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Broad equity averages rebounded significantly 
after experiencing the worst December returns 
in over seventy years. The dramatic decline at 
year-end appears to have been an overreaction 
by investors to heightened fears of a more 
immediate deceleration in global economic 
growth with the potential to spill over and 
hamper the domestic economy. These worries 
were compounded when U.S. Federal Reserve 
Chairman Powell inadequately communicated a 
stay-the-course plan in December which further 
unsettled financial markets. Powell was viewed 
as not only as inexperienced and untested, but 
investors were apprehensive that the Fed might 
be making a monetary policy error by raising 
interest rates too high and too fast. Given the 
magnitude of the sell-off, we entered the New 
Year with the view that investment 
opportunities favored equities  where potential 
rewards outweighed the perceived risks.  

The recovery in stock prices began on January 
4th when the Federal Open Market Committee 
and Chairman Powell acknowledged the 
market’s concerns and disclosed the Fed would 
be more patient due to the uncertain global 
outlook. Investors took this as a signal for 
slower future interest rate increases. This stance 
accelerated in late January when the Fed 
announced a significant change in monetary 
policy toward a prolonged pause where they no 
longer had a strong bias on whether the next 
rate move would be up or down. The wait and 
see posture, which was viewed as supportive of 
stabilizing the economy and stock prices eased 
investor fears. 

The Fed’s comments were a welcome relief for 
investors amongst the backdrop of the 
government shutdown, frigid weather, and 
escalating trade/tariff disputes that appear to 
have had a more incremental negative impact to 
European and Asian economic growth.  Stock 
prices year-to-date have nearly recovered the 
fourth quarter losses and are now less than 3% 
off all-time highs of mid-September 2018. 

The U.S. economy remains healthy overall and 
doesn’t show signs of an imminent recession. 
Although the rate of growth is slowing from 
recent peak levels, most macroeconomic 
indicators are showing continued expansion, 
driven by strength from both consumers and 
corporations.  The unemployment rate, 
currently at 3.8%, remains near its 50 year low 
level. This, along with rising wage growth, 
expanding workforce participation, and rising 
personal saving rates, indicate a current 
favorable position for U.S. consumers.  

While the overall U.S. economy continues to 
show strength, the outlook for corporate 
profits has weakened, and the market is now 
expecting negative year-over-year 
comparisons in the first quarter.  However, 
the reports will be scrutinized for how much 
of the negative impact was the result of one-
time items, such as the government 
shutdown and cold temperatures, versus 
how much is due to on-going issues such as 
moderating global economic growth. The 
actual magnitude of the slowdown will be 
interpreted by investors for clues as to what 
to expect for the second quarter and 
beyond.   

In addition, trade and tariff concerns 
continue to be in focus.  Potential 
negotiated trade agreements will need to be 
evaluated by investors to determine whether 
they contain future benefits or continued 
restraints to economic growth.  Further 
complicating the global outlook is the 
possible political leadership turnover in the 
U.K., Germany, and France, along with the 
European Central Bank (ECB) in the 
coming months which could  impact the 
investment risk and return outlook.  

After the dramatic decline in oil prices from 
$70 to $45 per barrel in the fourth quarter, 
prices recovered back to $60 in the first 
quarter.  OPEC’s decision to cut 
production, along with additional reductions 
announced by Saudi Arabia after the OPEC 
meeting, has reduced the oversupply 
concerns.  The potential for less Iranian oil 
availability in the future has also increased 
the market’s view that supply is coming into 
balance with end demand, which has caused 
prices to normalize. The short-lived decline 
in oil prices did not materially impact 
earnings of oil-related stocks in the 4th 
quarter, but earnings and cash flow reports 
of oil-related companies will be in focus in 
the upcoming first quarter reports. 

The direction of inflation and interest rates 
now appears to be stable to lower. This 
should support domestic economic activity, 
but may create further negative psychology 
for the struggling economies of Europe and 
Asia.  While the U.S. has been the global 
engine of growth over the last five years, 
that cannot last forever. Increased foreign 
growth would be welcomed, but if not 
achieved, there is elevated potential of 
moving the U.S. toward a recession. 
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Arcataur Large Capitalization 
Equity Portfolio - This portfolio 
offers investors a separately 
managed account consisting of 
high quality, blue chip stocks.   
Our strategy focuses on 
maximizing expected return 
through constructing diverse 
portfolios covering most major 
industry sectors.  On average, this 
portfolio could hold 65 stocks;  
however, the largest 15 could 
account for as much as 45% of the 
portfolio. 

