JANUARY 21 , 2 02 0

On the Radar
FAQS ON THE MARKE TS AND ECONOMY

What is City National Rochdale’s investment outlook?
Given our continued favorable assessment of the fundamental
backdrop, we remain positive on U.S. equities in general and continue
to see attractive prospects in the opportunistic fixed income class.
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Still, we expect more modest and volatile gains across financial
markets in 2020, with yield rather than price appreciation becoming
an increasingly important part of total return.
Late-cycle conditions of slower growth and greater vulnerability to
policy missteps will require that investors be more selective in their
portfolios.
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Our late-cycle playbook has served us well through the many highs
and lows over the past two years, and we continue to believe the best
course of action as the economic cycle matures is building a resilient
portfolio of high-quality, durable assets.
By keeping our focus on high-quality U.S. stocks, select credit areas
and alternatives, we have positioned our portfolios to help withstand
late-cycle volatility and minimize risk, yet continue to participate in
ongoing gains.
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Source: City National Rochdale as of January 2020. Forecast expected returns
represent City National Rochdale’s opinion for these asset classes, are for illustrative purposes only and do not represent client returns. The expected returns
presented for these asset classes do not reflect any deductions for City National
Rochdale fees or expenses. Actual client portfolio and investment returns will
vary.
*Forecasted expected returns for HY Municipal and Municipal FI represent the
taxable equivalent return at a 43.40% tax rate.

KEY QUESTIONS
How significant is the recently signed U.S.-China trade agreement?
Will higher oil prices derail the economy?
What is the big differential between ISM’s manufacturing and non-manufacturing indexes telling us?
What did we learn from the recent Fed minutes?
Investment management services provided by City National Bank through its wholly owned subsidiary
City National Rochdale, LLC, a registered investment advisor.
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How significant is the recently signed U.S.-China trade
agreement?
The limited trade deal recently signed by U.S. and Chinese officials

global outlook which has struggled against rising trade tensions.

is certainly a welcome development in what’s been an increasingly

Equity markets have rallied to record highs, in part, on rising hopes

harmful confrontation between both nations. However, we are

that the U.S. and China are making progress in their trade dispute.

skeptical this signals the start of a more meaningful reduction in
tensions anytime soon.

Still, we think good news has been priced in, and, with many
core issues of contention having been pushed off to “Phase 2”

The agreement halts any additional new US tariffs, while scaling

negotiations, we suspect that friction between both nations will be

back by half a separate tranche imposed last September. On

a continuing source of economic uncertainty and market volatility

its own, that would very modestly reduce the average tariff on

in 2020. We also remain concerned that the Trump Administration

Chinese imports from 21.1% to 19.3% — still more than double the

may now take the opportunity to turn its attention on other key

average rate when the trade war began in 2018.

trading partners and economically sensitive sectors, such as autos.

In exchange, Chinese officials have pledged to substantially

Our asset allocation and investment strategies are positioned

increase China’s imports of U.S. goods and services by at least

to take this uncertainty into account. We are overweight in U.S.

$200 billion over the next two years. China has also agreed to

equities and underweight in international markets, particularly

make some structural changes in how it deals with intellectual

those of other developed economies that are more affected by

property rights and its practice of forcing technology transfers of

trade disruptions. Likewise, our domestic equity strategy has little

American companies in order to access the Chinese market.

exposure to sectors of the economy that have greater potential to

By removing the threat of new tariffs, reducing some uncertainty

be impacted, such as autos and semiconductors.

and providing a small boost to GDP from exports, the deal is
certainly a near-term positive for the US economy, as well as the

Despite Phase 1 Trade Deal, Tariffs Remain Significantly Higher

China's tariff on US exports
US tariff on Chinese exports
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Source: Peterson Institue for International Economics as of January 2020.
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Will higher oil prices derail the economy?
We do not think so. The world is a very different place, compared
to the 1970s, when the price hikes following the 1973 OPEC oil
embargo and 1979 Iranian revolution strained the U.S. economy.
Nowadays, spending on gas and energy accounts for just about 2% of
all household spending, which is down dramatically from the 6% level
of the 1980s. So, if there is a marked increase in the price of oil, the
impact would not be as great. In addition, household balance sheets
are very strong, so they can more likely weather the higher prices.
Furthermore, most of the oil the U.S. consumes comes from domestic
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petroleum products (chart). This is due to the increased amount of oil
that we are producing from fracking. It also includes exports, such as
liquefied natural gas, which is a byproduct of fracking.
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Source: U.S. Census Bureau as of October 2019.

