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KEY ISSUES:

1. Global Economic Growth

2. Improvement in portfolio company fundamentals

3. A Shift in Importance Back to Active Management from Passive 
Management

INVESTMENT STRATEGY:

a diversified, barbell portfolio of high-quality growth stocks. One side 
of the barbell focuses on visible, traditional growth stocks, with 
material exposure in the U.S. and developed international markets, and 
the other side of the barbell is potential beneficiaries from President 
Trump’s themes.
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1. Global Economic Growth

A. Current fundamentals and monetary policies support at least modest 2%-
2.5% economic growth in the U.S. and 2.5%-3.0% globally over the next couple 
of years.

I. The U.S. has been growing in a modest and subdued manner.
II. Euroland and Japan are experiencing slight, choppy growth helped 

materially by weak currencies.
III. China’s growth appears to have stabilized with much government 

assistance.
IV. U.K. growth is uncertain due to Brexit.

B. A stronger U.S. growth "glide path" in the 3%-4% range may be doable if the 
right pro-growth presidential actions and execution occur.  Political 
headwinds and presidential missteps are limiting policy changes and reforms.

I. Trump administration agenda items that could provide "tailwinds" 
include: deregulation, repatriation of foreign corporate cash, decrease 
in corporate tax rates, reform of personal income tax rates, and 
infrastructure spending.

II. New "headwinds" include potential trade wars, strengthening U.S. 
dollar, immigration, and higher interest rates.  President Trump is also 
facing roadblocks from bipartisanship and government bureaucracy.

C. Economic growth will impact company fundamentals and investor psychology.
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Sources:  Bloomberg, The World Bank, and Sit Investment Associates, Inc., October 5, 2017

GDP GROWTH INFLATION
2016-2020 2016-2020

2016A 2017E 2018E (5 Yr CAGR) 2016A 2017E 2018E (5 Yr AVG)
Global Economy 2.6%  2.9%  3.0%  2.9%  1.9%  2.3%  2.5%  2.4%  
United States 1.5      2.2      2.5      2.2      1.3      2.2      2.8      2.5      
Euro Area 1.8      2.1      2.0      2.0      0.2      1.6      1.8      1.4      
United Kingdom 1.8      1.6      1.4      1.5      0.7      2.6      2.5      2.2      
Japan 1.0      1.0      0.5      0.7      (0.1)     0.5      0.5      0.4      
Asia Ex Japan 6.0      5.9      5.8      5.9      2.3      2.1      2.4      2.3      
Latin America (1.2)     1.1      2.5      1.5      10.5      8.5      8.0      8.6      

Global Economic Assumptions
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International Monetary Fund Projections

Source: The Wall Street Journal, October 11, 2017
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Sources: Evercore ISI, October 6, 2017; The New York Times, October 7, 2017; ISM and Sit Investment Associates, Inc., September 30, 2017
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U.S. Economy Continues to Improve 

U.S. Unemployment Rate



Euro Area Gradually Expanding
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Sources: Eurostat and Sit Investment Associates, Inc., September 30, 2017, and IHS Markit and Sit Investment Associates, Inc., October 2, 2017



U.K. Growth is Slowing

Sources: BCA Research Inc., October 4, 2017, Eurostat and Sit Investment Associates, Inc., September 30, 2017
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Brexit Creating Uncertainty

8Sources: Nomura Research, Institute for Government, and Sit Investment Associates, Inc., 
September 30, 2017
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Japan Economy Still Trying to Gain Traction

Sources: Japan Customs, Japan MHLW, Japanese Cabinet Office, and Sit Investment Associates, Inc., September 30, 2017
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Emerging Economies Stable and Growing

Sources: Evercore ISI, National Bureau of Statistics of China, Ministry of Statistics & Programme Implementation, IBGE, 
Bank of Korea, and Sit Investment Associates, Inc., October 19, 2017



Source: Deutsche Bank, January 4, 2017

President Trump’s Indicated Growth Boosting Policies

11



Sources: The Wall Street Journal, September 28, 2017, and Wolfe Research, December 2, 2016

U.S. Corporate and Individual Tax Plan Debate

Corporate income Tax Rate
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Source: Sanford C. Bernstein & Co., LLC, September 29, 2017 
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Tax Reform Relative Potential Impacts



Sources: The New York Times, September 27, 2017; The Wall Street Journal, May 22, 2017; and Bank of America/Merrill Lynch, 
November 22, 2016

Bringing Cash Home to the U.S.
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Source: The Wall Street Journal, October 12, 2017
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U.S. Tax Reform Potential Impacts



