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U.S. stock prices have performed well in 2019, 
with the S&P 500 up more than 20% year-to-
date, but the index remains virtually 
unchanged over the last fifteen months.  After 
a significant decline in late 2018, stock prices 
rebounded early in the year as the Federal 
Reserve abruptly reversed interest rate policy 
in January, moving from tightening to easing 
monetary policy. Since March, stock prices 
have remained in a volatile, sideways trading 
range. 
On the positive side of the ledger, U.S. job 
growth and consumer spending continue to be 
robust. On the flip side, global and U.S. 
manufacturing output has weakened to near-
recessionary levels as the aggressive monetary 
policies in Europe and Asia have not spurred 
growth. In addition, these policies have 
actually produced negative nominal interest 
rates that have paralyzed confidence. The 
result of these increased concerns of a coming 
global recession has led to the phrase 
“inverted yield curve” to be one of the most 
popular Google searches of late. We have 
discussed this rare phenomenon in our 
previous newsletters, but for any new readers, 
an inverted yield curve is when longer maturity 
bonds have a lower yield than shorter-term 
bonds.  Historically, when this occurs, it has 
signaled a pending recession in the coming six 
months to two years.     
The initial yield curve inversion technically 
occurred in March when the 10-year U.S. 
Treasury bond yield dropped below the 3- 
month yield.  However, the more commonly 
recognized  2-year to 10-year Treasury yield 
spread did not invert until August. After going 
negative for a week, the spread reversed and 
ended the quarter with the 10-year yield (1.68) 
is slightly higher than the 2-year yield (1.62). 
As investors faced recession fears, the August 
inversion set off a nearly 7% correction in 
stock prices which  have also subsequently 
recovered.  The one unusual aspect of the 
current inversion versus historical norms is 
that credit spreads (corporate bond yields 
versus Treasury bond yields) remain narrow.  
Historically, this dichotomy has been rare 
during inversions, and suggests bond investors 
see a lower probability of recession.  
Although such economic and financial market 
indicators should never be ignored or 
discounted, the current environment has many 
unique factors that make comparisons to 
history potentially less relevant. A major 

