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On the Radar

1. What are City National Rochdale’s expectations 
for economic and investment outcomes in 2017?

We continue to overweight U.S. growth and dividend equities 
and to underweight bonds. 

Given the potential pro-growth policies, including tax cuts 
and stimulus spending, we see corporate profit growth likely 
improving over the next two years, supported by a longer 
economic expansion. 

Inflation from faster wage increases may cause interest rates 
to rise moderately. Depending on the specifics of tax cuts and 
spending increases, they may cause higher deficits. 

Surveys of consumer and business optimism have reached 
multi-year high levels, which real economic growth in the U.S. 
and globally validate.  

Equity investors should benefit, while fixed income investors 
could experience downward bond value pressure as interest 
rates rise.

However, as the legislative process elongates and new expected 
U.S. fiscal proposals are delayed, downward equity price vola-
tility is possible.

2. What is the Fed doing with its large holding of 
government securities?

As a result of the various rounds of quantitative easing (QE) 
to stimulate the economy, the Fed has amassed $4.5 trillion 
in government securities on its balance sheet.

Now that the economy is strong enough for the Fed to with-
draw some of the stimulus it created, and having raised the 
federal funds rate three times, the Fed believes it should also 
reduce the size of its government holdings.

The Fed has indicated that it plans to reduce its government 
holding over the next several years.

Reduced demand for bonds by the Fed suggests that rates 
will be pressured higher, all else being equal. Fed officials 
are painfully aware of the 2013 Taper Tantrum and thus 
are expected to do this gradually and transparently. While 
biased higher, rates should be little impacted by this removal 
of stimulus.
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3. Are renewed concerns from the OECD and IMF, 
among others, over a hard landing in China’s 
economy justified?

We don’t think so. We expect China’s GDP growth rate to 
average around 5-6% over the next few years. We do not 
foresee an economic collapse. 

Chinese authorities are working to rebalance their economy 
from one based primarily on low-end manufacturing to one 
where growth is led by consumption of goods and services. 
We believe this will take a decade or longer. Recent economic 
data has shown resilience, and the outlook ahead is supported 
by positive fundamentals that include demography, income 
growth, urbanization trends, and saving/investment behavioral 
characteristics.

Concerns about excessive debt also appear exaggerated, as most 
Chinese debt is held within the country, giving the government 
greater control over handling any default, while strict capital 
controls prevent mass capital flight.

Structural reform will take many years to bear fruit, but policy 
initiatives are likely to remain growth-supportive. Our focus 
continues to be on sectors and companies that should benefit 
from these long-term structural tailwinds in China, as well as 
other emerging Asian economies.

4. Will municipals still offer value for investors if 
personal income taxes are reduced?

Some investors have expressed concern that lower top marginal 
tax rates will reduce the attractiveness of municipal bonds for 
investors. 

The proposed tax reforms reduce the current seven tax brackets 
to three brackets, with the highest marginal tax rate declining 
from a high of 39.6% to 33.0%. 

Municipal bonds will still offer value for many investors. Since 
1980, the top marginal rate has changed eight times, with no 
large impact on the municipal market. This is likely because 
the average tax rate for municipal holders is between 23% and 
28%, which is below the maximum tax rate.
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5. Will consumer spending pick up?

Q1 consumption growth is expected to come in at a paltry 
1.0%, less than half the average rate of this expansion.

It is being held down by reduced spending on utilities (due to 
warm weather, especially in the northeast).

We expect it will bounce back to a more normal level of 2.0%-
2.5%.

There is little doubt that consumers are in the best financial 
shape in decades. Households are well-positioned to increase 
spending, as debt burdens have been trending downward since 
the end of the financial crisis, the saving rate is relatively high, 
and consumer sentiment has been trending upward

6. Is the earnings outlook improving?

U.S. companies are poised to report their strongest earnings 
in over two years, with S&P 500 EPS on track to grow 9.1% 
over the first quarter. 

Revenue is also expected to pick up for S&P 500 companies 
overall, after many relied on cost-cutting to improve profits 
during the recovery from the financial crisis — an encour-
aging sign for investors who are looking for more sustainable 
growth. 

Improving corporate health and solid U.S. economic data 
have supported stocks since the second half of last year, 
helping the rally weather shifts in fiscal policy expectations.

Importantly, the global economy has entered the second 
quarter with improving economic momentum, which has 
helped fuel the recent strength in earnings growth. 

Looking forward, the new administration’s tax cut plan and 
other fiscal proposals are designed to drive more cash flow 
into business and consumer pockets, which could enhance 
economic activity if spent and invested.

Delays in policy implementation may cause market vola-
tility in the near term. However, we are focusing not only 
on potential benefits to 2017, but 2018 as well, and expect 
earnings to grow at a solid 8-10% over the next 12 months.
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Important Disclosures
The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. This presenta-
tion 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 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 instabil-
ity. 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, govern-
ment 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.

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.

Floating rate loan securities generally trade in the secondary market and may have irregular trading activity, wide bid/ask 
spreads and extended trade settlement periods. The value of collateral, if any, securing a floating rate loan can decline, may 
be insufficient to meet the issuer’s obligations in the event of non-payment of scheduled interest or principal or may be difficult 
to readily liquidate.

Investments in emerging markets bonds may be substantially more volatile, and substantially less liquid, than the bonds of gov-
ernments, 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.

Index Definitions
The Standard and 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.
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