Source: Cornerstone Macro, December 7, 2016

United States’ Current Plans for Deregulation
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Sources: The Wall Street Journal, February 2, 2017; Wolfe Research, December 13, 2016; and The Financial Times, February 4, 2017 

U.S. Federal Regulations have Increased Dramatically

Cost of Dodd-Frank 
to U.S. Businesses
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Source: Bloomberg, October 16, 2017

U.S. Rate Hike Probability
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Expected Range of Future Fixed Income Returns

Terminal Total Total Total
Yield Return Return Return

Low Risk
2 yr. Constant Mat. Tsy. Pessimistic      2.25% -0.8%      2.50% -0.5%   4.00% -0.1%

Present YTM 1.48% Most Likely      2.00      -0.3      2.25 -0.0 3.00  0.5 
Optimistic      0.75       2.2      0.50  3.4 2.00  1.2 

Intermediate  Risk
5 yr. Constant Mat. Tsy. Pessimistic      2.75      -2.8      3.50 -5.1 5.00 -2.5 

Present YTM 1.94% Most Likely      2.50      -1.6      2.75 -1.8 4.00 -1.1 
Optimistic      1.00       5.5      1.00  6.5 3.00  0.4 

Medium Risk
10 yr. Constant Mat. Tsy. Pessimistic      3.75      -10.6      4.00 -11.3 5.50 -6.0 

Present YTM 2.33% Most Likely      2.75      -2.5      3.25 -5.5 4.50 -3.5 
Optimistic      2.00       4.1      2.00  5.3 3.50 -0.9 

High Risk
30 yr. Constant Mat. Tsy. Pessimistic      4.50    -25.4      4.75    -27.2 6.00 -13.2 

Present YTM 2.86% Most Likely      3.50    -10.4      3.50    -8.9 5.00 -8.8 
Optimistic      2.25     14.7      2.25     16.1 4.00 -3.8 

Terminal 
Yield

Risk Level/ Representative Issue Interest Rate Forecast

Time Horizon
6 Months 1 Year 3 Yrs (Ann. Return)

Terminal 
Yield

Source: Sit Investment Associates, Inc., September 30, 2017



Source: The Wall Street Journal, October 9, 2017
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The Great Unwind of Quantitative Easing



Sources: The Wall Street Journal, September 21, 2017, and September 19, 2017 21

Assets Held by the Federal Reserve



2. Improvement in Portfolio Company Fundamentals

A. The equity markets are shifting from a monetary policy driven market to a 
company fundamentals driven market.

B. We cannot expect stock multiples to expand further.  The global equity 
markets are anticipating stronger economic growth, but there could be 
materially more upside.

I. The global equity markets have rallied since the election on "hope" 
that some of the pro-growth initiatives that President Trump 
campaigned on will occur.  This has resulted in stock multiples 
expanding in anticipation.

II. Year-to-date corporate earnings have been relatively solid, which 
has led to further market appreciation based on fundamentals and 
expectations that growth will continue.

III. Trump policy benefits are still very hard to determine due to limited 
time in office and lack of information.  If initiatives are implemented, 
corporate earnings growth could be considerably stronger.

C. Strong company fundamentals to include sales, operating margins, and 
earnings must “materialize”. We must find the sectors and companies that 
can improve fundamentals.  Strong fundamentals and quality earnings are 
needed for stock price appreciation and sustaining price appreciation.

D. We are in a stock picker’s market.
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Sources: USA Today and Sit Investment Associates, Inc., October 18, 2017
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Stock Market Continues to March Higher, Largely 
Uninterrupted



Source: The Wall Street Journal, October 4, 2017
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Steady Stock Market Performance
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Sources: FactSet, U.S. Federal Reserve, Merrill Lynch, and Sit Investment Associates, Inc., September 30, 2017

Stock Correlation Declining as Quantitative Easing Comes to 
an End



Sources: Morgan Stanley Research, October 6, 2017, and Factset Research Systems, October 11, 2017

Global Central Bank Balance Sheets

people’s bank of china balance sheet people’s bank of england balance sheet

Easy Monetary Policies in Place to Spur Growth

BoJ
Fed

ECB
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China

U.K.

U.S.

