultaneously increasing, the best definition of ‘monetary
stimulus’ of the last 10-years.
Developed world central banks aren’t the only ones
cutting rates; over the past 4 months there have been over
50 policy rate cuts by developing markets and another
reserve requirement rate cut from China. This is all highly
stimulative for the global economy, in our opinion.

Source: Refinitiv Datastream, Riverfront; data monthly, as of 1/1/2020.
Past performance is no guarantee of future results. Shown for illustrative
purposes only.
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WHY US RATE STRATEGY IS SUCH AN IMPORTANT ‘R’

Why have they persisted at such a low rate more than a decade into the longest expansion in US history? The obvious
cyclical factor is the low trajectory of the economic recovery after the Global Financial Crisis of 2008-11 (GFC). However,
the decline in interest rates was in place well before 2008. Thus, we believe there are structural as well as cyclical

factors at work here.
•

AGING DEMOGRAPHICS: The advanced age of most 
developed countries means more demand for savings and 
less demand for debt, in our opinion. Aging consumers tend 
to save more than they spend, increasing the supply of bank 
deposits and other forms of saving, and lowering the
structural demand for debt.

•

LESS DEMAND FROM ‘ASSET-LIGHT’ COMPANIES:

•

DISINFLATIONARY IMPULSE OF TECHNOLOGY:
This refers to the benign disinflationary forces of 
technological innovation. Innovation can disintermediate 
layers of bureaucracy, creating productivity enhancements 
at increasingly lower prices for businesses and consumers… 
a phenomenon we go into greater detail on in our next 
section, entitled Risk of Recession.

The largest companies in many developed economies 
are increasingly ‘intellectual property’ heavy companies 
such as tech and many services companies, ones that 
possess less tangible assets such as property and plants, 
and thus have less need for debt-driven capital 
expenditures and investment. 

CONCLUSION: We believe the Fed has plenty of tools at their disposal for the next financial calamity; these include
large-scale targeted asset purchases, yield curve control, and forward guidance, whereby the Fed attempts to stimulate
the economy by making a formal commitment to ‘lower for longer’ interest rates. It is worth noting that the Fed’s credibility
is among the highest of all national central banks, and thus forward guidance can have a powerful positive effect.
10
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STILL REMOTE IN US, INTERNATIONAL WEAK BUT BOTTOMING, IN OUR VIEW
The global economy took its lumps in 2019, battered by
trade uncertainty in the world’s largest economies. However,
despite a mid-summer ‘swoon’ in manufacturing in the US,
continued deterioration in China and near-recessionary
conditions in Germany, the world managed to largely
avoid recession.

US ‘LOW AND SLOW’ BUT GROWING
Like the apocryphal Mark Twain quote, reports of the
death of the US economy throughout 2019 were ‘greatly
exaggerated’. Despite a sharp turndown in manufacturing
sentiment in the 2nd half of 2019, the US economy continues
to chug along, helped by the continued robustness of the

In 2020, we expect much of the same; while growth

‘bulletproof’ US consumer and a boost from rate-sensitive

will remain below long-term averages for most of the

areas of the market, such as housing. Extrapolating our view

world, we expect the US to stay out of recession and

of the current trend in ‘soft’ (ie, sentiment-based) data,

the rest of the globe to grow slightly faster than in

the US economy appears to be currently expanding a little

2019. While this is not what anyone would confuse

stronger than the official GDP statistics of around 2%,

with high growth, we also believe ‘low and slow1’

but still below the trend of the past few decades.

is not necessarily a bad thing for stock investors.
A ‘low and slow’ economy keeps inflation in check,
allowing central banks to be at the ready should
further accommodation be necessary.

While the growth rate is somewhat sluggish, it is worth
noting that the US’s current economic expansion is now
entering into its 10th year, making it officially the longest
period of consistent US growth in seven decades (see chart

Further, we believe that some of the troubled major

next page). While the current expansion is the longest before

international economies, such as China, may be in a

a recession, the trajectory of the growth rate is also the least

bottoming phase; however, for these early positive signs

powerful on record. Importantly for recession risks,

to continue, trade uncertainty must continue to recede to

this slow but positive growth is keeping at bay the

the background.

typical catalyst for US recessions—namely inflation.

1 ‘Low and Slow’ in cooking refers to cooking meat at low temperatures for extended periods of time. For the economy this refers to slow growth in the economy.
11
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RISK OF RECESSION:

Longest—and Slowest—US Economic Expansion on Record
US Real GDP
Indexed to 100 at NBER-Defined Recession Troughs Since 1950
Source: Refinitiv Datastream, Riverfront.
Shown for illustrative purposes. Past
performance is no guarantee of future
results. Gross Domestic Product (GDP) is the
total value of goods produced and services
provided in a country during one year.

Number of Years from Trough

We also believe the technological dynamism of the

to drop and unemployment to rise. This creates a vicious

US economy is contributing positively to the lack of

cycle like those seen in the Great Depression of the 1930s.

inflation in the system. Just within the last decade or so,
smartphones, video streaming and cloud services, to

SMALL BUSINESSES AND CONSUMER STILL OPTIMISTIC

name a few, became mainstream, resulting in tremendous

One useful datapoint for recession watch is small and

value for consumers, businesses and their shareholders

medium-optimism, as represented by the National

while uprooting rivals in the process. When technology or

Federation of Independent Business (NFIB) series of

innovation gives you a product or service that is deemed

surveys. Small businesses, which are defined as companies

by the buyer to be better and cheaper, that is a good

with fewer than 500 employees, have historically been a

thing. Low inflation leads to lower interest rates and thus a

big contributor to the US economy and are responsible

lower cost of capital — a virtuous circle of ‘good deflation’.

for close to 50% of employment and over 60% of net

For example, overall inflation fell during such periods as

new jobs according to a 2010 Census Bureau study. For

the ‘revolution’ in the 19th century. Bad deflation, on the

that reason, we care about how small businesses are

other hand, occurs when consumers and businesses are

feeling about the future. As of the most recent monthly

worried and hold off making purchases causing prices

release, small business optimism remains well above the

12
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EUROPE: STILL WEAK, BUT SOME EARLY GLIMMERS

November witnessed the largest one-month gain in the

OF HOPE

indicator since mid-2018.

The European manufacturing economy is currently

Another key indicator for the health of the US economy,

mired in a rough patch, to be kind. Sentiment data in the

in our opinion, is housing. Both housing starts and median

Eurozone is still in contractionary territory; manufacturing

home prices (see chart below) have perked back up since

PMI across most of Europe is below 50 (signaling

late 2018 as mortgage rates dropped from around 5% to

contraction), with the exception of the UK and France

under 4% currently; this is another virtuous effect of low

(see chart on next page). While service sentiment is better

interest rates on the real economy.

in absolute terms, the direction is similarly bleak.
This poor soft data corresponds to both cyclical and
structural issues plaguing the region. An aging labor force

US Housing Market Strengthening

and rigid labor laws have contributed to weak productivity,

US housing starts (blue) and house prices

and political divides are threating even Europe’s most

Millions, three-month moving averages

productive economies such as the UK and Germany.
However, in trying to predict the trajectory of the
European economy over the next 12 months, we believe
there is some cause for cautious optimism.

Specifically, recent history suggests that the new
orders portion of China’s ‘official’ NBS manufacturing
PMI has led the Eurozone by approximately 3 months
with a high positive correlation. (see chart next page).

Source: Refinitiv Datastream, Riverfront; rate data daily, other data monthly.
Data as of 11/15/19 (last data release available.) Shown for illustrative purposes only.
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levels associated with the last three recessions. In fact,

Euro Manufacturing Sentiment Attempting to Bottom

Euro Lending Growing at a Steady Pace

European Mfg. PMI surveys, by country

Euro area bank loans to households and NFCs

Diffusion Index: 50 = no change

Twelve-month percentage change

Source: Refinitiv Datastream, Riverfront. Data as of 12/13/19 (last data release
available.) Shown for illustrative purposes only. Purchasing Manager’s Index (PMI)
is an index of the prevailing direction of economic trends in the manufacturing and
service sectors.

Source: Refinitiv Datastream/Fathom Consulting; data monthly. Data as of 10/31/19
(last data release available.) Shown for illustrative purposes only. NFC stands for
non-financial corporations (NFCs).