Arcataur Investment Grade 
Fixed Income Portfolio - This 
portfolio offers investors a 
separately managed account 
focusing on Treasuries, Agencies,  
corporate bonds and municipal 
bonds, with an average portfolio 
credit rating of A or better.  Our 
approach is to actively manage 
interest rate risk and credit risk 
while minimizing liquidity risk to 
generate conservative risk-adjusted 
total return.   

Arcataur Managed Balance 
Portfolio - This portfolio offers 
investors a separately managed 
account which seeks to preserve 
capital during difficult market 
periods while allowing growth 
opportunity in good market 
conditions.  Arcataur has 
developed a model that assists us 
in determining the relative 
attractiveness of stocks versus 
bonds.  When our models and 
fundamental analysis indicate 
stocks are more attractive, we will 
be near our upper end of the range 
for stocks (75%).  Conversely, 
when bonds are favored, we will 
be near the lower end of the stated 
range for stocks (45%).   

The CBOE Volatility Index (VIX) is primarily used 
in option pricing; however, investors view it as a fear 
indicator as well.  The chart to the right reflects the 
significant decline in the VIX since the last week of 
December. It is now approaching the subdued levels 
seen in mid-2018 and toward the lows of 2017. The 
rapid recovery in stock prices and related decline in 
the VIX reflect favorable expectations for trade 
outcomes, earnings and economic growth.  Although 
all are very possible, none are a sure thing.   

The current U.S. economic expansion and accompanying ten year bull market in stocks is now less than 
five months away from being the longest period without a recession in our nation’s history.  This makes 
investors concerned that this cannot last forever.  At this point, the risk and return opportunities for 
investors appear more balanced than what we have seen in the last ten years. Domestically, lower 
interest rates are expected to support housing, consumer, and business spending, while extremely low or 
even negative interest rates globally have created more paralysis for international economies and 
investment opportunities abroad.  Results from pending trade disputes could offer either potential 
improvements or disappointment, while decelerating corporate profit expectations increase stock 
valuation concerns. We expect these crosscurrents of positive and negative indicators facing investors to 
drive returns of financial assets for the next 6 to 18 months until more clarity of the overall economic 
outlook emerges. 

The strength in stock prices and the increased uncertainty were an impetus to marginally reduce stock 
exposure in client portfolios during the first quarter.  We remain well diversified and patient in our 
investment decisions; however, our experience leads us to be slightly more defensive at this time.  Stock 
exposure is still above median levels, but we believe a slight reduction in portfolio risk is a prudent 
preemptive move as the economic picture has become somewhat murkier. 

Upcoming earnings reports and future earnings guidance will be extremely important to investor 
sentiment. At current stock prices, valuations appear less attractive, especially based upon weaker 
earnings forecasts. The broader indices are now trading at price-earnings ratios slightly above long-term 
averages and would need relatively positive earnings surprises to justify significantly higher prices. 
Investors’ concerns of an earnings slowdown in the coming quarters will impact stock prices. Results 
that are better than current expectations could propel stocks to new highs, while disappointments could 
trigger a correction.   

The S&P 500 (total return) was up 13.7%, while the Dow Jones Industrial Average was up 13.1% in the 
quarter.  The smaller capitalization (illustrated by the S&P 600 Small Cap Index) issues rose by  11.6%, 
and the technology-heavy NASDAQ Composite was up 17.7%.  International stocks lagged domestic 
averages with the developed international markets up 9.0%, and emerging markets rose 9.6% for the 
quarter.  

All of the eleven primary industry sectors produced positive returns for the quarter and 12 months 
ending 3-31-19.  The leadership rotation over the last 4 quarters has been significant and is reflective of 
the uncertainty of future economic conditions.  The technology and utility sectors were standouts for 
both the quarter and twelve month period, while the financial sector lagged due to falling interest rates.  
The technology sector is the largest weight in the S&P 500 (currently 21% of the total) which has a 
major influence on this broader market average.  The more economically sensitive sectors lagged for the 
12 month period; however, the variability of sector performance shows a lack of near-term visibility for 
investors. The chart below illustrates how all the sectors performed in the quarter and for the trailing 
twelve months.  