Eurozone
Japan
Denmark

Sweden
Switzerland

Approximately 24% of global GDP 
has a negative Central Bank 

interest rate.
(Eurozone, Japan, Switzerland, and 

Sweden)

Sources: Factset Research Systems and Sit Investment Associates, Inc., October 18, 2017 

Central Banks Remain Accommodative
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Sources: Factset Research Systems and Sit Investment Associates, Inc., October 18, 2017

Quantitative Easing has Stimulated the Market and Kept 
Volatility Low

US QE1 +47%

US QE2 +10%

US 
Operation 

Twist +16%

US Operation Twist 
Extension and QE3 

+5%

US QE4 (QE 
Infinity) +44%

UK QE1

UK QE2

ECB QE1

Japan QE

Japan QE
increase #1

Japan QE
increase #2 

Japan QE
increase #3 

Japan QE
increase #4 

UK
QE3
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Price/Earnings Ratio      Earnings     Price

Therefore, for Price to increase: 

• Price/Earnings ratio has to expand and/or

• Earnings has to increase

Formula For Stocks or Market
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Sources: Cornerstone Macro and Sit Investment Associates, Inc., October 18, 2017

EPS Growth Driving Market Appreciation this Year
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+10%

Operation 
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+16%
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and QE3 

+5%

QE4 (QE 
Infinity) 
+44%

QE1 
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Are consensus 
estimates too 

high???

2016 EPS 
growth: 0.8% 

(average) 

(P/E x Earnings = Price)

2017 Est. EPS 
growth: 9.5% 

(average) 

P/E Expansion Drove Market Higher, Now Needs Earnings
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2018 Est. EPS 
growth: 11.5% 

(average) 
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Sources: Factset Research Systems and Sit Investment Associates, Inc., October 18, 2017

Ticker
Total Return Contribution 

To Return

Total 16.22 16.22

10 Highest 36.04 5.25
AAPL Apple Inc. 39.66 1.31
FB Facebook, Inc. Class A 53.00 0.76
MSFT Microsoft Corporation 27.03 0.67
AMZN Amazon.com, Inc. 32.96 0.53
JNJ Johnson & Johnson 24.50 0.38
GOOG Alphabet Inc. Class C 28.63 0.35
GOOGL Alphabet Inc. Class A 27.80 0.35
BA Boeing Company 70.82 0.31
V Visa Inc. Class A 38.90 0.30
ABBV AbbVie, Inc. 59.02 0.28

Market Rally Breadth has Been Narrow



Sources: Factset Research Systems and Sit Investment Associates, Inc., October 18, 2017

Is the “Trump Trade” Over?

S&P 500 Total Return (%) by Sector
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S&P 500 Total Return (%) by Sector



Sources: BCA Research Inc., October 2, 2017, and Evercore ISI, October 13, 2017

Trump Trades Making a Comeback
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High Foreign Sales



Sources: Bank of America/Merrill Lynch, September 15, 2017, and Sit Investment Associates, Inc., September 30, 2017

global prospective pe

Equity Valuations are Reasonable
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Sources: S&P; BLS; Sanford C. Bernstein & Co., LLC; Factset Research Systems; and Sit Investment Associates, Inc.,
September 30, 2017
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~27% of stocks  currently with 
dividend yield > US 10 Yr yield

Dividend Yields are Attractive Relative to Bond Yields
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3. Passive Management Investing has Been the Style of “Choice” 
for the Last Nine Years. A Shift Back To Active Management is 

Very Likely.

A. Passive investing has benefited from significant quantitative 
easing, low interest rates, and lack of market volatility 
worldwide.

B. High sector and stock correlation, “rising tide lifts all boats”, not 
likely to continue.

C. Market volatility should increase with the reduction of 
quantitative easing and rate increases. 

D. Active versus passive investing historically has been cyclical.

E. Active management historically helps protect/limit exposure in 
more volatile/down markets.

F. Important to have a diversified portfolio of both styles.
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Source: Goldman Sachs Research, April 2017

Active/Passive Performance Trends are Cyclical
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Source: Goldman Sachs Research, April 2017

Active Management Outperforms in Down Markets
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Our Global Equity Investment Strategy is a Diversified, Barbell 
Portfolio of High-Quality Growth Stocks

A. One side of the barbell focuses on potential beneficiaries from 
President Trump’s themes.:

i. deregulation, 

ii. repatriation of foreign corporate cash, 

iii. decrease in corporate tax rates, 

iv. reform of personal income tax rates, and 

v. infrastructure spending.

B. The other side of the barbell focuses on more visible, traditional 
growth stocks with material exposure in the U.S. and developed 
international markets. Sectors of focus include: telecom, technology, 
defense, and selective healthcare.