Simply put, the European economy is heavily influenced by

Finally, there is the political elephant in the room of Brexit, an

China’s economic direction and China’s impact on its Asian

acute issue not only for the UK but for their largest trading

and commodity-oriented trading partners. This makes sense

partners, the rest of Europe. At the time of this writing, the UK is

to us in the context of corporate Europe’s greater exposure

headed for a managed Brexit in early 2020 under the leadership

to emerging markets in comparison to US companies.

of Boris Johnson, who was granted a conclusive mandate after

Also, European monetary accommodation is perhaps

his party fared better than expected in December’s general

providing an economic floor, and monetary supply is moving

election. This outcome is relatively benign for UK markets in

smartly higher. Will this capital ever find its way into the

the near-term, in our view, though it may mean longer-term

private and business sectors, where it can multiply? It is worth

growth is structurally somewhat lower. While it removes the

noting that loan growth is currently averaging around +3%

possibility of a 2nd referendum on Brexit, it also removes a lot

to both Euro corporations and households, suggesting some

of uncertainty. This is key for European corporate sentiment,

level of demand in both sectors (see chart above right).

as now corporate leaders can better plan for the future.

14
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Japan is also hosting the summer Olympics in 2020, which

Japan finds itself in a similarly difficult position as Europe,

should boost tourism (already a meaningful driver of the

with machinery orders — a gauge of exports and capital

economy) and has already boosted infrastructure spending.

expenditures for the Japanese economy — hitting a 9-year

Japan’s recent issues with the VAT, trade issues with South

low in November and consumer confidence languishing

Korea, and extreme weather (Typhoon Hagibis in October)

near multiyear lows in the face of a recent VAT hike on

may also be masking two other positive economic

consumer purchases.

components to its’ future; corporate governance reform

However, underneath the surface there is also cause for

and fiscal stimulus. ‘Abenomics’ — an ambitious set of

some optimism. Similar to Europe, China’s economic

monetary, fiscal and reform policies designed to help keep

trajectory is a significant driver for Japan, and signs of

a rapidly aging Japan competitive is starting to bear fruit.

bottoming in leading indicators in China will help. It’s notable

In response to its slowing economy, Japan in December

that consumer confidence experienced its largest jump in

enacted an approximately $120B fiscal stimulus program

a decade last month even in the face of a higher VAT.

including infrastructure spending, which Abe’s cabinet

With an unemployment rate of under 2.5% and
positive wage gains, Japanese consumers are aged

OUTLOOK2020 | REVISITING OUR ‘3-R’S’ FRAMEWORK FOR 2020... AND INTRODUCING A FOURTH

HOPE FOR JAPAN IN MONETARY AND FISCAL STIMULUS

estimates will increase real GDP by roughly 1.4% through
March 2022.

but relatively flush.
15

RESOLUTION OR RESUMPTION
OF TRADE WAR:
KEEPING THE (RELATIVE) PEACE IS IMPORTANT
DÉJÀ VU... WITH A TWIST

“Despite profound ideological differences that

As we sit down to write this section in the waning days

run much deeper than just trade, both sides have

of 2019, the irony is not lost on us that the events of

something to gain from a face-saving agreement in

December could have easily been penned 12 months ago:

the next 6-12 months….”

•

Global superpowers US and China work for months to reach 
compromise on trade

Looking between the lines, we do think there is one

•

Deal gets signed with great fanfare, splashy economic figures 
thrown around, and superlatives from the US

important twist. The Phase One deal agreed to by

•

However, details are scant, no written text is agreed to, and 
what details emerge appear to be surface-level agreements 
that require very little deep commitment from either side

of ‘face-saving’ event we referred to last year. This

In fact, despite an eventful year, our conclusions around
this crucial third ‘R’ frankly haven’t changed much from
what we published last year:
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both sides in mid-December is likely just this type
is an important signal, that both China and the US
are ready to attempt a cease-fire for 2020, in our
view. This is important, because in our base case
scenario for 2020, uncertainty around trade persists
but doesn’t meaningfully escalate from here either in
tone or action — an important distinction.

Why China also needs a truce may be less obvious…

The ‘Phase One’ deal, agreed to in principal by both the

but just as important. It is rightfully said that President Xi

US and China in mid-December, is essentially a rollback of

is the most powerful Chinese leader in decades, and that

some of the tariff escalation of the past year. The US has

the head of the Communist Party does not have to fear

suspended the December 15 tariffs, plus reduced the rate

election cycles. However, this surface-level view doesn’t

on some of the tariffs enacted in September. For its part,

do justice the complicated set of constraints that Xi and

China has in theory agreed to buy a substantial amount of

Chinese policymakers are also working under. China, as an

US agricultural products and granted at least lip service

authoritarian regime, understands that such empires tend

to intellectual property protection, currency manipulation

to fall from within, and thus social unrest is top of mind.

and some other US objections.

China is contending with a slowing economy and increased
scrutiny both at home and abroad due to the Hong Kong

CRUNCH TIME FOR US AND CHINA: WHY BOTH SIDES
WOULD PREFER A TRUCE FOR NOW
It’s simple to see why the US would prefer to have trade
recede from headlines for the time being. The President

protests that continue to simmer at just under a boil. The
Hong Kong situation is a stark reminder that economic
prosperity alone can’t replace the basic human desire for
freedom from oppression, and that widening economic
issues can exacerbate such tension.

has a full slate for 2020, between attempting reelection
and surviving impeachment proceedings. Keeping the
economy on track and garnering some political wins such
as the recent signing of the USMCA trade agreement
between the US, Canada and Mexico are high priorities in
an election year. We don’t think it’s a coincidence that this
deal and the USMCA one were struck in the same week
that the House Judiciary Committee officially sent articles
of impeachment to the full House of Representatives.
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WHAT WAS AGREED TO IN ‘PHASE ONE’?

CHINA’S ECONOMY SLOWING

It has become increasingly clear to us that the Chinese

China is entering into this new phase of the trade war in a

economy is more sensitive to US trade pressure than vice-

relatively disadvantageous position, in our opinion; China’s

versa; Chinese exports to the US continue to plummet even

overall economy has continued to structurally decelerate

as US imports rise (see chart below).

throughout much of the latter half of 2019. Based on what

We believe important economic sentiment (‘soft data’)

we consider to be reliable high-frequency indicators of

indicators such as the new orders subcomponent of the

economic growth, we believe China is trending below its

official manufacturing PMI survey are bottoming in China,

publicly-stated 6% annual GDP growth rate. A few of these

which suggests that growth both in China and across

indicators, such as electricity production and consumption,

the world may have stabilized. However, sentiment data

and rail freight traffic continue to moderate from 2017

is opinion-driven and subject to emotional swings should

levels, when the global economy was clearly stronger (see

China’s single largest trade partner — the US — decide to play

chart below).

tough again with trade. In this way, we continue to believe
that the US holds a slightly stronger hand than China in the

China Growth Continuing to Moderate

high-stakes poker game that is global trade discussions in

China electricity production and railway freight

2020.

Twelve-month percentage changes, 12-MMA

Tariffs Hurting Exports to the US
China exports to US and imports from US
Twelve-month percentage changes

Source: Refinitiv Datastream/Fathom Consulting; data monthly. Data as of 10/15/19
(last data release available.) Shown for illustrative purposes only.
Source: Refinitiv Datastream, Riverfront; data monthly. Data as of 11/15/19 (last
data release available.) Shown for illustrative purposes only.
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REFORM... RENAISSANCE OR RETREAT?
This year, we are adding a fourth ‘R’ to our ‘3 Rs’

“Productivity isn’t everything, but in the long run it is

framework of macro drivers most likely to drive equity

almost everything. A country’s ability to improve its

returns in the future. This ‘R’ stands for ‘Reform’…

standard of living over time depends almost entirely

referring to polices designed to increase economic

on its ability to raise its output per worker.”

efficiency. While such discussion can seem esoteric at
times and may not be a direct driver for stocks in 2020,

Here we discuss ways the various regions of the world

we believe such analysis is nonetheless crucial for long-

are either actively reforming their economies to be more

term investors to undertake. Gains in productivity via

efficient and productive; or ways they are regressing away

reform can raise a country’s long-term economic growth

from such productive pursuits. Reform takes great political

trajectory, which we believe correlates over the long-run

will, and unfortunately for many regions, that political

to corporate earnings.

will to engage in reform appears to be in serious doubt,

Productivity is measured by economic output per

in our view.

unit of labor and/or capital input. To quote lauded
economist Paul Krugman from his 1994 book
The Age of Diminishing Expectations:

19
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INTRODUCING
THE ‘FOURTH R’ FOR 2020:

US: THE STAR STUDENT THAT HOPEFULLY DOESN’T
GET ‘SENIORITIS’

industries, but also more broadly on the philosophy

The United States in 2020 is a fascinating case. A ‘star

foreign affairs.

student’ with arguably the developed world’s most

The last few years have seen mixed signals on the reform

productive and efficient economy (see chart below), the

front, as economically stimulatory reforms such as lower

US nonetheless has seen lower than average productivity

corporate taxes and lower levels of financial regulation

gains relative to its own history since the Great Financial

have to be balanced against the regressive threats of a

Crisis in 2008. The presidential election in 2020 is

more insular and less open economy. In particular, the

setting itself up to be a referendum of sorts on what

trade war between the US and many of its trading peers is

type of reforms Americans want; expanded services

creating uncertainty among corporate managers.