Investment Risk & Reward most Balanced in the last 10 years (cont.) 

Source:  Schwab & CBOE 

Source:  FactSet 



In the first quarter, bond yields continued their decline that began in 
November and yields are now back at levels last seen in early 2018. Af-
ter an initial spike as the new year started, yields on both the 2-year and 
10-year Treasury bonds have continued to fall. The pace accelerated in 
March after the Fed and the European Central Bank (ECB) moved away 
from future interest rate hikes. The change in the yield across all maturi-
ties (yield curve) pushed both bond and stock prices higher during the 
quarter.  The end result was a parallel shift down in the yield curve by 
approximately 0.25 percent. The 2-year Treasury bond, which began the 
quarter near 2.5%, declined to 2.27% by quarter-end, while the 10-year 
Treasury bond started at 2.68% and ended at 2.42%. As the Fed held 
the short-term Fed Funds rate stable and the longer yields declined, the 
3-month T-bill is at 2.39%, above the 2-year and 5-year Treasury bond, 
and close to the 10-year yield. The inverted yield curve (shorter maturity 
yields higher than longer maturing bonds) reflects the uncertainty about 
future economic growth and inflation expectations. Historically, an in-
verted yield curve forecasts a potential recession in the next 6 to 18 
months.  

Given the extraordinary monetary maneuvers by the Fed after the 2008 
credit crisis, the predictive nature of the yield curve inversion is now 
being debated. While we don’t expect a domestic recession in the next 6 
to 12 months, the potential risk has increased. 

The main drivers of the decline in U.S. bond yields have been the dra-
matic differential versus comparable yields of international bonds along 
with the most recent response by the Fed to weaker global economic 
growth.  After the Fed acknowledged the possibility that weaker interna-
tional growth could have an impact on the U.S. economy, they cut their 
projected U.S. GDP growth figures. The Fed’s GDP forecast moved to 
a median growth projection of 2.1% for 2019, 1.9% for 2020, and below 
1.8% by 2021. The Fed expects an unemployment rate of 3.7% by the 
end of the year, up from their December projection of 3.5%. Inflation  
projections continue to be near 2% over the long-run.  

As the Fed increased short-term interest rates in December, investor 
sentiment turned defensive and equity markets fell.  In response, the 
Fed expressed patience for future interest rate increases and indicated 
that the Fed Funds rate would stay at 2.25 – 2.50% for the foreseeable 
future at their March meeting.  In addition, they stated that, instead of 
keeping their balance sheet reduction program on auto-pilot, they will 
gradually slow their program starting in May and end it altogether by 
September. The result of this policy shift was an accelerating drop in 
bond yields and the yield curve inversion, as these changes transmitted a 
shift from restrictive monetary policy to one that is borderline accom-
modative to neutral.  It is likely the Fed will maintain this posture for 
some time until they see material changes in either the U.S. or Interna-
tional economic data and inflation trends.   

Global bond yields of major developed economies in Europe and Asia 
continue to decline to unprecedented levels with the European Union 
and Japan both experiencing negative nominal interest rates again, a 
territory they both have not experienced since 2016. Trade, tariffs, and 
political malaise, specifically for the E.U., have impacted economic 
growth, investor psychology, and uncertainty by policy makers on how 
to reverse the negative feedback loop of ultra-low bond yields. The ECB 
has signaled they will keep interest rates low for a longer period of time, 
as economic growth continues to slow.  

 
 
Page 3 
Volume 2019, Issue 1 

 
Arcataur Capital Management LLC 

A Registered Investment Advisor 
 

Negative Global Yields not Stimulative, but a Negative Feedback Loop 

The ECB plans to use additional stimulus to keep interest rates below 
zero through the end of 2019, in the hopes of spurring economic 
growth. Even with the U.S. 10-year Treasury dropping significantly, it 
remains much more attractive relative to our foreign counterparts. 
The chart above illustrates just how wide the spread between the U.S. 
10-year Treasury bond and the E.U. and Japanese 10-year bond yields 
are currently. The chart below illustrates the outperformance of U.S. 
bank stocks relative to their E.U. counterparts. The delayed recapitali-
zation of European banks after the credit crisis may be a primary 
differential versus the U.S. financial system and the resulting stronger 
U.S. economy. Plans for raising capital for European banks is current-
ly underway.      

