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SWEENEY: Welcome to Fidelity’s Inside Out.  I’m John Sweeney.  Today I’m joined by some of the 

brightest minds in the investing world who are here to help you make sense of the markets.  I’ll 

introduce our panel in a moment, but to set the stage, today the Standard & Poor’s 500 Index 

sits around 2,090, near an all-time high, but markets seem to be stuck in purgatory, as my 

colleague Jurrien Timmer called it.  We’ll break down what’s been driving the market and what 

to do about volatility.  Among stocks, we’ll talk about where to look for growth opportunities in 

a slow-growth world.  For income investors, the Fed met and voted unanimously to hold interest 

rates steady this month.  We’ll talk about the Fed’s decisions and discuss strategies for income 

investors.  And in sectors, there have been some big moves among many sectors.  We’ll talk 

about oil, biotech, financials, and more.  With us today are Jerome Schneider, the Managing 

Director and Head of the Short Term and Funding Desk at PIMCO’s office in Newport Beach, 

California, and the 2016 Morningstar Manager of the Year; Bill Bower, who just celebrated 15 

years running Diversified International Fund here at Fidelity in Boston; Heidi Richardson, Head of 

Investment Strategy for U.S. iShares in BlackRock’s San Francisco office; and Denise Chisholm, a 

sector strategist in Denver at Fidelity’s SelectCo division.  Thank you for joining us today.  We’d 

also like all of you to join in the conversation, so throughout the program you can tweet your 

questions to @Fidelity, or click on the Q&A button in the lower-left corner of your screen.  Up 

first, on Inside Out, (music) what’s been driving the market, and how to manage risk in your 

portfolio.  From the market lows in 2009 through 2014, the S&P 500 saw roughly 20% returns 

annually, with volatility well below average, but since then things have slowed down.  The S&P 

500 hasn’t set a new all-time high in more than 14 months, and meanwhile volatility has 
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increased.  So Heidi, I’m going to turn to you first and say:  so what’s been driving this volatility, 

and how should investors digest that information? 

RICHARDSON: Sure.  There’s actually been a number of things this year.  We started the year thinking 

that the Fed was going to raise interest rates four times.  That obviously isn’t the case now.  

There were fears of China devaluing the yuan.  Oil bottomed at $26.  And now we see a new set 

of risks, between Britain threatening to leave the European Union, we’ve got the U.S. elections, 

and then central bank policy with negative interest rates around the globe. 

SWEENEY: All that contributing to volatility that’s making investors a little uneasy.  Denise, can I 

turn to you next and say, so how about earnings?  Have earnings really held up, and should we 

be looking to earnings in a volatile market? 

CHISHOLM: Sure, John.  I mean, I focus primarily my view of the world just through the sector lens, 

and I think history can really offer valuable insights into sector performance and identify key 

themes in the market, and I think you hit on a critical theme for 2016, which is that on a median 

basis, for the broader market, earnings are contracting now.  And this is not just an energy 

phenomenon.  We’ve actually seen it in five to seven sectors over the course of the last year.  

What usually this leads to is more of what we’ve seen, which we call a “defensive rotation,” 

where those defensive sectors of consumer staples, health care, utilities, and telecom tend to 

outperform the more economically sensitive or cyclical sectors. 

SWEENEY: Interesting.  So Bill, you look at international investing.  Do you see the same kinds of 

sector trends, and where are you looking for opportunities in these sideways or down markets? 

BOWER: That’s a great question, John.  I look at it as volatility creates opportunity, and we feel, 

or I feel, that the names that I own in the fund are very durable, they’re growth, they’re 

somewhat agnostic to the underlying economy, so I buy good, durable businesses, and when I 

get attractive opportunities because the market or investors are fearful of the short term, I’m 



 

3 

 

adding to those.  So I welcome the volatility.  I don’t like it.  You know, it’s stressful, but I look at 

it as an opportunity to upgrade the quality of the fund, and I will always use it in an 

opportunistically way to improve the fund. 

SWEENEY: That’s great.  So, Jerome, I’m going to get to income in a little bit, so I want to save some 

of your answers till then, but can you give us a backdrop?  So the -- as Heidi mentioned, the Fed, 

and the prospect of raising interest rates caused some volatility early in the year.  Certainly we 

saw the markets drop pretty precipitously between January and February.  What role does fixed 

income and particularly the Fed policy have in driving overall economic health? 