of how democracies should govern in domestic and

from the government and a broader worldview on trade,
geopolitics, and climate change; or less regulation and an
‘America-first’ approach. The outcome of this election is
likely to have meaningful impacts not only on individual

US a Star; Europe and Asia Lag
International productivity comparisons
Quarterly data; Indexed to 100 at beginning of 1996

EUROZONE: REFORM IN FITS AND STARTS, BUT NOT ENOUGH
Developed world central banks like the European Central
Bank (ECB), by their own admission, are nearing the end
of what they can achieve by flooding the system with
cheap capital alone (‘money-printing’ in popular parlance).
To quote outgoing ECB head Mario Draghi addressing
the International Monetary and Financial Committee
on October 18, 2019: “Other policy areas must

contribute more decisively to raising the longer-term
growth potential and reducing vulnerabilities. The
implementation of structural reforms in euro area
countries needs to be substantially stepped up to
increase resilience, reduce structural unemployment
and boost euro area productivity and growth
potential.” We think the dark side of the ECB’s ‘morphine
drip’ of money printing is that it has allowed the day of
reckoning to be postponed for aging, less-productive
economies like Europe.
Source: Refinitiv Datastream, OECD, Riverfront; data quarterly. Data as of Q3 2019
(last data release available.) Shown for illustrative purposes only.
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Put another way, for international stock markets to
kickstart positive reversion back to a long-term mean

THINK AND ACT AS ONE: We believe the will to create a

for the baton to be passed from technocrat bankers to

united Europe has to start with the willingness to view

politicians. They, in turn, must enact reforms that will

your neighbor’s issues as your own. This will has been

continue to benefit the populace at large. Unfortunately,

lacking in Germany, which views its southern neighbors as

as we look out at the developed world, we see a tangible

politically unstable spendthrifts (with some justification).

sense of torpor, a lack of political will to make the changes

However, Germany — arguably the biggest beneficiary

necessary. One case study appears to be in Europe, where

culturally and economically from the formation of the

the limits of a monetary union without trans-national fiscal

Eurozone, in our view — must be willing to share the

authority continues to show its strains. This is unfortunate.

financial risk in order for the Eurozone experiment to

Over the last decade, Europe has meaningfully lagged

survive into its third decade.

both the US and Japan in productivity gains. Acutely,

At the time of this writing, Germany is showing some

European banks are still languishing with low-profitability

signs of thawing on their long-held resistance to agreeing

business models, made worse by negative interest rates.

to pan-European banking deposit insurance. In early

START WITH BANKING REFORM: Across the European

November, German finance minister Olaf Scholz publicly

Union, there is some level of consensus on the need for

proposed a common reinsurance scheme for Eurozone

closer integration of the banking system, a pan-European

bank deposits. This controversial proposal was met with

budget and a larger European Stability Mechanism (ESM)

resistance even from within Scholz’s own party, but it is

bailout fund for crises. However, there still is little agreement

encouraging as it represents a notable transformation for

on how to best achieve these things, and changing political

establishment German politicians, in our view. We also

winds are complicating matters. In Germany, establishment

believe incoming ECB head Christine Lagarde, known for

politicians are losing their broad mandate while the

her deft political touch and ability to build consensus,

Germany economy appears dangerously close to recession.

will be a potentially powerful champion for a pan-

In Italy, yet another powerless caretaker government resides

European risk-sharing.

after a precipitous fall of the populist leader Matteo Salvini.

TIME IS RUNNING OUT: We view these developments as

Within the major economies of the Eurozone, France

positives, but reform zeal can’t come quickly enough for

stands alone as a nation whose leadership was elected

Europe, with the clock ticking towards the next financial

upon a mandate of reforming France’s inefficient economy;

crisis after an extended period of stability in economies

however, the ‘heavy lifting’ now starts. Pension reform has

and bond yields. Disappointingly, European Union (EU)

plagued each of the past five French Presidents who have

leaders in mid-December pushed back a package of

attempted it; will Emmanuel Macron be any more successful

proposed reforms for another six months, in order to

than his predecessors? History is not on his side.

give finance ministers a chance to further work out
21

OUTLOOK2020 | REVISITING OUR ‘3-R’S’ FRAMEWORK FOR 2020... AND INTRODUCING A FOURTH

level of return similar to the US, we believe it’s time

compromises. These debates have been raging for the

JAPAN: A REFORM STANDOUT...BUT MORE TO BE DONE

last five years and an additional six months may well

Economic reform is not a ‘nice to have’ but rather a ‘must-

turn into more.

have’ in Japan, a country threatened by China’s ascendency

Much has been done since the Euro credit crisis in 2010;

in the East, low productivity, poor corporate governance,

the ECB is now the established lender of last resort and

and one of the world’s oldest demographic make-up.

the de facto pan-European banking regulator, European

Sometimes necessity is the mother of invention; after

banks have jettisoned much of their bad debt, and the

decades of growth stagnation, Japan has gotten serious

Eurozone consumer has proven mostly resilient. However,

about reform. The ‘Abenomics’ set of coordinated polices

further reform must take place at both the country and

were announced in 2012 after Abe’s election, and are

regional level quickly, lest we look back at the mid-2000s

finally starting to bear fruit, in our opinion. While Japan

with wistful nostalgia as the beginning of the end for the

remains at a lower absolute rate of productivity versus its

flawed Eurozone experiment.

large developed world peers, it’s worth noting that over
the past decade, productivity in Japan has improved more

UK: BREXIT WILL TEST EUROPE’S MOST
PRODUCTIVE ECONOMY
It has been argued by many economists — including the

Bank of England and the UK government’s own Office for

than any peer region other than the US (see chart below).

Japan’s Improved Productivity in the Past Decade
International productivity comparisons
Quarterly data; Indexed to 100 at beginning of 2009

Budget Responsibility — that Brexit will act as a long-term
‘retreat from reform’ by injecting friction into a generally
frictionless trading relationship with the UK’s single largest
trading partner — the rest of Europe.
In this way, Johnson’s political victory is yet another
test for the direction of reform in the UK, Europe’s most
productive economy. More broadly speaking, Brexit
represents a growing trend across the world of voters
commanding politicians to turn their focus inward, putting
national matters ahead of global ones. This may have
ramifications for reform, as increasingly populist leaders
care less about the big picture outside of national borders.
Source: Refinitiv Datastream, OECD, Riverfront; data quarterly. Data as of Q2 2019
(last data release available.) Shown for illustrative purposes only.
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Corporate governance has also seen significant

impediments to reform in Japan. For instance, female labor

improvements in the Abe era in our view, with Japan

participation, while low in absolute terms, has improved

enacting a uniform Corporate Governance code in 2014

dramatically (see chart below) since Abe’s election in

that makes public companies more accountable to

2012, especially compared to other large nations.

shareholders. The measures are having some effect;

While a substantial ‘glass ceiling’ still exists in leadership
roles for educated females in Japan, this is slowly

return on equity (ROE1) is near decade highs for listed
Japanese companies.

changing as well. For instance, Abenomics is helping

Political stability is aiding in the reform progress; Abe is

establish subsidized child care, traditionally a huge

now one of the longest-serving PMs in modern Japanese

impediment to women entering the work force in Japan.

history, and is likely to remain in power until 2021, in our
opinion. This is a major positive in an age where political

Corporate Japan Increasingly Female

instability is now the norm in most developed countries.

Female participation Rates

His Liberal Democratic Party (LDP) also controls both

Per cent of female 15+ years old population;

houses in the National Diet (Parliament), which gives

indexed to 100 in 2012

Abe wide latitude to continue to reform.
However, we admit Japan still has a long way to go
on many reform fronts. Japan is still well behind other
developed nations in terms of allowing foreign workers to
naturalize, a long-term issue for such an aged society. In
addition, corporate, sales, and investment taxes are still
among Asia’s highest, according to KPMG.

Source: Refinitiv Datastream, Riverfront; data yearly. Data as of 1/01/19 (last data
release available.) Shown for illustrative purposes only.

1 Return on Equity is a measure of financial performance calculated by dividing net
income by shareholders' equity.
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Abenomics is challenging many long-held structural

GLOBAL EQUITY OUTLOOK:
READY FOR ROTATION
•

Starting the year overweight equities; we think stock multiples can stay elevated longer
than expected due to low interest rates

•

2020 could be the year of value stocks and international markets

•

In the US, we see opportunity in Technology, Healthcare, Logistics, and Defense

•

Japan, Germany, and Emerging Markets are three international regions with the most
potential upside, in our view
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AN ANNUAL TRADITION IN RIVERFRONT’S YEARLY OUTLOOK is to publish
wide-ranging and candid interviews with our key portfolio decision makers, and
2020 was no exception. This year we feature RiverFront’s Global Equity CIO Adam
Grossman, Global Fixed Income CIO Tim Anderson, and Strategas Managing Director
and Head of Washington Office Dan Clifton. Each share views on what to expect in
stocks, bonds, and politics in the coming year.
Chris Konstantinos, CFA, Chief Investment Strategist

“

“

Chris: Right now, the stock market is at
all-time highs, but the bond market is
also close to highs… this seems like stock
and bond investors have opposite ideas
about the future. Are these two views
mutually exclusive and how do you see
them resolving? 