U.S. Investment Grade Corporate Bond spreads (the extra yield re-
quired by investors for the risk of owning corporate versus. govern-
ment bonds) have narrowed toward the lower end of historic ranges 
after registering wider premiums late in the 4th quarter.  The chart 
below shows during weaker economic periods (recessions gray shad-
ed), spreads tend to move higher. This would indicate that that U.S. 
corporate bond investors do not view a recession as imminent.  How-
ever, the much higher yields in the U.S. could be attracting increased 
foreign investors, leaving narrower current spreads than otherwise 
expected. 

Arcataur continues to focus on high quality bonds and we increased 
U.S. Treasury bond exposure over the last 12-months.  With the wid-
er corporate spreads in late 2018 we increased corporate purchases.  
The overall quality rating of the fixed income portfolio is mid-single 
A. Aggregate weighted average duration remains short and liquidity is 
sufficient to take advantage of opportunities that arise.  Patience and 
discipline will be important with declining yields in the near-term.   

Source:  FactSet 

Source:  FactSet 
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Stock prices remain resilient in the face of 
slowing economic growth and rising fears of 
a recession. Volatility has calmed down from 
the chaotic moves of December; however, 
the potential of increased variability in 
financial markets could reemerge, dependent 
upon a few important  developments. 
 
The U.S. has enjoyed an elongated recovery, 
but a recession is inevitable.  The important 
question on investors’ minds is when. The 
recent pause by the Fed may have pushed a 
recession further into the future, while the 
ongoing trade policy uncertainty could curtail 
business confidence and spending which 
could shorten the time to the eventual 
recession. Overall, the risk of a recession 
within the next 12 to 18 months has 
increased globally, and in the U.S. has gone 
from an extremely low probability nine 
months ago to perhaps a 25% probability 
today. 
 
Financial market conditions can change 
rapidly, as illustrated by the last six months. 
The primary underpinnings of financial asset 
prices reflect future economic growth, 
interest rates, inflation, and corporate profits. 
Financial markets are a discounting 
mechanism exhibiting sentiment and 
expectations of key variables in the future.  
This aspect can be confounding to the 
average observer, but the recent past 
illustrates the current dilemma for investors. 
 
In 2018 corporate profit growth was 
exceptionally strong, but produced a weak 
stock market as financial conditions 
tightened.  As we started 2019, earnings 
growth expectations have deteriorated, but 
with the assistance of less restrictive 
monetary conditions, stocks rose. Current 
earnings to be reported in late April are 
forecast to show a slight decline, while a 
modest increase (less than 5%) is expected 
the second and third quarters.   

Second Quarter 2019 Investment Outlook 

The risk of an earnings recession is 
elevated and similar to what we last 
experienced in mid-2015 to mid-2016, 
when it last occurred without an 
economic recession. Lower potential 
corporate earnings raise the valuation of 
stocks, especially after the strong rise in 
prices in the first quarter. 
 
The recovery in stock prices and the 
subdued earnings expectations have 
quickly shifted valuations from slightly 
undervalued at year end to somewhat 
overvalued today based on a historical 
comparisons. Individual sectors and 
companies vary, but based upon current 
future estimates, the S&P 500 is now 
over a 16 times P/E ratio, which is  
above the longer-term average of 15.  
 
First quarter economic data normally  
includes increased seasonal adjustments; 
however, with this year’s prolonged 
government shutdown and severe 
weather, current readings could be more 
unreliable in helping to forecast future 
trends. Lower interest rates and some 
normal spring weather improve the odds 
of at least a near-term snap back. 
Domestic employment trends continue 
to be strong, which also supports 
potential improved economic activity. 
 
The stagnating European and Japanese 
economies are a significant concern for 
investors.  China has again implemented 
stimulative policies to help revive its 
domestic economy; however, the 
outcome of the U.S. – China trade 
negotiations is increasingly viewed as a 
binary outcome.  Indications of progress 
in negotiations have been somewhat 
reflected in the recent rise in stock 
prices, making the risk of a 
disappointment higher than a few 
months ago.   

In the near-term, we would expect at least 
a normal market correction of 5% to 7% 
after the strong move in stock prices in 
the first quarter. Based upon the 
uncertainty of key investment metrics, a 
more significant pullback could occur 
with further disappointments, or move to 
new highs with a positive turn of events. 
 