C. The “barbell” strategy is appropriate due to greater “tail” risks (both 
up and down) and the likely “fits and starts” in response to both 
progress and delays in Washington and global macroeconomic 
conditions. Quality stocks should participate in a rising market and 
retain their value better in a falling market.
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What Styles Work Throughout an Economic Cycle

41

Sources: Bank of America/Merrill Lynch and Sit Investment Associates, Inc., October 12, 2017
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Source: Sit Investment Associates, Inc., September 30, 2017

Barbell Investment Strategy
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Sit Dividend Growth Strategy
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Source: eVestment October 17, 2017

eVestment Alliance, LLC and its affiliated entities (collectively, “eVestment”) collect information directly from investment management firms and other 
sources believed to be reliable, however, eVestment does not guarantee or warrant the accuracy, timeliness, or completeness of the information 
provided and is not responsible for any errors or omissions. Performance results may be provided with additional disclosures available on eVestment’s
systems and other important considerations such as fees that may be applicable. Not for general distribution and limited distribution may only be made 
pursuant to client’s agreement terms. * All categories not necessarily included. Totals may not equal 100%. Copyright 2012-2017 eVestment Alliance, 
LLC. All Rights Reserved.

Past performance is not indicative of future performance.  Returns are gross of fees and calculated on a time-weighted total return basis.  The information above is supplemental to and complements the 
composite presentation at the end of the disclosure section.  The account information set forth above is for the representative portfolio, is provided for illustrative purposes only and reflects one account within the 
composite.  Please refer to the disclosure section for performance information and the composite presentation.   



Sit Global Dividend Growth Strategy
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Source: eVestment October 17, 2017

eVestment Alliance, LLC and its affiliated entities (collectively, “eVestment”) collect information directly from investment management firms and other 
sources believed to be reliable, however, eVestment does not guarantee or warrant the accuracy, timeliness, or completeness of the information 
provided and is not responsible for any errors or omissions. Performance results may be provided with additional disclosures available on eVestment’s
systems and other important considerations such as fees that may be applicable. Not for general distribution and limited distribution may only be made 
pursuant to client’s agreement terms. * All categories not necessarily included. Totals may not equal 100%. Copyright 2012-2017 eVestment Alliance, 
LLC. All Rights Reserved.

Past performance is not indicative of future performance.  Returns are gross of fees and calculated on a time-weighted total return basis.  The information above is supplemental to and complements the 
composite presentation at the end of the disclosure section.  The account information set forth above is for the representative portfolio, is provided for illustrative purposes only and reflects one account within the 
composite.  Please refer to the disclosure section for performance information and the composite presentation.   



Sit Large Cap Growth Strategy
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Source: eVestment October 17, 2017

eVestment Alliance, LLC and its affiliated entities (collectively, “eVestment”) collect information directly from investment management firms and other 
sources believed to be reliable, however, eVestment does not guarantee or warrant the accuracy, timeliness, or completeness of the information 
provided and is not responsible for any errors or omissions. Performance results may be provided with additional disclosures available on eVestment’s
systems and other important considerations such as fees that may be applicable. Not for general distribution and limited distribution may only be made 
pursuant to client’s agreement terms. * All categories not necessarily included. Totals may not equal 100%. Copyright 2012-2017 eVestment Alliance, 
LLC. All Rights Reserved.

Past performance is not indicative of future performance.  Returns are gross of fees and calculated on a time-weighted total return basis.  The information above is supplemental to and complements the 
composite presentation at the end of the disclosure section.  The account information set forth above is for the representative portfolio, is provided for illustrative purposes only and reflects one account within the 
composite.  Please refer to the disclosure section for performance information and the composite presentation.   



Sit Small Cap Growth Strategy
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eVestment Alliance, LLC and its affiliated entities (collectively, “eVestment”) collect information directly from investment management firms and other 
sources believed to be reliable, however, eVestment does not guarantee or warrant the accuracy, timeliness, or completeness of the information 
provided and is not responsible for any errors or omissions. Performance results may be provided with additional disclosures available on eVestment’s
systems and other important considerations such as fees that may be applicable. Not for general distribution and limited distribution may only be made 
pursuant to client’s agreement terms. * All categories not necessarily included. Totals may not equal 100%. Copyright 2012-2017 eVestment Alliance, 
LLC. All Rights Reserved.

Past performance is not indicative of future performance.  Returns are gross of fees and calculated on a time-weighted total return basis.  The information above is supplemental to and complements the 
composite presentation at the end of the disclosure section.  The account information set forth above is for the representative portfolio, is provided for illustrative purposes only and reflects one account within the 
composite.  Please refer to the disclosure section for performance information and the composite presentation.   

Source: eVestment October 17, 2017