SCHNEIDER: Well, first of all, investors need to realize that we’re in a slightly different paradigm than 

we have been for a few decades.  Volatility, and the pronouncement of volatility, is a little bit 

more obvious, and I think it’s a topic of conversation for every type of investor, from 

institutional to retail.  And, as such, income, and more specifically fixed income, has a 

predominant place in income allocations and in portfolio allocations.  Why is that?  Well, as you 

look across your entire portfolio construct, from equities to other high -- more highly volatile 

sectors, your allocations to fixed income and cash allocations need to help be that shock 

absorber to reduce overall portfolio volatility.  So ultimately what ends up happening is income 

and fixed income and, most importantly, a diversified fixed income portfolio needs to be 

comprised to help ballast your overall portfolio construct. 

SWEENEY: So I get that pushback from investors.  They say to me, “Well, so why should I own fixed 

income?  The Fed’s going to raise rates over whatever timeframe, and the value of the price of 

my fund is going to drop therefore, right?  The values of the securities in my fund.” 

SCHNEIDER: That’s a very fair assessment.  There’s two things to realize:  is that the Fed has been on 

a more prolonged hiking sequence than usual, number one; and number two, just because you 

believe the Fed and interest rates are going to hike doesn’t mean that a diversified fixed income 
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portfolio can’t overcome those hiking sequences.  There’s plenty of ways through diversification, 

through corporate bonds, other spread products, that produces income in a portfolio away from 

simply owning just a Treasury portfolio that might decrease in value as rate expectations 

increase. 

SWEENEY: Right.  Heidi, do you see it the same way?  You cover lots of different asset classes.  And 

how do you advise investors who are thinking about providing that ballast to their portfolio? 

RICHARDSON: Yeah, sure.  I think some of those diversified fixed income absolutely make sense, but I 

also think there’s ways to mitigate some of the risk with equity portfolios, things like minimum 

volatility portfolios, or even dividend growers.  You know, it’s really interesting to see the 

market -- Jerome mentioned that it’s an interesting time we’re in when you have a ten-year 

Treasury at 1.7 and you have a dividend yield in the S&P at 2.2.  So I think the dividend yields, 

and even for some of the investors that are looking at some of those smart beta type of 

investments, quality factor, I think, is going to be important, because you’re going to want to 

pay for those earnings. 

SWEENEY: So...  Bill, yeah, you had a point? 

BOWER: I think Heidi raises a great point.  The dividend yield of my underlying fund is about 

2.2%; my index is just under 3.  And, to me, there’s a lot of concern priced into the market about 

equities, when you look at two-thirds of the world has negative rates for sovereign debt.  So, to 

me, I look at -- diversification makes sense, but when I look at equities versus bonds it just 

seems that you can get decent yield, and you get an opportunity, in the names that I own, at 

least, to have durable growth, so you’re just not dependent on one or the other.  You can get 

both. 

SCHNEIDER: Yeah, I would agree, and I think one of the common themes that we’re all embodying 

here is a diversified approach to withstand potential for higher rates, reverberations and 
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vibrations through economic growth concerns, things like that.  Totally agree with that.  Risk 

premiums are something you pay for that, and the risk premium obviously is at low rates that 

you might find in the ten-year note or U.S. Treasuries compared to, as you said, two-thirds, or 

even our latest calculation is north of 80% of, you know, German and Japanese bonds are 

negative yielding.  Fortunately, in the United States we’re not -- we haven’t encountered 

negative interest rates, nor do we expect that to happen, but what it does remind us is that we 

need to maintain certain portfolios that help absorb an expectation of higher interest rates, and 

then whether you’re in fixed income or whether you’re in equities or dividends, etc., you might 

need to be thinking about that, and all of us would agree that an active approach to do that 

would be in the constitution for the investment foreseeable future. 

RICHARDSON: Plus, I think your point earlier was bonds have a role as a ballast to some of this equity 

market volatility.  We can’t forget that. 

SCHNEIDER: It’s definitely not an either/or. 

RICHARDSON: Yeah. 

SCHNEIDER: Yeah, it’s definitely not an either/or, and to be conservative you need to have that 

diversification.  It creates opportunities.  It creates options for investors to do, as you say Bill, to 

add to your portfolio when there’s down-drafts, and at the same time go over those speed 

bumps so they do occur, like earlier this year. 

