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Alternative Investment Strategies for the Late-Stage Expansion
We continue to see signs of slowing economic growth 
and high valuations across traditional asset classes, 
indicating that we are late in the economic and 
investment cycle and leading us to expect lower returns 
and increased volatility in the next few years. This is 
often a signal to de-risk portfolios, and we have reduced 
exposure to particularly vulnerable areas. However, 
being too defensive too early can be costly, as we still 
expect the economy to grow and anticipate low interest 
rates to limit returns from traditional bond portfolios.  

These circumstances highlight the role that strategic 
allocations to alternative investments can play in client 
portfolios. These investments have characteristics 
that are distinct from stocks and bonds and therefore 
can provide extra diversification as well as potential 
for attractive returns. While this can be beneficial for 
clients, alternative investments also present challenges 
that require thoughtful consideration. The following 
are particularly important when analyzing alternative 
investments:

LIQUIDITY: These investments typically require 
investors to commit their capital for specific periods 
of time, sometimes one or two years, sometimes 10 
or more.

CASH FLOWS: Certain alternative investments 
provide regular income, while others do not provide 
distributions for several years. 

STRUCTURE: Some vehicles, such as limited 
liquidity mutual funds or partnerships, can impact 
the investment experience.

TAXES: Filing requirements and tax efficiency vary 
across alternative investments.

REPORTING: Quotes are usually not available daily; 
investors assess returns and price volatility via 
quarterly reports.

DIVERSIFICATION: Some investments can diversify 
portfolios better than others, so the correlation of 
the investment with the client’s other assets is 
important.  

EXPERTISE: Alternative investments are highly 
specialized, requiring significant time and resources 
to find managers with necessary expertise.  

Over the last decade, City National Rochdale has 
dedicated more research resources to identifying 
attractive investment opportunities that address the 
unique needs of our clients. We expect to continue 
expanding our capabilities in both traditional and 
alternative investment categories, enabling our clients to 
access the potential benefit from diversifying strategies.

Looking ahead, City National Rochdale will carefully 
navigate this late-cycle environment, balancing total 
return with principal protection. A key part of our 
approach will continue to be suitable allocations to 
alternative investment strategies that can help provide 
stronger returns in the face of low expectations from 
traditional asset classes. Our current alternative 
investments include:

REINSURANCE: Insurance contracts covering 
natural disasters can provide attractive returns 
uncorrelated with traditional asset classes. 

CLO EQUITY: Structures financing corporate loans 
can provide high levels of income and diversify 
traditional fixed income portfolios. 

PRIVATE EQUITY SECONDARIES: Purchasing 
discounted interests from investors in private equity 
investments can generate strong returns with early 
cash flows.  

HEALTH CARE ROYALTIES: Financing later-stage 
drugs allows for potentially high returns that are less 
exposed to macroeconomic forces. 

CAPITAL LEASING: Owning and leasing hard assets, 
such as railcars and aircraft, can provide strong, 
stable income that is tax-advantaged due to the 
application of accelerated depreciation. 

SHORT-TERM EMERGING MARKETS DEBT: Certain 
emerging markets bonds offer very attractive yields, 
a unique opportunity over the next few years.

From the Desk of 
Garrett R. D’Alessandro, CFA, CAIA, AIF ®

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document and are subject to change.
Please see the disclosure section at the back of this presentation for important additional information.
Investment management services provided by City National Bank through its wholly owned subsidiary City National Rochdale, LLC, a registered investment advisor.
For additional information about the investment management services provided by City National Rochdale, please call (800) 245-9888 or visit cnr.com.

Garrett R. D’Alessandro, CFA, CAIA, AIF®

Chief Executive Officer 
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Those looking for a quiet summer didn’t get it. Though most 
financial markets advanced modestly in the third quarter, 
the climb higher was jarring at times, with sentiment 
flipping quickly between risk-on and risk-off. In August 
alone, we experienced 11 days with market moves of 1% or 
more as slowing global economic growth, broader political 
uncertainty, and falling and even negative interest rates all 
took turns drawing investor attention. 

In many ways, these concerns aren’t new. Worries over the 
pace of economic growth and uncertainty around policy have 
been with us ever since the global financial crisis ended, 
causing periodic bouts of market and interest rate volatility. 
But lately things have started to feel more concerning. While 
fundamentals on the whole look reasonably healthy, the 
business cycle is aging, growing more vulnerable to policy 
missteps and other shocks. 

