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The Complexities of Responsible Investing
Responsible Investing assets have grown to $35 trillion, 
increasing 540% since 20161. Over the past several 
years, Responsible Investing has gained significant 
attention from central banks, politicians, businesses and 
investment managers. While there is a wide variety of 
views on this topic and many interpretations of what 
makes for valid Responsible Investment decisions, it 
generally refers to the consideration of environmental, 
societal and governance (ESG) issues by an investment 
manager during the research process. Research 
approaches range from those that exclude companies 
that don’t meet an investor’s definition to more 
sophisticated approaches that integrate a breadth of 
factors into a holistic assessment of how each company 
is addressing its impact on environmental, societal and 
governance issues. This category of investing is forecast 
to grow 15% to $53 trillion by 20252.

We have heard a wide range of thoughts from clients 
related to the topic of Responsible Investing. While 
there is a degree of common understanding in some 
areas, there are other issues where there is little 
common ground. Beyond finding agreement on selecting 
issues and measuring impact, there are many different 
views about how one’s values should play a role in an 

investment portfolio. As an investment manager, our 
main focus is finding high-quality companies to invest 
in for the long term. We do need to assess trends that 
may impact the drivers of investment returns, such as 
economic growth and corporate profits. 

ESG trends should be considered so we can make 
an assessment as to the impact of such trends on the 
companies we invest in. Our research process takes a 
fundamental approach to assessing these changes by 
seeking new opportunities or avoiding risks created by 
ESG factors. We do, though, balance these considerations 
with many drivers of investment risk and return. 

We believe Responsible Investing is a complex topic 
and are avoiding an over-simplification of the issues that 
can prove to be impractical. Shifting attitudes toward 
ESG issues can lead to changing legal and regulatory 
environments, and companies incorporate into their 
strategic decisions how these shifts can impact their 
revenues and profits in the years ahead. We have to 
understand how each company is adjusting to these 
shifting trends that could impact their profits. It is 
good investment management to consider such risks 
and incorporate their potential impact into investment 
decision-making.

Such long-term secular shifts can bring about investment 
in new technologies and evolving consumer preferences, 
and we are focused on identifying companies positioned 
to benefit from such trends. This includes our research 
team seeking to identify companies with innovative 
technology and poised to capture the opportunity in a 
sustainable, profitable manner. 

As a society we are constantly learning and adapting to 
change. As investors, it is prudent for us to be mindful 
of the changing environment and adapt our portfolios 
accordingly, but it is critical that we do so accounting 
for nuances and tradeoffs that present themselves, and 
understand that simple approaches may not always 
achieve the desired outcomes. 

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

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

Chief Executive Officer 
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.
City National Rochdale, LLC is a registered investment advisor and a wholly-owned subsidiary of City National Bank. City National Bank provides investment management 
services through its sub-advisory relationship with City National Rochdale, LLC.
For additional information about the investment management services provided by City National Rochdale, please call (800) 245-9888 or visit cnr.com.

Source: Global Sustainable Investment Review 2020.
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Just two months. That’s how long the pandemic-triggered 
recession lasted, from February to April 2020, marking it as 
the shortest economic downturn in U.S. history, according 
to a recent decision from the National Bureau of Economic 
Research’s (NBER) Business Cycle Dating Committee. When 
pandemic lockdowns pushed the economy into freefall 
last spring, many economists worried that it would take 
consumers and businesses years to recover. They now 
estimate that U.S. GDP surpassed its pre-pandemic levels in 
the second quarter. The result has been a collapse and boom 
without historic precedent, where fears of a long-lasting, 
demand-driven recession like the past cycle have now been 
replaced by concerns over peak growth and the type of 
material and labor shortages that typically develop toward 
the end of an expansion.

For those scratching their heads, the NBER’s declaration 
may seem like old news. The economy has been on the 
mend for some time now, and as Americans head into the 
summer sun, economic momentum is sizzling, tempered 
only by supply constraints that are limiting production and 
activity. Wherever you look, everyday life is starting to more 
and more resemble something approaching normal, with 
significant vaccination progress allowing most people to 
once again confidently walk out their doors and businesses 
to reopen theirs. 

Of course, the battle against COVID-19 has not yet been 
fully won, and rising cases driven by the Delta variant are a 
reminder of the near-term risk the virus continues to hold 
over the outlook. While cognizant of the negative impact 
this rapidly spreading virus can have, particularly in areas of 
under vaccination, we believe there is cause for optimism. 
The efficacy of the vaccines is very high and the number of 
severe illnesses and hospitalizations among those vaccinated 
is very low. Additionally, both Pfizer and Moderna have 
been working on new vaccines to directly address the Delta 
variant, with testing set to begin in August3. Because the 
Delta variant is so similar to the original strain, a positive 
outcome is likely, in our view, as is the prospect of a smooth 
ramp-up in manufacturing.