INTERVIEW WITH ADAM GROSSMAN, GLOBAL EQUITY CIO
Adam: We don’t think they are mutually exclusive. The
outperformance a stock holder receives for taking on the extra
short-term volatility of the stock market (known as the ‘equity
risk premium’) played a role in 2019. Additionally, lower interest
rates make stocks more attractive compared to bonds.  
In the second half of 2018 as the Fed raised interest rates, the stock market fell as
investors started to worry about recession. 2019 was a reversal of those fears as the
slowdown investors were fearing materialized, forcing the Fed to lower interest rates
three times. Lower short-term interest rates also brought longer term bond yields
down, allowing both markets to do well in tandem. In addition, lower bond yields sent
lower-volatility, higher dividend yielding “stocks that look like bonds” to a premium,
alongside Growth stocks that have demonstrated an ability to grow in a low economic
growth environment. In contrast, two common characteristics — Value and smaller
size (both implicit proxies for optimism), were driven to multi-decade relative lows.  
Looking out 3-5 years, we are factoring in a higher probability of a recession and
outperformance of Value and small-caps relative to defensive equities. 

Chris: We are now in the longest single
economic expansion in US history, and
a decade into one of the most powerful
equity bull markets. How do you justify
further gains in the equity market from
today’s starting point?

Adam: Stock returns are ultimately a function of two things: earnings growth and
the valuation ‘multiple’ of those earnings that investors are willing to pay. Our view
is that earnings are driven by economic momentum and corporate sentiment while
multiples are driven by investor sentiment and the relative attractiveness of lowerrisk alternatives like bonds. In terms of sentiment, the lack of attractive yielding
alternatives in the bond world, as can be seen in the chart (on the next page), 
25

means that stock multiples may stay elevated for longer than would typically be
expected — a boon to the longevity of this bull market. 
For certain sectors and themes, both earnings growth and/or further multiple
expansion are possible in this cycle.  But if and how this plays out differs depending
on the sector — some areas are better set up for both multiple expansion and
earnings growth than others, in our opinion. 

Dividend Yields Exceed Bond Yields, Especially Overseas
Dividend yield minus 10-year bond yield

Source: Refinitiv, Datastream, RiverFront, data
weekly. Data as of 11/15/19 (last data release
available.) Past performance is no guarantee of
future results. Shown for illustrative purposes only.
Not indicative of RiverFront performance.
Index definitions are available in the disclosures.

For instance, cyclical US stocks and international stocks — both of which have been
broadly left behind in the massive US Growth-stock rally of the past decade — would
benefit in many ways in our base case scenario. For example, outside the US a
combination of reforms, less trade friction, and accommodative fiscal and monetary
policy that causes a bottoming of international economies could create a virtuous
cycle of both sustained earnings recovery and improved sentiment over the next
year or two.
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There is also a subset of ‘stable growth’ companies that can continue to exhibit
outsized revenue and earnings growth in the base case we’ve laid out. These are
increasingly found in areas such as technology, certain subsectors of healthcare,
logistics, and defense. However, we believe further multiple expansion for traditional
Growth and lower volatility stocks in general will be difficult going forward.

“

Given the maturity of both the global economy and market cycle, we will be
monitoring and adjusting through the year for signs of our pessimistic case.  
Basically, our goal is to plan for the base, hope for the best, and prepare for the worst.
Chris: Speaking of Value vs Growth1…
the long-term underperformance of
Value versus Growth and the recent
rally in Value assets has a lot of
investors talking. Given your view that
Value will shine at some point in 2020,
how might you position portfolios?

1 Value vs. Growth Definition: Growth stocks
are considered stocks that have the potential to
outperform the overall market over time because
of their future potential, while value stocks are
classified as stocks that are currently trading below
what they are really worth and will, therefore,
provide a superior return.

Adam: Most measures of Value that we track are at multidecade lows relative to Growth, 
so our strategy here is to slowly rotate from our Growth-oriented portfolio themes into 
Value-oriented themes as we see “green shoots” of price and economic momentum.  
If momentum returns to the Value space, we are lucky to have a large pond to fish from,
between US Value-oriented companies and most international stocks. We think it will
pay off for investors to be patient with this theme and not to over-allocate too early.
We are attracted to the financial sector by the growing gap between short and
long-term interest rates, which improve bank profit margins and stimulate lending
activity. Like other cyclicals, we believe financials will benefit from a combination of
fewer policy shocks and a bottoming of global economic data. Over the long-run, an
improved economic backdrop could eventually bring long-term interest rates above
zero across the world, which would also help earnings for the beleaguered financial
sector, in our view.
There are several other sectors / countries where we see the ‘return to Value’ theme
emerging into the first of the year, so long as the broad market continues to unfold to
our base case expectations.   

27

“

“

Chris: Technology has been a standout
now for many years running…how do
you think about the opportunities and
risks in this space?

Adam: Let’s start with the opportunity…. US Technology has been a favorite sector of
ours over the last few years. We are believers in the competitive advantage that a data
monopoly gives some of the largest tech companies, and we see tremendous potential
in cloud-based software companies. We believe that in an environment of low interest
rates, the wind is at the backs of all US corporations should sentiment improve, and
a myriad of technology companies will be there with solutions to help those firms
manage their growth, profiting alongside every partnership they make. From a risk
standpoint regulation of the largest tech companies appears to be creeping closer. A
few years ago, fears of anti-trust or some other significant regulation seemed very far
off. The events of the past few years on the political side have shined a spotlight on
privacy issues and pushed government oversight to the forefront.  
So, with two conflicting signals, our position continues to be that we will favor
technology stocks as long as economic and price momentum remain aligned, as
they are today. We will be very cautious when we see that pattern change and use
our risk process when needed.

Chris: What are some of your highest
conviction positions in the US side of the
portfolio? Why?

Adam: In the RiverFront portfolios, we have been trying to focus on companies and
industries that possess a combination of what we believe to be three very important
characteristics for the current economic backdrop:
•

Secular Top-Line Growth: Not surprisingly, in a low GDP growth environment, 
investors seek out companies and industries that can demonstrate consistent 
revenue (top-line) growth. 

•

Efficient and Prudent Use of Debt: One of the benefits of low interest rates is that 
debt costs are low. Well-run companies can use debt to grow earnings by reinvesting 
in their business or via stock repurchase. We favor companies that have the ability 
and willingness to do both.

•

Ability to ‘Get Paid to Wait’: In a low-interest rate environment, investors often look 
to dividends as a way to replace the lack of returns available in bonds or at the bank. 
We believe companies that pay dividends out of steadily growing free cash flow will 
continue to be outperformers in a “low and slow” growth environment. Stable cash 
flow can often be found in businesses with established brands whose goods are less 
linked to broad economic trends.

We are increasingly finding these traits in areas such as US financials, software and
services, certain healthcare niches, consumer-oriented logistics companies, defense
contractors, and other companies that can consistently grow cash flow to redistribute
back to shareholders in the form of growing dividends. 
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LONGER-TERM THEMES

RATIONALE

Overweight Technology
(software/services)

Earning growth at attractive valuations

Overweight Dividend
Growers

Favor companies with growing dividends supported by
cash flow and growth

Underweight Energy 
and Materials

Heightened commodity price volatility amidst trade talks

Overweight Machinery and
Defense vs. Conglomerates

Infrastructure improvements needed; prefer stability of
aerospace/defense companies

Overweight Medical Devices 
vs. Other Healthcare

Strong earnings growth and relative stability of cash flow

Overweight Banks vs. 
Insurance Companies

Banks cheaper and have priced in lower yield curve

“

Chris: What about on a regional basis?
Which countries or international themes
do you think have meaningful upside?

“

Adam: Japan, Germany and broad Emerging Markets are the three areas we see
as having the most meaningful potential upside in our base case scenario, and
particularly in an optimistic case. We think growth coming out of China would be
the common catalyst, and Japan is already well positioned for a pickup in growth. 
Germany and Emerging are in more of “show me” state, where we need to see
stronger evidence of a turn, but  if data does improve in 2020, the degree of
undervaluation in these areas will reward investors that take the risk, in our view.  

Chris: How does your view on the
US dollar factor into your portfolio
positioning

Adam: Our view is that the Dollar is at a secular high. If our base case assumes 
some recovery in non-US economic data, we believe this will be the first catalyst in a
multi-year retreat for the dollar. Tactically we are positioned against this view through
our underweight in Europe.