What is the big differential between ISM’s manufacturing
and non-manufacturing indexes telling us?

level of 47.2, it is at the lowest level in nine years.
This past summer, there were concerns that the weakness in
manufacturing could be a possible harbinger of a near-term recession
(we didn’t believe it). That is not the case now. The downdraft in
the manufacturing sector is not due to a weak domestic economy/
demand, but rather it is the result of antagonistic trade policies, weak
markets to export, and a pullback in investment. With the Phase One
trade deal with China planned to be signed this week, better days for
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Simply, manufacturing is in the doldrums, and the service sector,
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What did we learn from the recent Fed minutes?
The Fed would really like to stay put with the level of interest rates,

Retail Sales (%)

even if economic growth and inflation pick up again (chart). Their new
mantra regarding monetary policy is “it is in a good place.”
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There were no surprises in their outlook. The general description of
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economic growth is “moderate,” and inflation is continuing to run
below their target of 2.0%.

Federal Funds Rate & FOMC Projections (%)
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Projection: Dec '19

toward the downside.” They are upbeat about the prospective
improvements in the U.S.–China trade relation (Phase One deal is to
be signed this week) and a coordinated Brexit scenario.
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Source: Federal Reserve Bank as of December 2019.
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Important Disclosures
The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. This presentation is not an offer to buy
or sell, or a solicitation of any offer to buy or sell, any of the securities mentioned herein.
Certain statements contained herein may constitute projections, forecasts, and other forward-looking statements, which do not reflect actual results and are
based primarily upon a hypothetical set of assumptions applied to certain historical financial information. Certain information has been provided by third-party
sources, and although believed to be reliable, it has not been independently verified, and its accuracy or completeness cannot be guaranteed.
Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document and are subject to change.
There are inherent risks with equity investing. These include, but are not limited to, stock market, manager, or investment style risks. Stock markets tend to
move in cycles, with periods of rising prices and periods of falling prices.
Investing in international markets carries risks such as currency fluctuation, regulatory risks, and economic and political instability.
Emerging markets involve heightened risks related to the same factors as well as increased volatility, lower trading volume, and less liquidity. Emerging markets
can have greater custodial and operational risks, and less developed legal and accounting systems, than developed markets.
There are inherent risks with fixed income investing. These may include, but are not limited to, interest rate, call, credit, market, inflation, government policy,
liquidity, or junk bond risks. When interest rates rise, bond prices fall. This risk is heightened with investments in longer-duration fixed income securities and
during periods when prevailing interest rates are low or negative.
Investments in below-investment-grade debt securities, which are usually called “high-yield” or “junk” bonds, are typically in weaker financial health, and such
securities can be harder to value and sell and their prices can be more volatile than more highly rated securities. While these securities generally have higher
rates of interest, they also involve greater risk of default than do securities of a higher-quality rating.
The yields and market values of municipal securities may be more affected by changes in tax rates and policies than similar income-bearing taxable securities.
Certain investors’ incomes may be subject to the federal Alternative Minimum Tax (AMT), and taxable gains are also possible.
Investments in the municipal securities of a particular state or territory may be subject to the risk that changes in the economic conditions of that state or
territory will negatively impact performance. These events may include severe financial difficulties and continued budget deficits, economic or political policy
changes, tax base erosion, state constitutional limits on tax increases, and changes in the credit ratings.
Investments in emerging markets bonds may be substantially more volatile, and substantially less liquid, than the bonds of governments, government agencies,
and government-owned corporations located in more developed foreign markets.
Returns include the reinvestment of interest and dividends.
Investing involves risk, including the loss of principal.
As with any investment strategy, there is no guarantee that investment objectives will be met, and investors may lose money.
Past performance is no guarantee of future performance.
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