current difference is the aggressive monetary 
asset purchasing by global central banks 
(Quantitative Easing or QE). The U.S. Federal 
Reserve implemented QE to provide liquidity 
in the aftermath of the 2008 credit crisis and 
ensuing recession. This bolstered and stabilized 
the banking system which allowed the domestic 
economy to slowly recover.  Europe and Asia 
delayed such action and are now attempting to 
make up for lost time with more aggressive QE 
programs of their own.  It appears to have 
created a negative feedback loop, especially 
with the proliferation of negative nominal 
interest rates and stagnating growth.  
The continued uncertainty of the U.S.-China 
trade relationship is also affecting economic 
growth and financial markets. When reports of 
improved dialog between the two countries 
appear, stock prices move higher. Conversely,  
news of a breakdown in discussions send stock 
prices lower. While the U.S. has signed or 
announced pending trade agreements with 
Japan, South Korea, Canada and Mexico (which 
represent 4 of its top 7 trading partners 
accounting for 60% of U.S. trade), the dispute 
with China is the main concern for investors, 
farmers and business leaders. According to the 
Commerce Department, China has fallen from 
our largest trading partner to third place in 
2019.  
With the pending 2020 elections, investors view 
the probability of a meaningful resolution to 
the U.S.-China trade dispute to be more remote 
with each passing day.  This uncertainty, along 
with the global economic concerns, raises the 
prospect of more of the same for investors - 
volatile stock prices and lower interest rates 
within the range we have experienced over the 
last 15 months.  Meaningful changes in trade, 
interest rates, corporate profits and geo-political 
disputes could impact financial asset prices 
quickly.   
U.S. corporate profits rose more than 20% in 
2018, but the rate of growth decelerated 
significantly by the 4th quarter. This, along with 
the weak market returns into year end 2018, 
diminished investors’ expectations for future 
earnings growth, and a decline in earnings was 
forecasted for the first and second quarter of 
2019.  Actual growth in corporate profits came 
in marginally positive so, combined with lower 
interest rates, investors concerns were assuaged. 
The outlook for third quarter earnings (due in 
October) is on par with previous quarters with 
fairly flat growth expectations.  
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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 recent attack on Saudi Arabian oil facilities fueled a short-term spike to $60 per barrel for 
West Texas Intermediate (WTI) crude oil prices as investors were concerned that supply reductions 
might be significant and sustained for a longer duration. The announcement days later by the 
Saudis for a much quicker availability of oil supply calmed the worries of a destabilizing rise in 
energy prices. WTI has traded in a range of $45 to $75 per barrel the last three years and has settled 
back to $55 recently. The threat of future attacks or heightened military action with Iran is a risk 
and investors need to stay vigilant.  
While slowing a bit, the U.S. economy remains healthy overall and doesn’t show signs of an 
imminent recession.  The unemployment rate, currently at 3.5%, remains near its 50 year low level. 
This, along with rising wage growth, increasing personal saving rates, and lower financing costs, 
indicate a favorable outlook for U.S. consumers. While consumer confidence statistics have 
moderated, they still remain strong and point to further economic expansion.  However, capital 
investment and manufacturing weakness both here and abroad have left investors contemplating 
potential spillover effects. Does the shift from globalism to nationalism with the corresponding 
trade disputes end with fair and reciprocal agreements that stimulate flagging international growth, 
or does the rest of world drag the U.S. towards a recession?  The kickoff of the U.S. 2020 election, 
the recent impeachment inquiry by the House of Representatives and the latest deadline for Brexit 
at the end of October are all on investors minds. There is an old investment adage that “stocks 
climb a wall of worry”; however, the list of concerns seems to be growing. 
The direction of inflation and interest rates appears to be stabilizing at lower levels, which should 
provide support for domestic economic activity. Unfortunately, it may further dampen prospects 
for the struggling economies of Europe and Asia. While the U.S. has been the global engine of 
growth over the last five years, it’s a condition that cannot last forever. Increased foreign output 
would be welcomed, but if not achieved, may push the U.S. toward a recession. 
The S&P 500 (total return) was up 1.7%, and the Dow Jones Industrial Average was up 1.8% in 
the quarter. The technology-heavy NASDAQ Composite was up just 0.2% in the quarter, as 
investors rotated away from the recent leaders in technology and biotech.  While these larger U.S. 
company indexes had positive returns, other segments of the market weakened in the third quarter.  
The smaller capitalization (illustrated by the S&P 600 Small Cap Index) issues fell by 0.2%, and 
International stocks lagged domestic averages with the developed international markets down 
1.71% and emerging markets falling 5.15% for the quarter. Global growth and trade concerns, 
along with a rising U.S. dollar, had an incremental impact on international, small and mid-
capitalization domestic stocks in the quarter. 
Utilities, real-estate and consumer staples were standout sector performers in the quarter and over 
the last twelve months.  This reflects a shift to defensive companies and those that benefit from 
lower interest rates. The energy sector remains a significant underperformer based upon concerns 
of faltering global demand and adequate supply. The leadership rotation over the past twelve 
months has been significant and it reflects the increased uncertainty of future economic conditions. 
Some of the largest companies (Amazon, Facebook and Netflix) lagged in the quarter as regulatory 
scrutiny and competitive forces alarmed investors of these previous market leaders.  The chart 
below illustrates how the sectors performed in the quarter and for the trailing twelve months.  

Investors Running on a Bumpy Treadmill (cont.) 

