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Disclaimer 

Certain information in this presentation constitutes forward-looking statements. Due to various risks, uncertainties, and 
assumptions made in our analysis, actual events or results or actual performance of the markets covered by this 
presentation may differ materially from those described. The information herein reflects our current views only, is subject 
to change, and is not intended to be promissory or relied upon by the reader. There can be no certainty that events will 
turn out as presented. Data are from sources deemed to be reliable. No representation or warranties either  
expressed or implied are made as to the accuracy of the information presented.  
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Economy Is Improving in Some Key Areas 
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Source: JP Morgan Asset Management “3Q 2013 Guide to the Markets”, p. 18, 20.  

Improvement in the housing market, auto sales, and personal balance sheets 



Some Signs of Weakness Remain 
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Source: Bespoke Investment Group “The Bespoke Report”, July 26, 2013 pp. 5-6. Federal Reserve. 
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Inventory growth has been slow, manufacturing is tilting toward weakness, 
companies have been lowering guidance, and revenue growth is weak 
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Consumer: Improving, Albeit Slowly 

5 

Source: Federal Reserve. 
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• The unemployment rate has been 
improving, but the participation rate 
is still anemic. 
 

• Voluntary job quits have been 
trending up, but are still at pre-
recession levels. 
 

• Real personal consumption 
expenditures have been rising. 
 

• Is unemployment cyclical or 
structural? 
 
• Technological change 
• Baby Boomer retirement  $8.6
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Corporations: Still Cautious 
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Source: FactSet “Cash & Investment Quarterly”, June  20 2013, p. 1-2.  FactSet “Buyback Quarterly”, June 19, 2013, p. 1 . FactSet “Dividend Quarterly”,  June 17, 2013, p. 1. 
JP Morgan Asset Management “3Q 2013 Guide to the Markets”, p. 14. 

• Even more cash on the sidelines now: 
corporations are simply not seeing 
growth opportunities. 
 

• Cash balances in S&P 500 companies 
(ex-financials) had accelerating growth 
in Q2, and capital expenditures have 
slowed. 
 

• Corporations are returning capital to 
shareholders: 
 
• Aggregate dividends per share on the 

S&P 500 grew 15.1% year over year. 
 

• Buybacks are up 17.2% year over year. 



New Fixed Income Reality 
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Source: Morningstar Direct, Federal Reserve. Bond performance based on the total returns of the Barclays US Aggregate Bond Index, the Barclays US Investment Grade 
Corporate Index, the Barclays US High Yield Index, and the Barclays US MBS Index. 

The Federal Reserve will have to end its asset purchases eventually, which 
we already knew, but the Fed made this clear in May 
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• Rates have been rising over the past 
year, and rose sharply after Bernanke’s 
comments on May 22. 
 

• Nearly all fixed income sectors suffered 
accordingly. 
 
 
 

 
 
 
 
 
 

 

• Other scenario: what if the Fed ends QE 
simply because it hasn’t been effective 
in reducing unemployment? 

Sector Performance since 
Bernanke Speech 
(May 22—June 30) 

US Aggregate -2.51% 

Inv. Grade Corporate -4.10% 

High Yield -3.77% 

Mortgage-Backed -1.78% 



Fixed Income Still a Critical Component 
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Source: Federal Reserve and Bloomberg LP. 

• The main purpose of fixed 
income is to hedge your 
equities in a pullback and 
provide a stable, 
predictable income stream. 
 

• Fixed income also hedges 
against deflation. 
 

• Investors can use low 
duration, floating rate, and 
absolute return strategies 
to hedge against rising 
rates. 
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Emerging Markets: Mixed Outlook 
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Source: Bloomberg LP. 

• Diverging performance: not all 
emerging markets behave the 
same. 
 

• Rising SHIBOR (China interbank 
lending rate) shows possible 
credit tightening in China. 

 
• Active management and focus 

on quality could help navigate 
this space. 
 
• Targeting stocks off of the 

MSCI Emerging Markets 
Index could lead to better 
performance and reduced 
correlations. 

3-month SHIBOR rate 

Country 1-Year Performance 
(June 2012 – June 2013) 

Indonesia 21.81% 

India 13.59% 

Mexico 12.40% 

China 5.46% 

Russia 4.93% 

MSCI Emerging Markets Index 3.22% 

Colombia -6.61% 

Chile -10.06% 

Brazil -10.82% 



Conclusions 
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Outlook: 
 

• Expect the Federal Reserve to withdraw out of necessity. Monetary policy has run its 
course, for better or worse. 
 

• Fiscal policy is what’s left, but dependent on political realities (infrastructure 
investments and health care spending). 
 

• Industrial metals are driven by emerging market demand. 

 

Recommendations: 
 
• Continue to focus on splitting the fence between growth and quality. 

 
• Consider targeted investment in industrial and precious metals, as cost of production 

now exceeds spot prices, and supply could therefore shrink. 
 

• Keep hedges intact for both inflation and deflation. 
 

• Focus on more active management in emerging markets and fixed income. 



Mean Reversion Dashboard 
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Source: JP Morgan Asset Management “3Q 2013 Guide to the Markets”, p. 5, 9, 54-55. JP Morgan sources data from MSCI, FactSet, Standard & Poor’s, and Russell 
Investment Group. Trailing P/E ratios are bottom-up values defined as month-end price divided by the last 12 months of available reported earnings. Historical data can 
change as new information becomes available. Past performance is not indicative of future returns. 



Economic Dashboard 
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Source: Bloomberg LP and Federal Reserve. Data is from sources deemed to be reliable.  No representation or warranties either  expressed or implied are made as to the 
accuracy of the information presented. Data as of 6/30/2013. 
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U-3 Unemployment and U-6 Underemployment 

U3 U6
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Personal Wealth 

S&P 500 S&P/CS Housing Index

0

5

10

0

50

100

150

6
/1

/2
0

0
3

1
/1

/2
0

0
4

8
/1

/2
0

0
4

3
/1

/2
0

0
5

1
0

/1
/2

0
0

5

5
/1

/2
0

0
6

1
2

/1
/2

0
0

6

7
/1

/2
0

0
7

2
/1

/2
0

0
8

9
/1

/2
0

0
8

4
/1

/2
0

0
9

1
1

/1
/2

0
0

9

6
/1

/2
0

1
0

1
/1

/2
0

1
1

8
/1

/2
0

1
1

3
/1

/2
0

1
2

1
0

/1
/2

0
1

2

5
/1

/2
0

1
3

S
&

P
 5

0
0
 P

ro
fi
t 
M

a
rg

in
 

S
&

P
 5

0
0
 E

P
S

 

Profits and Earnings 

S&P 500 EPS S&P 500 Profit
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Corporate Spreads 

BB Spreads A Spreads
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Wages and Savings 

Income Savings Rate
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Change in Inventories 

Change in Inventories
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