29

FIXED INCOME OUTLOOK:
LOWER EXPECTATIONS DUE TO STRONG 2019

30

•

Underweight fixed income in comparison to global equities

•

In our base case, we believe no further rate cuts would be necessary in 2020

•

Negative rates in the United States are unlikely, in our view

•

After a strong year in 2019, corporate bonds may enter a “coupon clipping” year in 2020
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“

Chris: Much of the developed world is
experiencing negative interest rates.
How likely will the United States see
negative rates as well?

INTERVIEW WITH TIM ANDERSON, GLOBAL FIXED INCOME CIO
Tim: We believe that Fed policy is truly data dependent at this
point, and that no further rate cuts will be necessary. The Fed’s
current level is appropriate for a slow-growth, stable-inflation
environment; however, if economic growth slows further, we
think that the Fed would not hesitate to begin another rate cut
cycle or resume quantitative easing.
Tim: We believe that negative rates are unlikely, but not impossible. The Fed has been
vocal about its desire to not cut rates into negative territory. Critics question whether
negative rates in Europe and Japan have been effective in stimulating growth and
inflation. In addition, negative rates punish savers and can distort financial markets. 
The struggle of European banks in a negative rate environment serves as another
example of the downside. The current Fed Funds Rate of 1.50-1.75% (see chart below)
also gives the Fed a cushion to cut rates significantly without having to go negative.  

Rates Cut Three Times in 2019
US policy rate

Source: Refinitiv, Datastream, RiverFront;
data monthly. Data as of 12/31/19 (last data release
available.) Past Performance is no guarantee of
future results. The federal funds rate refers to the
interest rate that banks charge other banks for
lending them money from their reserve balances on
an overnight basis.
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“

Chris: After cutting rates three times
in 2019 (see chart below), the Fed has
raised the bar for future easing. Do you
think more rate cuts will be necessary
in 2020?

“

Chris: Corporate Bonds had one of their
worst years in 2018 but snapped back
in 2019 to be one of the best sectors in
Fixed Income. What should investors
expect from credit in 2020?

32

Tim: With corporate bonds returning slightly more than 14% in 2019, we are expecting
2020 to be more of a coupon-clipping year, leading to returns of around 3%. The
starting Treasury yield and corporate bond spreads dictate that a repeat of 2019’s
returns is unlikely, in our view. We entered 2019 with the 10-year Treasury yield around
2.7% and corporate bond spreads around 160 basis points (“bps” = 1/100th of 1%). 
As we near the end of 2019, the 10-year yield is currently around 1.9% and spreads are
just above 100 bps. It would likely take a recession/deflation scare for Treasury yields
to repeat 2019’s drop; in that event, corporate bonds spreads would likely widen. 
Corporate bond spreads are well below their long-term average and not too far off
their all-time lows of 79 bps.
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“

Tim: We think the credit markets have been relatively “well behaved” in 2019,
especially within the investment-grade sector. In 2018, BBB-rated bonds had a
particularly bad year, but that trend reversed in 2019 with BBB’s posting the strongest
returns. In general, it was also a very constructive year for high yield bonds. Highyield spreads are currently at their 2019 lows of about 353 bps. However, despite the
overall rally in junk bonds, there has been some weakness in certain sectors, such
as Energy, Retail, and CCC-rated bonds. Overall though, the credit market is not
signaling an upcoming recession as spreads continue to grind tighter. 
We believe that traditional bond market signals regarding the state of the US
economy are being somewhat distorted by the tremendous amount of negativeyielding debt around the world. Capital tends to flow where it is treated the best,
and the US currently has relatively attractive yields. Although European and Japanese
investors can no longer economically hedge the currency risk when buying US
Treasuries, we believe that many foreign buyers have become comfortable buying on
an unhedged basis. We believe that US rates would be slightly higher than current
levels if they were not being pulled down by negative interest rates overseas. On a
positive note, the US yield curve has steepened, and neither the 3-month/10-year or
2-year/10-year curve is currently inverted. A negative yield curve is typically viewed
as a harbinger of recession. 

Chris: What is your highest conviction
theme in fixed income for 2020?

Tim: It is hard to get too excited about any sector of the fixed income markets next
year, given the starting point for both yields and spreads. We would say the highest
conviction theme would be to underweight fixed income with the S&P 500 index
dividend yield at around 1.9%. 
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“

Chris: The credit market is signaling
an “all-clear” but the US Treasury
market seems to be flashing caution.
How should investors interpret the
divergence?

2020 ELECTION INSIGHTS:
ELECTION YEARS HAVE HISTORICALLY BENEFITED STOCKS
•

Probability of recession, consumer income, and S&P 500 performance are strong
historical indicators for election outcomes
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•

Impeachment itself is not a market mover if the Senate fails to convict

•

Lobbying effort can have meaningful impact on corporate earnings

•

Plus, Dan’s view on sector implications

| THE ART & SCIENCE OF DYNAMIC INVESTING.

“

Q: The US election is on many investors’
minds, both here and abroad. What has
been the historical track record of equity
markets in the year before and after a
presidential election? Does it matter
whether the election is open or whether
an incumbent is battling for re-election?

Dan: Historically, when looking at the four-year presidential cycle since
1928, the year before the election has the strongest average returns at
12.8%. President’s usually suffer large mid-term election losses and try to prime the pump
through greater monetary and fiscal policy ahead of their own re-election. Most of that
effort takes place in the 3rd year of the presidency and the equity market prices in the
impact of these growth initiatives. This stimulus should translate into higher economic
growth in the year of the election and equities have produced a 6.5% annual return in
election years despite all of the political noise. It does matter if it is an open election or an
election with an incumbent. Since 1936, open presidential election years have historically
returned just 2.5% on average, while presidential re-election years have returned 10.3%. 
I would interpret this as markets liking certainty. Similarly, in election years where the
incumbent party ended up winning, the S&P 500 averaged 10% returns versus 2.8% in
years where the incumbent party lost. This pattern continues even after the election as
in the 12mo following Election Day in years where the incumbent party won the S&P 500
averaged 4.8% versus 2.5% in years where the incumbent party lost.

Q: Political strategist James Carville is
quoted as saying: “It’s the economy,
stupid” in reference to what matters
for presidential elections. Is it really
that simple? What are some other fairly
reliable signals of whether an incumbent
president may be re-elected?

Dan: Presidential elections are referendums on the president and the president’s
party. The economy is a major part of this referendum for voters. Looking back 100
years, if a president avoided a recession in the two years before re-election, every
president went on to be re-elected. Conversely, every president that had a recession
in the two years before re-election went on to lose, except for President Calvin
Coolidge in the 1920’s. But the relationship is clear to me, if you want to be re-elected
as president, then avoid a recession. This is why presidents are so focused on getting
stimulus into the economy in the year prior to an election.
The best economic indicator I look at for a president’s re-election is after-tax, afterinflation incomes. Quite simply, the more incomes are growing, the larger the victory
for a president’s re-election. Historically, if income growth from January through
October of the election year is above 1.4%, then the president has won re-election.
In my opinion, one of the best market indicators for an incumbent party victory is the
S&P 500 in the three months leading up to Election Day. If performance is positive from
the three-month mark through Election Day close, the incumbent party historically
wins. However, if performance is negative, the incumbent party lost. Since 1928, this
indicator has predicted 87% of election outcomes and every election since 1984.
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“

INTERVIEW WITH DAN CLIFTON, HEAD OF WASHINGTON
POLICY RESEARCH AND PORTFOLIO MANAGER, STRATEGAS
ASSET MANAGEMENT

“

Q: At the time of this writing, the
Democratic candidate pool was still
pretty wide open. Which candidates
have the best shot at beating
President Donald Trump? Which
have the best shot of winning the
Democratic nomination?

Dan: While the election year is a national election, a handful of states are going to
determine who the 2020 winner is. President Trump can still win the 2020 election
by carrying the necessary states but lose the popular vote by a wider margin than
in 2016. This makes the national head-to-head matchups between Trump and the
Democratic candidates less indicative of the actual result. Trump won the Electoral
College in 2016 by 74 votes. This gives him some wiggle room to lose a state or two
in 2020 and still get 270 votes. There are three states that Trump won by less than 1.5
points — Wisconsin, Michigan, and Pennsylvania. He can lose two of these states, but
he cannot lose all three. 
MIDWEST IS CRUCIAL: Whether Democrats can beat President Trump in 2020 is
going to come down to if their nominee can beat Trump in those Midwestern states,
which look the most opportune for flipping, or even pull off a win in Florida or a
southern state. If you look at head-to-head matchups at the state level, former Vice
President Joe Biden has the best shot. Progressive policies like banning fracking are
not going to poll as well in a state like Pennsylvania.