The dichotomy of the U.S. versus global 
economies, along with the differential in 
interest rates and corporate profit trends, 
makes the current environment 
incrementally more challenging for 
investors.   
 
With elevated stock valuations and the 
unpredictable variables of trade dispute 
outcomes, our asset allocation discipline 
has focused on reducing stock exposure 
slightly into strength. Our total asset 
allocation is still above the median for our 
clients’ designated ranges, but at the 
lowest total stock exposure in the last five 
years.  Portfolios remain well diversified 
and liquidity provides the flexibility to 
take advantage of expected future 
volatility.   
 
Within our large capitalization direct 
common stock portfolio, we utilized the 
market volatility to establish some new 
positions to improve diversification and 
took advantage of strength to reposition 
holdings where appropriate.    
 
We were able to add bond exposure at 
higher yields prior to interest rates falling 
later in March.  The recent decline in 
yields and rise in bond prices have caused 
us to pause new bond purchases in the 
near-term. Looking for more clarity of 
economic growth and inflation trends will 
be critical to fixed income valuation. We 
remain disciplined in finding appropriate 
value in our fixed income portfolios.  

Does the Rest of  the World really matter for U.S. investors? 
The U.S. economy has performed significantly better than the rest of the world over the last five plus years. While less than 10% of domestic 
GDP comes from exports, the share of corporate profits for U.S. multinational companies is substantially higher with 43% of profits for S&P 
500 companies coming from foreign operations.  As such, the performance of international economies is a significant factor when investors 
are evaluating the overall perspective of market risk and return.  Although foreign GDP trends, central bank actions, corporate profit growth, 
and currency movements are always important to consider, investors are finding it increasingly necessary to monitor political leadership and 
governance. Flourishing global trade came from steady progress of participation and cooperation among nations and has driven economic 
growth for several decades. Given the interdependence that has developed over this timeframe, the current friction that has resulted from 
trade and tariff discussions with China, Europe, and other countries is under a microscope, and all are hopeful that any resulting agreements 
will be mutually beneficial to reduce uncertainty for both companies and investors in the future. The difficulty in resolving Brexit in the U.K. 
illustrates these type of disruptions.  As Brexit approaches the three year mark since the initial vote to leave the European Union (E.U.), com-
peting factions are finding it difficult to come to a consensus as to how to unravel trade issues, such as borders and regulations. The potential 
of a “Hard Brexit” (non-negotiated trade agreements before separating from the E.U.) could negatively impact the entire E.U.’s GDP growth 
by  0.5-0.7%. at a time when its economies are already slowing significantly and are near recession.  In the upcoming months, longstanding 
political leadership will be turning over. With the failure of the third attempt at voting for her Brexit plan, the U.K.’s Theresa May is not likely 
to remain Prime Minister much longer.  Germany’s Chancellor, Angela Merkel, is in her last term and not running again in 2021 after holding 
the position since 2005. France has seen increasing protests and Italy continues to have budget issues as well.  National elections in Turkey 
and India along with Venezuela’s leadership crisis are causing even more consternation. Potentially more significant is the change in leader-
ship of the European Central Bank in October.  ECB President Draghi will hand over the reins to a successor that won’t likely be named 
until some time after European elections take place in late May.  Draghi’s replacement may have a more difficult job than Fed Chairman 
Powell, given that the extreme experiment of negative interest rates has not stimulated economic growth.  While U.S. investors are right to 
keep a close eye on leadership changes outside of the U.S., the 2020 Presidential election is underway, as an increasing number of candidates 
are announcing their intention to run for office with the first DNC debate scheduled for this summer.  



 
Arcataur Capital Management LLC 

A Registered Investment Advisor 

 
Page 5 
Volume 2019, Issue 1 

Appendix:  Disclosure Information Regarding Composite Performance 

General 

Arcataur Capital Management LLC is an investment advisor.  Arcataur has prepared this report.  The information in this report has been 
developed internally and/or obtained from sources which Arcataur believes are reliable; however, Arcataur does not guarantee the accuracy, 
adequacy or completeness of such information nor do we guarantee the appropriateness of any strategy referred to for any particular investor.  
Index information has been taken from public sources.  Past performance is not indicative of future results, as investment returns will vary from 
time to time depending upon market conditions and the composition of the composite portfolio.  Returns for individual investors will vary 
based on factors such as the account type, market value, cash flows and fees. 