SWEENEY: Are there things that are unique -- you talked about the central banks around the world 

driving monetary policy -- are there things that are unique in the political environment, or the 

geopolitical environment, that are causing central banks to act differently, and actually to cause 

more volatility than they had perhaps intended in this particular market cycle? 

SCHNEIDER: You know, there’s definitely a world where we’ve never encountered negative interest 

rates before, and if you had this conversation nine months ago everybody would put up their 
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stamp of approval on negative interest rates.  Now central bankers globally are really scratching 

their head if it’s the right direction to go, and we can see that in Japan with the Bank of Japan 

and the ECB, etc.  So I guess what we really need to be thinking about -- not to get too wonkish 

here, but -- is sort of the exhaustion of monetary policy as a tool, and we’re sort of getting to 

that road.  But ultimately what that does is create volatility in the marketplace.  That’s what we 

saw emanating in January and February this year was responses to negative interest rates, 

responses -- secondary responses in currencies, which actually has a profound influence on U.S. 

investors of all types.  And so we -- and fortunately this is a global environment, and as a 

practitioner, all types of practitioners need to be cognizant of these global implications for us. 

SWEENEY: Is that because I can deploy capital in any of the markets around the world, and I’m 

making a choice to put it in one country versus another? 

SCHNEIDER: So this is actually an incredibly important point.  We’ve gone from a world where there’s 

been positive interest rate policy globally, to zero interest rate policy globally, to negative 

interest rate policy globally, to a world which I call RAIRP, which is relatively attractive interest 

rate policy globally.  The demand of folks looking for positive interest rates when their domestic 

rate environments are negative is going to create a profound impact on asset prices 

everywhere, specifically here in the U.S.  It creates opportunities for us all, but it also creates 

different types of asymmetric outcomes that we need to be prepared for, and thinking about 

opportunistically. 

SWEENEY: Interesting.  All right, great.  Go ahead. 

BOWER: Just on the role of the central bank and what is its, you know, good or bad intentions, I 

think the intentions seem to be focused on the short-term.  You know, for instance, in Europe 

and Japan and countries I invest in, the more they lower rates, the more they compress the 

interest rate curve, the harder it is for banks to make money, which are really supposed to be 
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the governor of velocity of money into the system, and it’s not happening.  The -- you know, a 

bank typically will make anywhere from 50-90% of their revenue from net interest margins.  

Well, if you just compress that, your ability to have earnings, or even grow earnings, has been 

really restricted.  That, coupled with the fact that nobody wants to repeat 2008, so regulators 

are scared, and they keep raising capital requirements, which is further stifling the ability to 

grow assets.  So you really have a really difficult environment that they’ve backed themselves 

into, and you see it manifested in the financials.  It’s a really tough sector to make money, let 

alone pay out dividends to shareholders. 

SWEENEY: Great.  All right, well let’s then go to our next section.  So coming up next on Inside Out, 

(music) let’s talk about how to find growth opportunities even in a slow-growth world.  So 

investors have had to face some crosscurrents.  The economy in the U.S. has seen signs of 

health:  falling unemployment, some signs of rising inflation, and a healthy consumer sentiment.  

But globally, that story has been weaker, with uneven growth and falling expectations.  You can 

see here in the chart the International Monetary Fund forecast for economic growth this year.  

So the global backdrop is slow, but even in slow economic environments there will be 

companies, industries, or regions that can grow faster than the world economy overall.  So how 

do you find those pockets of growth?  Denise, I’ll start with you, and when you’re looking at 

sectors and you’re looking at opportunities globally, where are you seeing opportunities that 

may be places that people might want to look in a slow-growth environment globally? 

CHISHOLM: I think that that’s a key theme, which is slow growth, and not only just slow economic 

growth but earnings contraction is one of the critical themes for 2016.  And what that 

historically has looked like, we talked about a little, is a defensive rotation.  So the sectors of 

consumer staples – health care, utilities, and telecom -- tend to outperform in that environment, 

because market participants know during times of volatility where growth is compressed that 
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people still buy toothpaste, they still turn the lights on, they still go to the doctors.  So you’ll 

actually see multiple expansion in those sectors, and if you look through history in all of the 

earnings contractions we’ve seen since 1962, you’ll see that really we’re only halfway there in 

terms of duration, and only about a third the way there from a defensive rotation perspective, 

so if this is a typical earnings cycle, it still has longer to play out in the outperformance of those 

low-risk sectors that are more stable growers. 