“

The early primary states are going to be critical to who ends up being the Democratic
nominee. Iowa has traditionally killed front-runners and, particularly for the
Democrats, is a good indicator of who ends up as the nominee.
Q: If a Democrat takes the White House,
what do you see as the dominant
S&P 500 sectors and themes? What if
President Trump is reelected?

Dan: With candidates still in the race that span the Democratic political spectrum,
who the Democrat is, not just their party ID, is going to determine the investment
implications. Under any Democrat I would expect more regulatory scrutiny, especially
for Financials and Energy, and a more negative environment for corporate buybacks
and areas like private prisons and for-profit education. Many Democratic objectives in
these areas do not need Congress, so it does not matter that Republicans will likely
maintain control of the Senate. Other sectors like Healthcare have varying proposals
from the Democratic candidates but a Republican Senate would be a firewall here to
what could get done, likely limiting Democrats to improvements to the Affordable
Care Act (ACA). All in, I would expect varying degrees of a sell-off with any
Democratic winner and a weaker dollar while bonds, REITS (i.e. prisons), renewable
energy and ESG companies benefit.
If President Trump is re-elected, expect him to be emboldened, especially on trade. 
This could lead to more threatened use of tariffs to make new deals, such as with the
EU. But it would also maintain the deregulatory agenda and overall continue more
pro-business policies than under any Democratic candidate. Trump might also take
on health care with another attempt to repeal and replace the ACA, but he’ll likely be
dealing with a Democratic House. 
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Regardless of outcome, certain sectors and themes will be in the crosshairs or
beneficiaries. There is a bipartisan effort to tackle high price drugs, that is not going
to go away with the election. Brand name drug companies are not safe under either
party. Tech companies, particularly FANG, social media, and those using/storing user
information are also going to face continued scrutiny. Infrastructure will likely be a
priority for a president of either party as well. 
Q: How does the specter of
impeachment play into market strategy
right now? Should investors be
concerned about how the market will
react to an impeachment?

Dan: While the House voted to impeach, the expectation is that the Senate will fail to
convict. Therefore, impeachment itself is not a market mover, in my view. However,
impeachment has, and will continue to have, ramifications elsewhere. 
Potentially one of the biggest implications that impeachment has is in the Senate. 
During an impeachment trial the Senate is in session beginning at noon Monday
through Saturday. This effectively takes all of the senators running for president off
the campaign trail – Sens. Warren, Sanders, Klobuchar, Booker, and Bennet. With the
House potentially sending articles of impeachment to the Senate, this means that
the Senate might hold its trial in January and could go through the start of primary
season with the Iowa Caucus on February 3rd.
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Q: With so much political division in
the US right now, many voters on both
sides of the aisle are afraid of market
impact if ‘the other party’ gains power
in the election. Does the stock market
historically tend to favor one political
party over the other?

Dan: Since 1933, the highest returning partisan control combination for the S&P 500
has been a Democratic Senate, Republican House, and Democratic President — while 
under this scenario the S&P 500 has had average returns of 13.6% per year, it would 
also mean every chamber has to flip in 2020 for us to get there. Our current combination,
which would be likely if Trump won re-election, of Republican Senate, Democratic
House, and Republican White House averages a 10.8% return. Interestingly, the
other most likely scenario of Republican Senate, Democratic House and Democratic
President has not occurred since Grover Cleveland in the election of 1886.
For the year following a presidential election specifically, historically the market
initially responds better to a Republican victory (November through February of the
following year), but a Democratic victory ends up outperforming a Republican victory
by about 7%.

Q: You have formulated a highly novel
portfolio construction philosophy based
on lobbying activity. Can you talk a
little bit about the effect of lobbying
on corporate results, and why investors
should care which companies are
investing in lobbying?

Dan: In our experience at Strategas, we have found that lobbying is not a traditional
factor accounted for in analysts’ models which means the earnings benefit from it can
be missed, leading to a mispricing of stocks. Companies lobby for different reasons,
some lobby directly in response to a legislative or regulatory issue, some lobby to
try and get action from Washington D.C., and some lobby merely to keep a presence
and gauge on Washington D.C. activities. The commonality, however, is that all these
companies understand that if they are not at the table, they are on the menu.
Investors should care about a company’s government affairs activities because the
government has a hand in every industry and nearly every working of corporate
America. Proper handling of government affairs can be the difference between
becoming a villain or hero after developing a high-priced life changing drug. It can
have a role in whether an M&A deal gets approved. It can change components of a
bill that would have had a detrimental impact on a company’s business. Lobbying, in
our view, should be a core component of risk management at any company. 

ABOUT STRATEGAS: Founded in 2014, Strategas Asset Management (SAM) is a macro thematic investment manager. SAM leverages
“top-down” research and quantitative security selection to offer a suite of thematic and tactical investment strategies. SAM, which
operates independently, is wholly owned by Baird Financial Corporation and as a result, is an affiliate of RiverFront Investment Group.
Dan Clifton is Head of Washington Policy Research and Portfolio Manager for Strategas Asset Management (SAM). He also serves as
Managing Director, Head of Washignton Office, Strategas Securities, DBA Strategas Research Partners, a registered Broker Dealer. 
Member of FINRA. Strategas Securities, SAM and RiverFront are affiliated entities.
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THEMES
Our Outlooks traditionally focus on a one-year time frame;
however, we endeavor to keep one eye on a longer, more
strategic time frame. Our Price Matters® framework is
designed to do just that. Based on the concept of the power
of mean reversion in markets, it is designed to give investors
insight into where strategic, long-term value exists across
broad asset classes. Mean reversion suggests that asset
prices and returns eventually return to long-run averages.
While it is not designed to provide shorter-term market
guidance, it occasionally can lend tactical insight when
markets are dramatically stretched above or below long-term
trends, as we witnessed in 2000 and 2009.

ASSET CLASS

Domestically, Price Matters® currently suggests that inflationadjusted returns over the next decade will likely be below the
market’s century-plus trend of 6.4% per annum, as US large
caps are trading above-trend.
International stocks continue to be the value standout based
on the Price Matters® framework, with developed international
equities meaningfully below its long-term trend. We believe
this is an indication of better long-term risk-adjusted returns
for this asset class versus US stocks. Emerging market equites
remain below trend after a challenging 2019 on a relative 
basis; however, with less data from which to draw a trend, 
we are more wary about conclusions made using Price Matters®
analysis here. Bond yields continue to look low relative to
history, which suggests sub-par returns for the next decade.

INDICES

TOTAL RETURN
NOV 2018–
NOV 2019

NOVEMBER 2018
DISTANCE FROM
TREND/YIELD

NOVEMBER 2019
DISTANCE FROM
TREND/YIELD

U.S. LARGE CAP

Large Cap Real Returns Index, source CRSP

16.1%

12.8%

20.7%

U.S. SMALL CAP

Small Cap Real Returns Index, source CRSP

5.0%

9.8%

4.5%

DEVELOPED INTERNATIONAL

MSCI EAFE (in US$) Total Return Index

13.0%

-41.4%

-39.0%

EMERGING MARKETS

MSCI Emerging Markets Equities Real Return Index

7.7%

-16.5%

-16.9%

INVESTMENT GRADE BONDS*

Bloomberg Barclays US AGG Bond TR USD

10.8%

3.5%

2.3%

HIGH YIELD BONDS*

ICE BofAML US HY

9.6%

7.3%

5.8%

SOURCE: FactSet, CRSP, Bloomberg; Past performance is no guarantee. Shown for illustrative purposes only and not indicative of RiverFront portfolio performance.
* Fixed Income asset classes display yield rather than distance from trend. Yield represents Yield to Worst, see the end of this presentation for the full definition.
Trend, according to Price Matters® is the slope of an exponential growth function that closely tracks a real (inflation-adjusted) long term Index for that Asset Class.
Distance from Trend is the distance of the trend line relative to the current index level expressed as a percentage
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STRATEGIC ASSET ALLOCATION

US LARGE CAP EQUITY: According to RiverFront’s Price Matters® framework, US
large cap stocks are roughly 20.7% above their trend-line, above where they were
a year ago. By historical standards, 20.7% is not a level of overvaluation that would
typically be a catalyst for ending a bull market. However, with valuations of 20.7%
above trend, US equities are not ready to absorb disappointment, in our view.