Calculation Methodology 

The composites reflect dollar-weighted returns of individual accounts.  Arcataur composites may include some discounted or non-fee paying 
accounts, which could cause the net return to be higher than it would be otherwise.  Arcataur uses the time-weighted internal rate of return 
formula (i.e., returns that include reinvested dividends and other income) to calculate performance for the accounts included in the composite.  
Individual account returns are calculated on a time-weighted basis, linked monthly, and include reinvestment of dividends and other such 
earnings.  Total return (return) is defined as the percentage change in market value (including interest and dividend income) adjusted for any 
client-directed cash flows.   A time-weighted, monthly-linked method is used to calculate composite calendar quarter, annual, cumulative and 
annualized returns.  No leverage or derivatives have been used.  Cash is not included in the performance calculations for the Arcataur Large 
Capitalization Equity Portfolio Composite or the Arcataur Investment Grade Fixed Income Composite; Arcataur also does not allocate cash in 
the Arcataur Managed Balance Portfolio Composite to the equity or fixed income components when calculating performance for those 
components.  Cash is, however, included in the overall performance calculation for the Arcataur Managed Balance Portfolio Composite.   

Composites 

Mutual fund holdings are not included in composite results.  Exchange traded funds (ETFs) are included in composite results.  Mutual fund 
holdings typically are “unmanaged assets” and, therefore, are not included in composite results.  Exchange traded funds are designated as 
“managed assets” and, therefore, are included in the composite results. 

The Arcataur Large Capitalization Equity Composite consists of portions of all client accounts invested in accordance with the Arcataur Large 
Capitalization Equity Portfolio strategy (including ETFs).  

The Arcataur Small Capitalization Equity Composite consists of portions of all client accounts invested in small capitalization equity securities 

Arcataur Composite Investment Performance for the 
3 Months, 12 Months, 3 Years and 5 Years Ended March 31, 2019 

*Total Equity is not an actual composite portfolio; rather, Total Equity represents a  weighted average return of the Large Cap, Mid-Cap, Small Cap and International compo-
sites, and is only shown as an indication of potential overall equity performance.  Total Equity does not represent any actual portfolio because it is made up of a weighted 
average return of all equity classes.  Please review complete disclosure information below. 
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Appendix:  Disclosure Information Regarding Composite Performance (cont.) 

This Newsletter is for informational purposes only, and is meant for one-on-one discussions between Arcataur Capital Management LLC and its clients 
and prospects.  Past performance is no guarantee of future results.  There is no guarantee that the views and opinions expressed in this Newsletter will 
come to pass.  Investors should not rely solely on the information contained in this Newsletter in making an investment decision, nor is the information 
in this Newsletter intended to be personalized investment advice.  Investors should consult with their own investment advisers regarding their individual 
investment programs.  Even though Arcataur Capital Management LLC uses its best efforts to compile its data from reliable sources, Arcataur does not 
warrant the accuracy, completeness or timeliness of any of the information it provides.  The material in this Newsletter may include forward looking 
statements based on Arcataur’s experience and expectations about the securities markets and the methods by which Arcataur expects to invest in those 
markets. Arcataur disclaims any intent or obligation to update these statements.  The forward looking statements are not guarantees of future 
performance and are subject to many risks, uncertainties and assumptions that are difficult to predict.  Moreover, there is no assurance that any 
projections, predictions, forward-looking statements or forecasts of investment performance will be realized.  Prospective clients should carefully 
consider those risks, in addition to other information, before deciding whether to invest in securities.  Actual investment returns could differ materially 
and adversely from those expressed or implied in any forward looking statements.  Prospective clients must conduct their own investigations of the 
merits and risks of an investment in securities. 

Copyright © 2019, Arcataur Capital Management LLC.  All rights reserved.  This material is proprietary and may not be reproduced, transferred or 
distributed in any form without prior written permission. 

The Arcataur International Equity Composite consists of portions of all client accounts invested in international securities (including ETF’s). 

The Arcataur Investment Grade Fixed Income Composite consists of portions of all client accounts invested in accordance with the Arcataur 
Investment Grade Fixed Income strategy. 

The Arcataur Managed Balance Composite consists of portions of all client accounts invested in accordance with the Arcataur Managed Balance 
strategy. 