Temporarily shutting down a large part of the $20 trillion U.S. 
economy and then restarting it months later was bound to 
come with glitches. The speed of the recovery has stressed 

supply chains, labor shortages have emerged, and inflation 
is heating up, with reopening creating a flood of demand 
for the same items and services coming all at once. It will 
take some time, but we think these issues are all solvable. 
Businesses are increasing capacity, and as more production 
comes online, bottlenecks and price pressures will ease. At 
the same time, labor participation is expected to increase in 
coming months as pandemic unemployment benefits expire, 
schools reopen and virus fears continue to fade. 

Unlike prior severe recessions driven by major imbalances 
in the economy like excess debt or asset bubbles, we 
believe the legacy of the COVID-19 pandemic will not be 
a prolonged period of retrenchment that hinders consumer 
spending and discourages businesses from expanding. Few 
such imbalances existed when the pandemic hit, and timely 
government action staved off broader damage by bolstering 
the financial system and helping to shore up business and 
household balance sheets through multiple rounds of massive 
stimulus. The upshot is households, banks and businesses 
are in general emerging in much sounder shape than they 
were pre-pandemic, eager to spend and invest. Although the 
hardships brought about by the pandemic remain very real 
and ongoing for millions of people, it is encouraging to see 
how limited the signs of long-term economic damage have 
been, and we expect that this recovery will be more durable 
as a result. 

Going forward, we think the economic acceleration from 
reopening has likely peaked, but the foundation for self-
sustaining growth is falling into place, where higher demand 
and healthy private sector fundamentals create a positive 
feedback loop throughout the economy – a virtuous circle of 
greater business investment and hiring to boost production, 
leading to increased productivity and wage growth, and so 
on. Meanwhile, government spending looks set to remain 
supportive, with a big infrastructure package in the pipeline 
and the Fed expected to remain largely accommodative until 
it reaches its goal of full employment. 

From an investment perspective, an outlook for an extended 
multiyear cycle means prospects for risk assets remain 
positive, and we continue to view stocks and high-yield credit 
as attractive over low yielding investment grade corporate 
bonds and Treasuries. Despite the natural challenges of 

A Virtuous Cycle

Tom Galvin
Chief Investment Officer
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ramping back up, the economy seems capable of providing 
further upside surprises, and there is plenty of scope for 
growth ahead once we finally move beyond pandemic-
created crisis. Still, the second year of a bull market is often 
more challenging than the first, and a pickup in volatility 
would be normal at this stage.

In contrast to the NBER, markets have been well ahead of 
the curve for some time now, looking through the near-term 
damage of COVID-19 restrictions on economic activity and 
staging the fastest market rally on record. However, for 

much of the past year and a half, momentum has been tied 
to one theme: the COVID-19 recovery. With the recovery 
now transitioning to expansion, investor attention is likely 
to increasingly turn to worries over peak growth and higher 
inflationary pressures, concerns about the withdrawal of 
monetary policy support, uncertainty about the direction of 
interest rates, and the possibility of higher taxes. None of 
these potential headwinds are likely to derail the new bull 
market, but they do signal to us that gains ahead are likely to 
be more modest and harder fought, requiring a more selective 
approach to portfolio construction.

For illustrative purposes.

Monetary Stimulus Kick-Starts a Virtuous Economic Cycle
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Although some market observers are viewing the anticipated 
slowing in growth rates of key metrics such as monetary 
and fiscal stimulus, money supply, and purchasing manager's 
indices as a source of concern, we believe such developments 
are a normal occurrence over the course of economic cycles 
and indicative of an economy that is evolving into self-
sustaining mode. While the slowing in these key metrics will 
lead to a slowing in the rate of earnings growth and revision 
trends, and could produce an overdue pullback in stock 
prices, such volatility should also create opportunities for 
buying given our multiyear economic expansion thesis.

From a regional perspective, we remain overweight U.S. 
equities among developed markets due to the superior 
economic and profit outlook. This relative earnings growth 
advantage should lead not only to higher price appreciation 
but also to faster rates of stock repurchases and dividend 
growth, bolstering the demand for stocks. In both our U.S. 
Core Equities and High Dividend Income strategies, our focus 
continues to be on high-quality companies with durable 
franchises that have superior earnings and dividend growth 
prospects, and are selling at reasonable valuations. From a 
market capitalization perspective, the potential for higher 
incremental operating margins is particularly positive for 
companies at the lower end of the capitalization spectrum, 
given that their net income is allocated to a lower number of 
outstanding shares. 