Large Cap Stocks Real Total Return Index

Large Cap Real Total Return Index

Annualized Real Trend Line of Large Cap Real Total Return Index

Source: RiverFront Investment Group, calculated based on data from CRSP 1925 US Indices Database ©2020 Center
for Research in Security Prices (CRSP®), Booth School of Business, The University of Chicago. Data from Jan 1926
through November 2019. Trend, according to Price Matters® is the slope of an exponential growth function that
closely tracks a real (inflation-adjusted) long term Index for that Asset Class. Distance from Trend is the distance
of the trend line relative to the current index level expressed as a percentage. Real Return is the annual percentage
return realized on an investment adjusted for inflation. CRSP (1-2) Cap-Based Portfolio definition may be found on
page 49. Past performance is no guarantee of future results. It is not possible to invest directly in an index.
Shown for illustrative purposes only and not indicative of RiverFront portfolio performance.
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RETURN ODDS STILL POSITIVE, BUT BELOW NORMAL
Historically, when US large cap stocks have been 20.7% above their trend-line 
(red oval), average returns are slightly below the long-term trend of 6.4%. 

10-Year Annualized Real Total Return

Large Cap Stocks 10-year Real Total Return vs. Distance from Trend

Distance from Long-Term Trend at Starting Point
Source: RiverFront Investment Group, CRSP*. Data through November 2019. See page 48 for information on
CRSP Large Cap Index. Real Return is the annual percentage return realized on an investment adjusted for
inflation. Past performance is no guarantee of future results. Trend, according to Price Matters® is the slope of an
exponential growth function that closely tracks a real (inflation-adjusted) long term Index for that Asset Class.
Distance from Trend is the distance of the trend line relative to the current index level expressed as a percentage.
Real Return is the annual percentage return realized on an investment adjusted for inflation. It is not possible to
invest directly in an index. Shown for illustrative purposes, not indicative of RiverFront portfolio performance.
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DEVELOPED INTERNATIONAL EQUITY — RETURN ODDS ABOVE AVERAGE
According to RiverFront’s Price Matters® framework, developed international equities
are 39.0% below trend.  EAFE has oscillated around a 6.4% trend line for most of its
existence, however since 2008 it has stubbornly remained 30-40% below trend. 
This has frustrated those, like us, who hoped for some lasting mean reversion. On
the positive side, EAFE has delivered trend like returns from post 2008 (green line),
delivering what we believed to be the minimum expected return. The frustration has
not been absolute returns, rather EAFE’s significant underperformance relative to 
the US.

Source: RiverFront Investment Group, Factset.
Data from Jan 1970 through November 2019.
Trend, according to Price Matters® is the slope of
an exponential growth function that closely tracks
a real (inflation-adjusted) long term Index for that
Asset Class. Distance from Trend is the distance
of the trend line relative to the current index level
expressed as a percentage. Real Return is the annual
percentage return realized on an investment adjusted
for inflation. The Plaza Accord is a 1985 agreement
among the G-5 nations (France, Germany, US, UK,
Japan) to manipulate exchange rates by depreciating
the US dollar relative to the Japanese yen and the
German Deutsche mark. Past performance is no
guarantee of future results. It is not possible to invest
directly in an index. Investments in international
and emerging markets securities include exposure
to risks including currency fluctuations, foreign
taxes and regulations, and the potential for illiquid
markets and political instability. The MSCI EAFE
Index definition may be found on page 49. Shown
for illustrative purposes only and not indicative of
RiverFront portfolio performance.

42

MSCI EAFE (in US$) Real Total Return Index

| THE ART & SCIENCE OF DYNAMIC INVESTING.

MSCI EAFE (US$) Real Return Index
6.4% Parallel Trend Line

Annualized Real Trend Line of MSCI EAFE (US$)
Real Return Index

Developed international equities in local currency is 9.4% below trend. When the
effects of stronger overseas currencies are removed (Plaza Accord circle on page
42), the picture is still compelling, but less so. The reason it may be important to
view EAFE through a local currency lens is to remove the currency effect of the
dollar’s weakness, especially its significant devaluation from 1985 to 1988, which was
a big factor for US investors. In local currency terms, EAFE’s trend is 4.6%, almost 2
percentage points lower in US dollar terms. From this perspective, local markets have
recovered closer to the long-term trend-line but still have mean reversion potential.

MSCI EAFE (Local Currencies) Real Total Return Index

Source: RiverFront Investment Group, Factset.
Data from Jan 1970 through November 2019.
Trend, according to Price Matters® is the slope of
an exponential growth function that closely tracks
a real (inflation-adjusted) long term Index for that
Asset Class. Distance from Trend is the distance
of the trend line relative to the current index level
expressed as a percentage. Real Return is the
annual percentage return realized on an investment
adjusted for inflation. Past performance is no
guarantee of future results. It is not possible to invest
directly in an index. Investments in international
and emerging markets securities include exposure
to risks including currency fluctuations, foreign
taxes and regulations, and the potential for illiquid
markets and political instability. The MSCI EAFE
Index definition may be found on page 49. Shown
for illustrative purposes only and not indicative of
RiverFront portfolio performance.

MSCI EAFE (LC) Real Return Index

Annualized Real Trend Line of MSCI EAFE (LC)
Real Return Index
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DEVELOPED INTERNATIONAL EQUITY

FIXED INCOME
EXPECT MINIMAL RETURNS FROM TREASURIES
The yield at the start of an investment period is the dominant determinant of returns
over the subsequent 10 years (blue trend line). With 10-year Treasury yields hovering
around 1.90% (red oval), expected nominal returns for bonds are modest and
expected ‘real’ (inflation-adjusted) returns are minimal, in our view. 

10-Year Treasury’s 10-Year Annualized Nominal Total Return

Source: RiverFront Investment Group, Center
for Research in Security Prices (CRSP®), Booth
School of Business, The University of Chicago.
Data used to create this chart from April
1941 to November 2019. Shown for illustrative
purposes, it is not indicative of RiverFront
portfolio performance. In a rising interest rate
environment, the value of fixed-income securities
generally declines. Technical analysis is based on
the study of historical price movements and past
trend patterns. Past performance is no guarantee
of future results. There are no assurances that
movements or trends can or will be duplicated
in the future. Views are current as of the date of
presentation and subject to change.

10-Year Annualized Nominal Total Return

vs. Beginning Yield

10-Year Treasury Yield at Period’s Beginning
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PRICE MATTERS SUMMARY (November 2019):

ASSET CLASS

Trend, according to Price Matters® is the slope of
an exponential growth function that closely tracks
a real (inflation-adjusted) long term index for that
Asset Class. Distance from Trend is the distance
of the trend line relative to the current index level
expressed as a percentage. Real Return is the
annual percentage return realized on an investment
adjusted for inflation. Past performance is no
guarantee of future results. It is not possible to
invest directly in an index. See pages 48-49 for
asset class and index definitions.

TREND LINE

DISTANCE
FROM TREND

US LARGE-CAP
(Index CRSP 1-2 Cap-Based Portfolio)

6.4%

20.7%

US MID-CAP
(CRSP 3-5 Cap-Based Portfolio)

7.8%

16.2%

US SMALL-CAP
(CRSP 6-10 Cap-Based Portfolio)

8.2%

4.5%

DEVELOPED INTERNATIONAL (USD)
(MSCI EAFE TR)

6.4%

-39.0%

DEVELOPED INTERNATIONAL (Local)
(MSCI EAFE TR Local)

4.6%

-9.4%

EMERGING MARKETS (USD) 
(MSCI EM NR)

6.2%

-16.9%

BONDS
(US 10-Year Treasury Note)

1.9%

Above

KEY: GREEN: Relatively Cheap

BLUE: Neutral
YELLOW: Slightly Expensive ORANGE: Relatively Expensive

OUR CONCLUSIONS:
•

US equities appear slightly above trend

•

International stocks are below trend

•

Bonds offer little value and can be expected to deliver 
low real yields over time
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2020 OUTLOOK CONCLUSION
RiverFront believes the most likely scenario for 2020 is for markets to continue to climb a ‘wall of
worry’ to new heights, albeit in an uneven fashion. Our base case predicts that an easing of trade
tensions and expansion of central bank liquidity will lead to a mildly positive global corporate
earnings cycle in ’20. We would note that both history and momentum are on investors’ side in ’20;
Presidential election years tend to be positive, and global stock breadth is improving. Despite this
attractive backdrop, fund flows into equities have been dwarfed by flows into bonds, suggesting a
lack of the type of euphoria usually present at structural market peaks.
In keeping with these views, we head into 2020 with all of our balanced portfolios overweight stocks
relative to bonds. Our preferred investment themes include Technology, Healthcare, consumeroriented logistics, defense contractors, and companies who consistently grow cash flow and pay
dividends. We also start the year constructive on Japanese equities and selected other European
and Asian markets; while international stocks in general remain a ‘show-me’ story given their
compromised economic backdrops, they may have the most potential upside in a bullish global
economic scenario in ’20.
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Past results are no guarantee of future results and no
representation is made that a client will or is likely to achieve
positive returns, avoid losses, or experience returns similar
to those shown or experienced in the past. The information
provided in this document is intended for informational purposes
only and not intended as an investment recommendation.
RiverFront’s expectations and outlook discussed in this piece
are based on information that is currently available to us, and in
no way are a guarantee of how our strategies, the markets, or
specific securities will perform in the future.
All charts shown for illustrative purposes only. Information or
data shown or used in this material was received from sources
believed to be reliable, but accuracy is not guaranteed.
When referring to being “overweight”, “underweight” or “neutral”
relative to a market or asset class, RiverFront is referring to our
current portfolios’ weightings compared with the composite
benchmarks for each portfolio. Contact your Financial Advisor
for more information on RiverFront portfolios and benchmarks or
visit our website www.RiverFrontig.com.
RiverFront’s Price Matters® discipline compares inflation-adjusted
current prices relative to their long-term trend to help identify
extremes in valuation.
Strategies seeking higher returns generally have a greater
allocation to equities. These strategies also carry higher risks 
and are subject to a greater degree of market volatility.
Duration is a measure of the sensitivity of the price of a fixed
income investment to a change in interest rates. Duration is
expressed as a number of years. Rising interest rates mean falling
bond prices, while declining interest rates mean rising bond prices.
High-yield securities (including junk bonds) are subject to
greater risk of loss of principal and interest, including default
risk, than higher-rated securities.
A fixed income obligation rated BBB by Standard & Poor’s
exhibits adequate protection parameters. However, adverse
economic conditions or changing circumstances are more
likely to lead to a weakened capacity of the obligor to meet its
financial commitment on the obligation.