Source:  FactSet 



U.S. government bond yields continued to decline in the third 
quarter, accompanied by a rise in volatility.  The quarter started 
with yields on the 10-year Treasury bond slightly above 2% in 
July, before they tumbled below 1.5% in August, only to reverse 
course again when they spiked to 1.9% by mid-September.  The  
bond market roller-coaster ride took place as the market digested 
slowing global growth, growing Fed policy uncertainly, continu-
ing trade tensions, and escalating geopolitical risk. Based upon the 
volatile yield moves in the quarter, there seemed to be some de-
bate about the consensus expectations of rates “lower for long-
er”, with global government yields up from early-September lows.  
The 10-year Treasury bond began the quarter yielding 2.04% and 
ended the quarter at 1.68%, while the 2-year Treasury note began 
the quarter at 1.79% and ended the quarter at 1.62%.  

Over the past 3 to 5 months, investors remain focused on the 
inverted yield curve. The yield curve is considered inverted when 
short-term interest rates exceed long-term rates, with the 2- and 
10-year Treasury bonds being the bellwether guidepost for inver-
sion monitoring. The chart above displays the trend of the 2- and 
10-year Treasury bond yield differential for the third quarter and 
reveals both the tighter spreads along with the brief inversion 
when the 2-year Treasury bond exceeded the 10-year yield late in 
August. This inversion quickly reversed as interest rates snapped 
back in early September. Historically, a yield curve inversion has 
been a leading indicator that a recession could be near.  While it 
can take up to two years for a recession to occur, it is an indicator 
that economists and investors scrutinize closely.   

In a repeat of its June meeting, at the Federal Open Market Com-
mittee (FOMC) the Federal Reserve again cut the Fed Funds in-
terest rate by 0.25% to a range of 1.75 – 2.00% in September. 
This move was widely anticipated by investors and as a result had 
minimal impact on financial markets. While the FOMC has two 
remaining meetings in 2019, additional interest rate reductions 
will be more dependent upon upcoming economic data as Fed 
Chair Powell indicated that future policy changes will be consid-
ered to achieve the Fed’s dual mandate of supporting stable pric-
es and employment in the U.S.  

With the uncertainty stemming from the trade disputes, weak 
global growth, and negative interest rates in Asia and Europe, the 
Federal Reserve faces unique challenges in achieving its objec-
tives. Domestically, consumer spending continues to be healthy 
and unemployment remains near all-time lows.  Inflation trends 
have been extremely stable and remain below the Fed’s 2% target 
as they have for the previous nine years. However, recent indica-
tors reflect pressure on rising wages and goods and services prices 
that could  boost inflation expectations modestly.  Although not 
yet reflected in the numbers, many economists anticipate some 
inflationary push as a result of the increased and sustained tariffs. 
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Inverted Yield Curve & Tighter Credit Spreads Send a Mixed Message 

So far, China has tried to protect market share with currency 
devaluations, and U.S. companies look to do the same by ac-
cepting flatter or lower profit margins by not passing the tariff 
cost on to the end consumer in an effort to maintain market 
share.    

The Euro and Japanese 10-year bond yields tracked further into 
negative territory, pushing U.S. yields down along with them.  
However, the differential between U.S. and foreign bond yields 
remains fairly stable as illustrated in the chart above. While the 
European Central Bank (ECB) has indicated it will continue to 
follow its aggressive plan of negative interest rates to help spur 
economic growth, so far growth has failed to materialize.  Inves-
tors are monitoring the incoming ECB President Christine 
Lagarde to see if there will be any material shifts to these plans.  

U.S. investment grade corporate bond spreads (the extra yield 
required by investors for the risk of owning corporate versus 
government bonds) continued to decline in 2019. Spreads 
peaked in January at +1.63% and have shifted down to +1.22%.  
Both lower corporate spreads and treasury bond yields make 
corporate bonds a less attractive investment option in our view.  
While still providing relatively safe income, current yields are 
only slightly above the rate of inflation. Credit spreads have his-
torically risen during weaker economic times and often rise or 
widen before recessions. Current lower or tighter spreads poten-
tially imply that bond investors are not expecting a recession or 
that U.S. corporate bonds offer a better return opportunity rela-
tive to global fixed income alternatives.   