Thematically, we continue to believe a normalization of 
consumer behavior will provide above-average return 

potential. This normalization will come across a wide range 
of activities, including but not limited to travel; going back 
to schools, malls and restaurants; increased purchases of 
durable goods, which will drive demand for semiconductor 
content and financial services; as well as a return to medical 
services that have been neglected during the pandemic. 
While the demand for technology products will remain high, 
the growth rates for consumer products will likely slow 
as corporate spending shifts from supporting “work from 
home” to investments in cloud-based software and services 
supporting digital transformation initiatives. Another common 
feature across our equity holdings is exposure to companies 
that will benefit from increased spending by governments, 
corporations and consumers to address numerous challenges 
brought about by climate change.

From a global perspective, emerging markets in Asia 
continue to hold better total return opportunities due to 
meaningful advantages versus non-Asia emerging markets 
based on a superior economic outlook as supported by our 
4Ps framework analysis and more consistent, less cyclical 
earnings growth. While growth in China has slowed recently 
and stocks have been negatively impacted by recent shifts 
in government policy, we view these issues as transitory. 
Valuations are attractive from an historical perspective 
and our external managers are focused what we believe 
to be on a number of positive secular growth trends and 
leading companies that are positioned to capitalize on these 
opportunities.

Viewing Volatility as Opportunity
Tom Galvin
Chief Investment Officer

Source: FactSet.

Market Returns Typically Moderate in Year 2 of Bull Market Recoveries 
with Higher Volatility

Source: Bloomberg. United States: S&P 500 Index. Europe: MSCI Europe 
Index. Emerging Markets Asia: MSCI Emerging Markets Asia Index. 

Emerging Markets Excluding Asia: MSCI Emerging Markets Excluding 
Asia Index.
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Municipal bonds continue to demonstrate durability and staying 
power within fixed income portfolios, capping a solid quarter 
of performance that saw a fourth consecutive month of gains 
in June, pushing nominal YTD returns of investment grade 
(IG) and high yield municipal (HYM) bonds above 1% and 
6%, respectively, according to Bloomberg Barclays Indices.  
Despite episodic volatility in financial markets and the economy, 
municipal bonds bested virtually all other fixed income segments 
at midyear (see chart). Investors’ search for yield can rationalize 
the outperformance by accepting credit risk and extending 
duration in a more sanguine market environment. Technical 
support is unlikely to wane, but we see risks to the outlook 
should the investor mindset change over prospects for higher 
taxes, potentially leading to a reduced pace of fund flows and 
increased rates. Unlocking additional performance may be 
challenging against a backdrop of seemingly fully valued bonds 
and absolute yields near historic lows. Nevertheless, IG and 
HYM bonds should deliver further stable income and favorable 
tax-adjusted returns this year. 

A recurring theme in the municipal market is the supply/demand 
imbalance. Both tax-exempt and total municipal issuance is 
higher year-over-year. According to Lipper, municipal fund flows 
reached nearly $60 billion through 2Q2021, a record pace and 

among the highest inflows in almost 30 years of reporting. With 
robust institutional demand and HYM attracting significant 
investment with an improving economy, credit spreads 
continue to compress. At approximately 60 bps, the spread 
between BBB and AAA bonds leaves less room for additional 
tightening within IG. However, the yield differential between IG 
and HYM bonds suggests lower-quality municipal bonds have 
room to run (see chart). We expect valuations to remain frothy 
over the near term due to seasonal factors creating pronounced 
net negative supply.  

Credit conditions are improving, with more stable-to-positive 
sector and issuer rating actions, mainly due to the influx of 
federal aid and economic recovery. But while revenue trends 
exceed estimates for many municipal issuers and defaults 
remain low, we are monitoring the implications of COVID-19 
variants on the economy and the sustainability of structural 
budget balance over the medium term.    

Municipals Take Center Stage in Fixed 
Income Portfolios
Michael Taila
Co-Director, Fixed Income

Relative performance a bright spot, with likely moderation 
ahead

Investor demand is too much for supply to handle

Credit fundamentals buoyed by the current economic rebound

Source: Bloomberg Barclays Indices as of July 1, 2021.

1H2021 Fixed Income Performance

Source: MMD as of July 1, 2021.
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Early in 2021, revisions to growth combined with increasing 
inflation led to the largest 60-day increase in rates since 20164. 
This caused concern across high-quality bonds as returns 
tumbled -3.4%5. The level of real interest rates, — nominal U.S. 
Treasury Bond yields minus inflation — moved up 0.51%6 for 
the first time in the post-pandemic world. A consistent rise 
signals an expanding economy and supports higher long-term 
bond returns, which helped high-quality bonds stabilize.