A fixed income obligation rated CCC by Standard & Poor’s is
currently vulnerable to nonpayment, and is dependent upon
favorable business, financial, and economic conditions for the
obligor to meet its financial commitment on the obligation. In
the event of adverse business, financial, or economic conditions,
the obligor is not likely to have the capacity to meet its financial
commitment on the obligation.
Equities/Stocks represent partial ownership of a corporation. If the
corporation does well, its value increases, and investors share in
the appreciation. However, if it goes bankrupt, or performs poorly,
investors can lose their entire initial investment (i.e., the stock price
can go to zero). Fixed Income/Bonds represent a loan made by an
investor to a corporation or government. As such, the investor gets
a guaranteed interest rate for a specific period of time and expects
to get their original investment back at the end of that time period,
along with the interest earned. Investment risk is repayment of the
principal (amount invested). In the event of a bankruptcy or other
corporate disruption, bonds are senior to stocks. Investors should
be aware of these differences prior to investing.
Yield to worst is calculated on all possible call dates. It is
assumed that prepayment occurs if the bond has call or put
provisions and the issuer can offer a lower coupon rate based on
current market rates. If market rates are higher than the current
yield of a bond, the yield to worst calculation will assume no
prepayments are made, and yield to worst will equal the yield
to maturity. The assumption is made that prevailing rates are
static when making the calculation. The yield to worst will be
the lowest of yield to maturity or yield to call (if the bond has
prepayment provisions); yield to worst may be the same as yield
to maturity but never higher.
RiverFront is owned primarily by its employees through
RiverFront Investment Holding Group, LLC, the holding company
for RiverFront. Baird Financial Corporation (BFC) is a minority
owner of RiverFront Investment Holding Group, LLC and
therefore an indirect owner of RiverFront. BFC is the parent
company of Robert W. Baird & Co. Incorporated (“Baird”), 
a registered broker/dealer and investment adviser.
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IMPORTANT DISCLOSURE INFORMATION

RiverFront Investment Group, LLC, is an investment adviser
registered with the Securities Exchange Commission under
the Investment Advisers Act of 1940. The company manages a
variety of portfolios utilizing stocks, bonds, and exchange-traded
funds (ETFs). RiverFront also serves as sub-advisor to a series of
mutual funds and ETFs. Opinions expressed are current as of the
date shown and are subject to change. They are not intended as
investment recommendations.

PRINCIPAL RISKS
Investing in foreign companies poses additional risks since
political and economic events unique to a country or region
may affect those markets and their issuers.  In addition to such
general international risks, the portfolio may also be exposed
to currency fluctuation risks and emerging markets risks as
described further below.
Changes in the value of foreign currencies compared to the
U.S. dollar may affect (positively or negatively) the value of
the portfolio’s investments. Such currency movements may
occur separately from, and/or in response to, events that do
not otherwise affect the value of the security in the issuer’s
home country. Also, the value of the portfolio may be influenced
by currency exchange control regulations. The currencies of
emerging market countries may experience significant declines
against the U.S. dollar, and devaluation may occur subsequent to
investments in these currencies by the portfolio.
Foreign investments, especially investments in emerging markets,
can be riskier and more volatile than investments in the U.S. and
are considered speculative and subject to heightened risks in
addition to the general risks of investing in non-U.S. securities. 
Also, inflation and rapid fluctuations in inflation rates have had,
and may continue to have, negative effects on the economies and
securities markets of certain emerging market countries.
In a rising interest rate environment, the value of fixed-income
securities generally declines. 
High yield bonds, also known as junk bonds, are subject to
greater risk of loss of principal and interest, including default
risk, than higher-rated bonds.
Diversification does not guarantee a profit or eliminate the risk of loss.
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Dividends are not guaranteed and are subject to change or elimination.
Small, mid, and micro cap companies may be hindered as a result
of limited resources or less diverse products or services and have
therefore historically been more volatile than the stocks of larger,
more established companies. Technology and Internet-related
stocks, especially of smaller, less-seasoned companies, tend to
be more volatile than the overall market.
Technical analysis is based on the study of historical price
movements and past trend patterns. There are no assurances
that movements or trends can or will be duplicated in the future.
Buying commodities allows for a source of diversification for
those sophisticated persons who wish to add this asset class
to their portfolios and who are prepared to assume the risks
inherent in the commodities market. Any commodity purchase
represents a transaction in a non-income-producing asset and is
highly speculative. Therefore, commodities should not represent
a significant portion of an individual’s portfolio.

INDEX DEFINITIONS
Market Cap Index Definitions: Market Cap index information
calculated based on data from CRSP 1925 US Indices Database
©2020 Center for Research in Security Prices (CRSP®), Booth
School of Business, The University of Chicago. Used as a source
for cap-based portfolio research appearing in publications,
and by practitioners for benchmarking, the CRSP Cap-Based
Portfolio Indices Product data tracks micro cap, small cap, mid
cap and large cap stocks on monthly and quarterly frequencies. 
This product is used to track and analyze performance
differentials between size-relative portfolios. CRSP ranks all
NYSE companies by market capitalization and divides them
into ten equally populated portfolios. Alternext and NASDAQ
stocks are then placed into the deciles determined by the NYSE
breakpoints, based on market capitalization. The series of 10
indices are identified as CRSP 1 through CRSP 10, where CRSP
10 has the largest population and smallest market-capitalization. 
CRSP portfolios 1–2 represent large cap stocks, portfolios 3–5
represent mid caps and portfolios 6–10 represent small caps.
Standard & Poor’s (S&P) 500 Index measures the performance of
500 large cap stocks, which together represent about 80% of the total
US equities market. It is not possible to invest directly in an index. 

MSCI Emerging Markets Index NR USD is an equity index that
captures large and mid cap representation across 23 emerging
markets (EM) countries.
MSCI Europe Index: The Morgan Stanley Capital International
Europe Index, a free float-adjusted market capitalization
index that is designed to measure developed market equity
performance in Europe. 

OUR MISSION
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OUR VALUES

MSCI Japan Index: The MSCI Japan Index is designed to
measure the performance of the large and mid cap segments
of the Japanese market. With 324 constituents, the index
covers approximately 85% of the free float-adjusted market
capitalization in Japan.

CARING

Bloomberg Barclays U.S. Aggregate Bond Index is an
unmanaged index that covers the investment grade fixed rate
bond market index components for government and corporate
securities, mortgage pass-through securities, and asset-backed
securities. The issues must be rated investment grade, be publicly
traded, and meet certain maturity and issue size requirements.

Admitting when we are wrong, learning, and

ICE BofA Merrill Lynch High Yield Index which tracks the
performance of U.S. dollar denominated below investment grade
rated corporate debt publicly issued in the U.S. domestic market. 
Index constituents are capitalization-weighted based on their current
amount outstanding times the market price plus accrued interest.

ACCOUNTABILITY

OTHER DEFINITIONS
Price-Earnings Ratio (P/E Ratio) is the ratio for valuing a company
that measures its current share price relative to its per-share earnings. 
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MSCI EAFE Index TR USD is an equity index that captures large
and mid cap representation across developed markets countries
around the world, excluding the U.S. and Canada.
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Gross domestic product (GDP) is a monetary measure of the
market value of all final goods and services produced in a period
(quarterly or yearly) of time.
Consumer price index (CPI) measures changes in the price level
of market basket of consumer goods and services purchased by
households. The CPI is a statistical estimate constructed using the prices
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of a sample of representative items whose prices are collected periodically.
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