It has been a good year for U.S. investors. The global economic 
slowdown and geopolitical turmoil have created a run toward 
safe assets, as reflected by the 6.3% YTD increase in the 
Barclays Global Aggregate Bond Index.  At the same time, 
Fed rate cuts and prospects for continued U.S. economic 
growth have helped produce strong gains in equities, with 
the S&P 500 index up 20.6%.  However, stepping back our 

perspective, we see that the stock market ended the third 
quarter having made only limited headway (+3.7% price 
increase) since it hit its January 2018 high. 

This is what late-cycle investing looks like: more modest gains, 
harder fought with higher volatility, as investors grapple with 
mixed messages about the sustainability of the expansion. 
Moving forward, we expect economic growth will remain 
challenged and interest rates depressed for some time. While 
that doesn’t mean the potential for further market gains is 
over, it does mean investors should expect lower returns 
across asset classes than they enjoyed over the last few 
years.

Of all the factors underlying market turbulence, the trade 
war continues to cast the longest shadow. Twice before over 
this expansion, we’ve experienced cyclical downturns in the 
global economy, yet this current episode has the potential 

Modest Gains, More Volatility Mark 
Late-Cycle Investing
Matthew Peron
Chief Investment Officer, Senior Managing Director

Investors’ concerns spark increased volatility

Economy remains strong despite trade conflict

Moderate risk taking likely to be rewarded
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to be more enduring and threatening. Uncertainty about the 
extent and longevity of trade disputes has dampened not 
just trade, but sentiment and related expenditures, such as 
new investment and job hiring. The longer the trade conflict 
remains unresolved, the more it will damage the global 
economy and corporate profits.

The big question, though, is whether this weakness will 
spread to the much larger services sector, which for the 
most part held up well against the previous downturns in 
manufacturing seen this cycle.  Indeed, until recently, the case 
could be made that the broader economy would be generally 
immune to concerns about global trade conflict. However, 
the latest data on confidence, consumption and household 
employment have shown potential early signs that may be 
changing, a risk not lost on financial market participants.

Despite these worries, we don’t see a recession in the 
immediate future. The usual suspects are missing. The 
household sector remains in generally good shape with 

unemployment at a 50-year low, inflation pressures are 
modest, and there are few signs of excess in the economy.  
Global financial conditions have also eased significantly over 
the past four months, which usually bodes well for global 
growth and equity prices, thanks in part to the dovish pivot 
by most central banks. 

All this suggests moderate risk taking will likely continue 
to be rewarded in coming quarters — even as recent 
developments reinforce our decision to focus on greater 
portfolio resilience (see table). We are approaching the end 
of a very long economic and market cycle, which means the 
easy money has already been made. From here, investors 
will have to construct portfolios with increasing care. We still 
believe maintaining a portfolio of high-quality, durable assets 
will beat a bond or cash portfolio in the months ahead, so 
we want to stay invested to earn our yield and growth. But 
as the cycle matures and risks rise, we will continue to take 
steps to protect our clients’ capital.

Our Late-Cycle Playbook In Action

Asset Class Recent Changes

U.S. Large Cap Equities

• Reduced to neutral weight 

• Increased exposure to lower P/E, higher quality, franchise stocks

• Reduced exposure to cyclical and export-oriented sectors most affected by trade/
global headwinds

U.S. Mid/Small Cap Equities • Reduced to max underweight

Dividend & Income Equities • Increased our aggregate dividend growth level while maintaining a focus on valuation, 
aggregate yield level and safety of the dividend

International Equities
• Reduced Develop Markets (DM) exposure to max underweight

• Favor domestically focused Emerging Markets (EM) Asia equities

Core Fixed Income
• Increased credit quality in recognition of late-cycle indicators

• Favor municipals for tax haven and lower volatility

Opportunistic Fixed Income

• Favor short-duration EM debt and bank loans 

• Lowering local currency exposure in favor of USD bonds

• Reduced U.S. & EM Fixed Rate HY exposure

Alternative Investments
• Recommending non-correlated diversification options in less-liquid areas of the market, 

which can provide high yields, strong fundamental quality and price stability, as well 
as boost long-term performance (CLOs, reinsurance, capital leasing investments, etc.)