Arcataur continues to focus on high quality bonds. We increased 
U.S. Treasury and corporate bond exposure over the last 12-
months, but with the recent collapse in yields, we expect to be 
more patient and disciplined to find appropriate value. The 
overall quality rating of the fixed income portfolio is mid-single 
A. Aggregate weighted average duration remains short and li-
quidity is sufficient to take advantage of opportunities that arise.   

Source:  FactSet 

Source:  FactSet 
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The stock market stumbled out of the gate 
in the fourth quarter with a nearly 6% 
correction from all-time highs set in late 
July. The variable sideways pattern in major 
stock indices reflects the crosscurrents of 
unpredictable outcomes of pending events 
globally and domestically that could affect 
economic growth and financial markets 
positively or negatively.  

Geopolitical differences have been at the 
forefront with the ongoing U.S.-China 
trade dispute. North Korea, Iran, the entire 
Middle East, Europe and Brexit are 
additional situations that could provide 
binary outcomes.  Disparate economic 
conditions as well as differing monetary and 
fiscal policy agendas have added to the 
uncertainty regarding future global growth. 
Domestically, the recent impeachment 
inquiry adds to the highly divided 
government environment, as both sides of 
the aisle are more focused on the 2020 
election than the significant unfinished 
legislation important to the electorate.  

Domestic growth appears to be 
decelerating, but fears of a recession in the 
U.S. appear premature based upon strong 
employment trends and positive consumer 
spending.  Global economic growth has 
looked anemic at best. A recession in 
Europe and Asia would impact the U.S., 
but if it didn’t destabilize consumer 
spending or employment, the U.S. could 
avoid a recession.  Such a scenario would 
definitely impact corporate profits, which 
could lead to a more severe financial market 
reaction.   

Conversely, favorable trade dispute 
resolutions and fiscal stimulus in Europe 
and Asia could lead to reinvigorated global 
growth. This could allow stock prices to 

Fourth Quarter 2019 Investment Outlook 
move to new highs with the potential of 
international economies offering 
incremental growth that has not been 
seen for some time. 

Based upon the dynamics of the current 
impediments, we expect more of the 
same for financial markets until there is 
clear confirmation of policies versus 
commentary or tweets of potential 
outcomes. This means continued volatile 
stock prices in a fairly narrow range and 
interest rates in a lower range as well.   

The dichotomy of the domestic 
expansion being long in the tooth and 
the rest of the world unable to stimulate 
growth complicates forecasting as we 
look out over the next 12 to 24 months.  
Manufacturing deceleration and other 
indicators have raised warning flags that 
investors cannot ignore. The drawn-out 
trade negotiations have delayed 
implementation of capital investment.  
More clarity could unleash delayed 
investment and improve growth, while 
setbacks could sow the seeds of a 
recession. 

Having previously reduced equity 
exposure, we are comfortable with the 
current diversification and asset 
allocation position. The potential 
scenarios in the near-term lead to 
maintaining a balanced position for client 
portfolios. We expect a continued 
volatile market, which offers 
repositioning opportunities into strength 
or weakness.  

Our proprietary market valuation models 
currently favor stocks over bonds, 
especially after the recent rise in bond 
prices (lower interest rates) and 

correction in stocks.  This supports our 
slightly above median exposure to stocks. 
The primary swing factor in the near-term 
would be a material shift in corporate profit 
expectations.  After strong growth in 
corporate profits last year, 2019 has muted 
earnings growth and lowered expectations.  
The upcoming reports for the third quarter 
due later in October assume similar results.    

It is not uncommon for investors to remain 
guarded in the face of such uncertainty, 
especially after ten years of an economic 
expansion in the U.S.  History has proven 
such uncertainty can lead to investment 
opportunity or setback.  Approaching the 
current environment with appropriate 
diversification and discipline is important to 
balance the potential return and risk. 