Fees 

The Composite performance figures shown above are “net” of advisory fees including any brokerage fees or commissions that have been incurred 
within the account.  Arcataur composites may include some discounted or non-fee paying accounts which could cause the net return to be higher than 
it would otherwise be.  The S&P 500® Index, S&P 100® Index, S&P 600® Index, the EAFE® index, the FTSE US BIG Broad Investment Grade 
Index total Treasury/Government/Credit (T/G/C), and the FTSE US BIG Broad Investment Grade Index 1-5 Years Treasury/Government/Credit 
(T/G/C) returns do not include any fees;  the Lipper Large Cap Core, Small Cap Core, Balanced Fund and Bond Fund Averages are net of fees. 

Indices and Benchmark Funds 

The Indices and Benchmark Funds are referred to for comparative purposes only and are not necessarily intended to parallel the risk or investment 
approach of the accounts included in the composites.  Arcataur believes that the Indices and Benchmark Funds selected for comparative purposes are 
appropriate measures given the investment approach.  However, the investment portfolios underlying the indices are different from the investment 
portfolios managed by Arcataur.  The Indices and Benchmark Funds shown are unmanaged, and investors are not able to invest directly in them.  The 
Indices and Benchmark Funds are considered to be generally representative, in terms of risk and exposure, of the various components as follows:   

Arcataur Large Capitalization Equity Portfolio - the S&P 500® Index, the S&P 100® Index and Lipper Large-Cap Core Average 

Arcataur Investment Grade Fixed Income Portfolio - the FTSE US BIG Broad Investment Grade Index total (T/G/C) and 1-5 Years (T/G/C) and 
the Lipper Bond Mutual Fund Average.   

Arcataur Managed Balance Portfolio - Lipper Balanced Fund Average and 60/40 custom total return index which includes: 18% S&P 500, 18% S&P 
100, 9% S&P 400, 6% S&P 600, 6% EAFE, 3% MSCI-EM, 27% FTSE US BIG 1-5 years (T/G/C) and 13% FTSE US BIG total (T/G/C).  

If a client’s portfolio contains small cap exposure, the small cap performance is measured against the S&P 600® Index and Lipper Small Cap Core 
Average.  If a client’s portfolio contains international exposure, the performance is measured against the EAFE index. 

With the exception of the Lipper Balanced Fund Average, the Lipper Large Cap Core Average, the Lipper Bond Mutual Fund Average and the Lipper 
Small Cap Core Average, indices and benchmark funds shown reflect the reinvestment of dividends and other earnings, but do not include 
transaction costs, management fees or other expenses of investing.   

The S&P 500 and S&P 100 are indices of Large-Cap domestic core companies as produced by Standard and Poor’s.  The S&P 400 and S&P 600, 
respectively, are indices of Mid-Cap and Small Cap domestic core companies as produced by Standard and Poor’s.  The MSCI EAFE (Europe, 
Australasia and Far East) Index is a stock market index that is designed to measure the equity market performance of developed markets outside of 
the U.S. & Canada. MSCI Emerging Markets ETF is an index composed of large- and mid-capitalization emerging market equities.  Both are 
maintained by MSCI Barra.   

The FTSE US BIG Broad Investment grade total and 1-5 year T/G/C indices tracks the performance of U.S. Dollar-denominated bonds issued in 
the U.S. investment-grade bond market. It was introduced in 1985 by Saloman Brothers and subsequently renamed when purchased by Citigroup.  
The indices includes U.S. Treasury, government sponsored, collateralized, and corporate debt providing a reliable representation of the U.S. 
investment grade bond market. The FTSE Bond Indices were purchased by the London Stock Exchange in 2017 and renamed after purchase from 
Citigroup. 

Lipper, Inc., a subsidiary of Thomson Reuters, provides mutual fund comparisons for similar investment profiles.  The Lipper Large Cap core 
universe of mutual funds represents large-cap blend discipline of domestic companies compiled by Lipper, Inc.  The Lipper Small Cap core universe 
of mutual funds represents small-cap blend discipline of domestic companies compiled by Lipper, Inc.  The Lipper Balanced Fund universe of mutual 
funds represents funds that include multi-assets including stocks and bonds compiled by Lipper, Inc.  The Lipper taxable bond universe of mutual 