Cash • Raised allocation weight to 2%

Source: City National Rochdale as of 10/2019
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The U.S. economy is continuing to do well. However, geopolitical 
uncertainty is overshadowing its potential. Therein lies the tug 
of war. 

Geopolitical uncertainty is centered around trade tensions 
between the U.S. and China. The conflict, which has been going 
on for more than a year, escalated between May and August. 
It has softened since then, with both sides making minor 
concessions. There is an important trade meeting scheduled 
for October. A resolution is not expected from that meeting, 
but it should supply insight on the future tone and trajectory of 
negotiations — will they be cordial or hostile? 

As for the domestic economy, it is on a solid footing despite 
a summer full of uncertainty that included the trade tensions, 
a slowing global economy and at times an inverted yield 
curve. Broadly speaking, the economy is being supported by 
longevity (the longest expansion on record at 123 months), an 
unemployment rate near 50-year lows, and ongoing growth 
above potential (see chart).

Looking at the various components of the economy reveals yet 
another tug of war. The manufacturing sector, which accounts 
for a little more than 10% of GDP, is showing relatively flat 

growth and some contraction. Meanwhile, consumer spending, 
which makes up almost 70% of GDP, is growing much faster 
than the overall economy. In Q2 it grew at a robust pace of 
4.6%. Estimates for Q3 are pointing to a slower pace of growth, 
maybe around 3.0%.

There is an important caveat here. Manufacturing tends to be a 
coincident or leading indicator, while consumer spending tends 
to be a lagging indicator. Just because manufacturing has not 
been performing well of late doesn’t mean it cannot change 
direction. Twice before in this expansion, the manufacturing 
sector has drifted into the contraction zone only to bounce back 
(see chart).

We believe the economy will continue to grow. However, since 
it is at a mature stage of expansion, it will do so more slowly 
than last year, supported by continued labor growth and benign 
inflation and consumer spending.

Tug of War: Economy and Geopolitical 
Uncertainty in Conflict 
Paul Single
Managing Director, Senior Portfolio Manager

Economy is doing well, but geopolitical uncertainty is a concern

Growth may slow as expansion reaches record lengths

Consumer spending has been strong but is a lagging indicator
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In early 2019 we posited that fixed income returns would 
improve from 2018, with a tailwind from the global deceleration. 
We were right… but what we didn’t see at that point was 
the sharp, Twitter-induced escalation of the trade war that 
further damaged confidence globally, drove some trade-reliant 
economies (e.g., Singapore, Germany) to zero or negative 
growth, and produced strong returns among safe assets. The 
resultant dovish shift in the Fed’s tone ultimately led to two rate 
cuts during the quarter. We expect one or two more quarter 
point cuts in the Fed Funds rate this year, followed by another 
cut in 2020 (see chart). This suggests that despite a sharp drop 
in yields YTD, tailwinds to fixed income performance are likely 
to persist in the short to medium term.

Yields on as much as 25% of the global bond market were 
negative during the third quarter (see chart). Interestingly, 
the majority of negative yields shifted from Japan to Europe 
as expected further easing by the European Central Bank 
was priced into the market. While lower European rates have 
had their intended impact of increasing loan growth, they 
have also increased the household savings rate, which has 
been counterproductive. Because they encourage net capital 
savings, we view negative rates as a long-term headwind for 
the European economy. Back at home, the U.S. dollar and 

rates markets continue to attract global capital, enabling our 
increasing deficit financing needs and serving to keep rates 
lower than domestic growth would otherwise suggest.

Intense media-driven concern about the inverted yield curve 
belies the statistics that indicate the time from inversion to 
recession varies widely. In the last instance, it was roughly 
2 ½ years between inversion and the financial crisis. While 
we believe the inversion is meaningful and bears watching, 
we also think the glide slope is long and the risk of domestic 
recession over the next 12 months is low. We further note that 
while the U.S. Treasury yield curve is inverted (in places), the 
corporate and municipal bond curves remain steep, providing 
opportunities to extend duration for clients seeking to preserve 
income as the Fed lowers short-term rates. 