Inflation remains the primary concern associated with rising rates, 
squeezing the Federal Reserve. At the June 16 meeting, officials 
moved up the timeline for liftoff to 2023, acknowledging the 
inflationary threat, which sent rates tumbling. Until this point, 
expectations for increasing growth had overridden everything 
else, but indications of tighter policy can force rates lower. In 
lockstep, returns on high-quality bonds turned positive, and by 
the end of June, the sector had recovered more than half its 
initial decline. This decline in rates from the 1.8%7 high reached 
in Q1 reinforces our view that medium- to long-term bond 
returns will struggle to provide positive real returns and are 
likely to stay capped at a 1.0%-2.0% annualized pace.

While rates have danced, the High Yield market has paid little 
attention and continued its 2021 run, adding performance of 

1.5%-3.0%8 during the second quarter. This climb extends the 
rally since the post-COVID-19 low in rates set on August 4, 
2020, to nearly 10%9, on average. Growth matters most for high 
yield and is now abundant. The correlation between high yield 
and Q1 GDP growth revisions was 0.8 (see chart), indicating a 
strong positive relationship.

The other advantage in high yield is the significantly improved 
credit environment. Defaults are set to fall below 1.0%11 by 
the end of 2021, and the ratio of credit rating upgrades to 
downgrades is 1.312, the highest level since 2013. The pace of 
new debt issuance is also up 48%13 in 2021.

The continued probability of a multiyear expansion and rapidly 
improving credit fundamentals continue to indicate that high 
yield has room to climb.

Economic Growth Supports High 
Yield Returns
Charles Luke, CFA
Co-Director, Fixed Income

Yields have stabilized and returns on high-quality bonds have 
recovered

Higher yields help bond returns, so a decrease in yields in 
concerning

Growth matters most for high yield and is now abundant

Source: Bloomberg as of June 30, 2021.

High Quality Bond Returns

Source: Bloomberg as of April 30, 2021.
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Fed continues to have a more optimistic view of the economy 
and remains highly accommodative in its monetary policy 
stance. At its recent meeting on monetary policy, the central 
bank upgraded its view of economic growth this year to 7.0%, 
from 6.5%. This would be the largest increase in GDP since 
the early 1980s, when President Reagan had his big-spending 
programs. The Fed maintained its view on the unemployment 
rate at 4.5% (see chart). The Fed acknowledged that the 
economic landscape has changed drastically over the past few 
months. The economy is responding favorably to progress on 
vaccinations, which have reduced the spread of COVID-19.

Interestingly, the Fed signaled that it expects to raise short-term 
interest rates in 2023. This was a surprise. Back in March, the 
last forecast, there were no plans to raise rates. There are a few 
things to keep in mind regarding this outlook. The forecast is a 
simple average of the outlook of all 18 members of the Federal 
Open Market Committee (FOMC). Some members are more 
hawkish than others. Fed Chair Jerome Powell, who is one of 
the more dovish members, says this vote should be taken with 
“a grain of salt.” The vote does not mean the Fed is planning to 

raise interest rates in 2023 – it is telling us that some members 
think rates should increase by then. Policy decisions are not 
made by a democratic voting process – only 11 of those 18 
members have a vote, and when votes happen, they tend to be 
swayed heavily by the views of the chair. In terms of forecasting, 
2023 is a ways away, and a lot will happen before we get there. 
There will most likely be many changes to the Fed forecast 
before then.

Powell admitted the FOMC is talking about tapering the pace 
of its bond-buying program. But he said the economy is “still a 
ways off” from being strong enough to start reducing some of 
its stimulus, like the bond-buying program (the labor market is 
still 6.8 million jobs shy of the pre-pandemic peak).

Fed Remains Optimistic, Sees Possible 
Rate Increase in 2023
Paul Single
Managing Director, Senior Portfolio Manager

The Fed will keep short-term interest rates near zero this year 
and next

The Fed is impressed with the recent strength in the economy

The Fed views recent inflation increases as transitory

Source: Federal Reserve as of June 2021.

FOMC - Summary of Economic Projections - 2021 

Source: Federal Reserve Bank as of June 2021.
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Index Definitions

The Bloomberg Barclays US Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treasury.

The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-
rate taxable bond market.

The Bloomberg Barclays US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market.

The S&P/LSTA U.S. Leveraged Loan 100 Index is designed to reflect the performance of the largest facilities in the leveraged loan market.

EMHY tracks an index comprising USD denominated emerging markets high yield bonds.

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.

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.

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.

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 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 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 performance 
is no guarantee of future performance.

Indices are unmanaged and one cannot invest directly in an index. Index returns do not reflect a deduction for fees or expenses.

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.
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