Financial market conditions can change 
rapidly, as illustrated by the last 15 months. 
The primary underpinnings of financial asset 
prices are future economic growth, interest 
rates, inflation, and corporate profits. 
Financial markets are a discounting 
mechanism reflecting sentiment and 
expectations of those key variables in the 
future. This aspect can be confounding to 
the average observer, but the recent past 
illustrates the current dilemma for investors. 

Portfolios remain well diversified and 
liquidity provides the flexibility to take 
advantage of expected future volatility. We 
utilized the market volatility to establish 
some new positions to improve 
diversification and took advantage of 
strength to reposition holdings where 
appropriate. New bond investments have 
become less attractive with lower yields, but 
we remain committed to find appropriate 
value within the current market 
environment. 

Negative Global Interest Rates & Will We See It Here? 
Zero interest rate policy (ZIRP) and negative interest rate policy (NIRP) may be the most profound maneuvers by central banks in the wake 
of the 2008 credit crisis and severe recession. The unprecedented action by the U.S. Federal Reserve to lower the fed funds interest rate to 
zero, and then hold rates there for eight years, was done to stabilize a weak economy and support future growth.  The Japanese and European 
Central Banks delayed such action initially, but then went even further by forcing short-term interest rates below zero to negative nominal 
yields. Negative interest rates guarantee the investor of receiving less than their original investment in the future. This defies logic and centu-
ries of economic theory.  When an investor buys a bond, they essentially are loaning money to the borrower, usually a corporation or govern-
ment.  In return, the  borrower typically agrees to pay a fixed rate of interest to the investor for a fixed period of time. Over the near-decade 
duration of ZIRP in the U.S., short-term investments (savings accounts, money markets, CDs, etc.) provided virtually no return to investors. 
Theoretically, it should stimulate economic growth by drastically lowering borrowing costs, thus boosting interest rate sensitive investments 
such as housing, autos, and durable goods. ZIRP also makes saving so unattractive that investors were encouraged to invest in riskier assets 
such as stocks to achieve a reasonable return. The U.S. stock market rose and a subsequent wealth effect ensued that supported increased 
spending broadly. It lasted longer than most expected in the U.S., but still resulted in a slower than expected economic recovery.  Japan and 
Europe’s initial delay of monetary stimulus, subsequent minimal economic recovery, and now current concerns of tipping into a recession 
have led to deepest NIRP ever witnessed.  Currently $15 trillion of mainly Japanese and European government debt carry negative interest 
rates. In this scenario, borrowers actually get paid to issue debt and return less than the face value amount at maturity. Traditional investors 
are not the primary owners of these money-losing investments, as most of the debt is held by central banks and hedge/speculative investors. 
So far, the Japanese and  European economies have not demonstrated the hoped for economic benefit of NIRP.  In fact, the current discus-
sion is that it has created a negative psychological feedback loop seen to be more destabilizing than the expected stimulus.  The damage to 
their banking and financial sectors has been significant, and central bankers are debating whether NIRP should be deemphasized with focus 
placed on economic stimulus through fiscal measures.  We anticipate that the U.S. Fed may need to continue to lower rates in the near term 
to address a slowing economy.  “Never say never” as they say, but given the lack of success exhibited in NIRPs in Japan and Europe, and 
recent comments by Fed members themselves, we would not expect the U.S. Fed to adopt a negative interest policy, even if a domestic reces-
sion were to occur.  
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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 September 30, 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 Bloomberg Aggerate Broad Investment 
Grade Index total Treasury/Government/Credit (T/G/C), and the Bloomberg Barclay US 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% Bloomberg Barclay 1-5 years (T/G/C) and 13% Bloomberg Barclay Aggregate U.S. 
Investment Grade broad Index.  

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 Bloomberg Barclay 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 originally the Lehman Brothers Aggregate Index and subsequently renamed when purchased by 
Barclays.  The indices includes U.S. Treasury, government sponsored, collateralized, and corporate debt providing a reliable representation of the U.S. 
investment grade bond market.  

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 