Fixed Income Outlook Positive 
Despite YTD Gains
Gregory S. Kaplan, CFA
Director of Fixed Income, Managing Director

Fixed income tailwinds likely to persist despite YTD 
strength

Negative yields globally keeping downward pressure on 
U.S. rates

Inverted Treasury yield curve matters, but near-term risks 
are low
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Most major stock indexes were positive for the first three 
quarters as the market recovered from a tough 2018 and 
the U.S. economy continued to perform well. However, the 
environment for investors seeking income has been challenging 
as interest rates have been falling. Our response is our familiar 
High Dividend theme: a strategy for solid income that can grow 
along with the economy.

For the past couple of years, we have focused on worries 
over rising rates or a falling market prompted by recession 
concerns (which we are still carefully monitoring). Currently, 
we are focused on our solid yield strategy, which has income 
projected to grow between 3% and 6% annually in aggregate, 
backed by companies with cash flow-driven businesses our 
fundamental research team feels are well positioned for 
the current economic environment. These are companies 
able to grow earnings and dividends with defensive business 
operations. 

The graph below looks more closely at how income helps drive 
returns, highlighting the power of compounded interest (or 
dividends). We start with the current yield of a typical High 
Dividend portfolio (roughly 4%), then grow the portfolio at 3% 

per year over 20 years — at the bottom of our 3-6% expected 
dividend growth rate. Given an initial $1 million portfolio, we 
would expect the portfolio to be generating roughly $145,000 
in income annually at year 20, up from $40,000 at the start, 
assuming all dividends are reinvested and using portfolio 
growth of 3% (along with dividend growth). Total dividends 
received over the 20 years would be roughly $1.64 million, 
a bit more than double what would be received with no 
dividend growth or compounded growth. Given the power of 
compounded dividends, we believe the strategy is attractive to 
income investors with either long or short time horizons.

Our view is that strong cash flows, coupled with solid growth 
rates, should continue to drive the attractive total returns the 
City National Rochdale Dividend Strategy has achieved in the 
past. 

Dividend-Growing Stocks Help 
Investors Seeking Income
David J. Abella, CFA
Managing Director, Senior Portfolio Manager

Companies with steady cash flows can produce reliable income

Defensive-oriented companies provide margin of safety

Solid yields and compounded growth help drive returns
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Index Definitions

The Standard & Poor’s 500 Index (S&P 500) is a market capitalization-weighted index of 500 common stocks chosen for market size, liquidity, and industry 
group representation to represent U.S. equity performance.

The ISM Manufacturing Index is based on surveys of more than 300 manufacturing firms by the Institute for Supply Management (ISM). The ISM Man-
ufacturing Index monitors employment, production, inventories, new orders and supplier deliveries. A composite diffusion index monitors conditions in 
national manufacturing and is based on the data from these surveys.

The Economic Policy Uncertaity (EPU) Index is constructed from three types of underlying components: news coverage about policy-related economic 
uncertainty, tax code expiration data, and economic forecaster disagreement.

The Bloomberg Barclays Global Aggregate Bond Index is a flagship measure of global investment grade debt from twenty-four local currency markets. 
This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds from both developed and emerging 
markets issuers.

Indices are unmanaged and one cannot invest directly in an index

Important Information 

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document and are subject to change.

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 on the date of this document and are subject to change.

Concentrating assets in a particular industry, sector of the economy, or markets may increase volatility because the investment will be more susceptible to 
the impact of market, economic, regulatory, and other factors affecting that industry or sector compared with a more broadly diversified asset allocation.

Private investments often engage in leveraging and other speculative investment practices that may increase the risk of investment loss, can be highly 
illiquid, are not required to provide periodic pricing or valuation information to investors, and may involve complex tax structures and delays in distributing 
important tax information.

Alternative investments are speculative, entail substantial risks, offer limited or no liquidity, and are not suitable for all investors. These investments have 
limited transparency to the funds’ investments and may involve leverage which magnifies both losses and gains, including the risk of loss of the entire 
investment. Alternative investments have varying and lengthy lockup provisions. Please see the Offering Memorandum for more complete information 
regarding the Fund’s investment objectives, risks, fees, and other expenses.

There are inherent risks with equity investing. These risks include, but are not limited to, stock market, manager, or investment style. 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 vola-
tility, 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 risks may include interest rate, call, credit, market, inflation, government policy, liquidity, or 
junk bond. 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. 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 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. 

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, there is no guarantee that investment 
objectives will be met and investors may lose money. Diversification does not ensure a profit or protect against a loss in a declining market. Past perfor-
mance is no guarantee of future performance.
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