SWEENEY: OK.  So, Bill, you talked about the central banks and the impact on financials, banks’ 

inability to grow.  What other sectors are, perhaps, opportunistic here in a slow-growth 

environment.  Where are you looking? 

BOWER: Sure.  Denise and I don’t always agree, (laughter) but we agree a lot on health care and 

consumer staples.  These have been sectors that I’ve tended to add a lot of alpha.  I like them 

because they’re durable.  They’re less reliant upon the economy.  So if you come across a 

company with a strong management team, a great drug portfolio pipeline, the best toothpaste 

company in the world, or what have you, they can generate their own growth.  The things that 

they have to be fearful or mindful of is, you know, trade wars, or increasing taxes.  So I like 

analyzing and owning those types of companies.  And I think the difficulty when people say -- 

the argument or the pushback I’ll get is, “Wow, those stocks have never been more expensive 

on earnings,” and, you know, what’s different in this market is rates are negative in parts of the 

world.  So what do you pay for something that has a 90% chance of probably growing anywhere 

from, you know, earnings 5-10%?  Probably a pretty high multiple.  So those tend to be areas 

where I’m confident and still looking for opportunities. 

SWEENEY: So let me ask you:  where’s that growth going to come from?  Is it expansion of their 

market?  Is it going to come from price increases?  When you’re a CEO of a packaged goods 

company, for example, you’re thinking about, I can either raise prices, or I can expand into a 
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market where I’m not operating today.  Where do you see those growth opportunities coming 

from? 

BOWER: It’s a great question, and it comes from a couple of areas.  It depends where you are in 

the world.  If you’re in emerging markets, you’re going to come from the demographics, the 

younger population getting of age of consumption, but also the per capita income reaching a 

threshold where those types of products are affordable, whether it’s, you know, the consumer 

staples, insurance, supplemental insurance.  As per capita income grows and demographics 

change, the demand for those...  That’s -- so that’s how I think about it in the emerging markets.  

In the developed world, it’s kind of like the old adage:  the company with the best mousetrap 

wins.  And it’s the same whether it’s in technology, staples and health care.  If you have the best 

drug, you know, portfolio, there’s always a need for it.  In the developed world, the 

demographics are such that we’re going to consume more of those things.  How we’ll pay for it 

might be a question, but we’re going to consume more.  So that’s kind of how I think about it. 

SWEENEY: OK.  So, Heidi, how about you?  Do you see opportunities in this slow-growth 

environment? 

RICHARDSON: I do.  Actually, one of the areas that I really like are dividend growers.  Now, there’s a 

difference between high dividend payers and dividend growers.  I think areas even in technology 

that have so much cash on hand that they can continue to do share buybacks, increased 

dividends, have merger and acquisition activities, and some of those other areas of the 

marketplace that are strapped with debt, I think if we get into a period where the Fed raises 

interest rates, cash is going to be king. 

SWEENEY: Right.  So let me talk to you about those three pieces.  You talked about share buybacks, 

you talked about mergers and acquisitions activities, and you talked about dividends.  If I’m an 

investor and I’m holding a share of a stock, love to get my money back, so a dividend’s really 
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attractive. How do professional investors think about capital structures, and do they care about 

the use of that cash among those three different choices? 

RICHARDSON: I think they do.  I mean, longer term I think it’s always best to reinvest in the business 

and grow the business, but I think that in this wave that we’ve been in over the last few years, 

investors want those shareholder-friendly activities, and they want that dividend.  I mean, when 

I got into this business almost 30 years ago, it was unheard of of a technology company to pay a 

dividend, and now they’re some of the largest paying dividends out there in the technology 

space. 

SCHNEIDER: Because they have the most cash in some cases. 

RICHARDSON: Right, exactly.  (laughter) 

SWEENEY: So what do they do with cash?  So the alternative is they invest it, right, and interest 

rates aren’t very attractive, so -- 

SCHNEIDER: Or capex and other things like that, and that’s the tradeoff -- that’s the typical tradeoff 

for any CFO at this point in time is trying to figure out borrow, levers the balance sheet, be 

shareholder-friendly, don’t be shareholder-friendly.  That’s what we deal with.  And, you know, 

as a bond guy we’re on obviously opposite sides of this, so we want to be as defensive as 

possible of the balance sheet, but I think that is the tradeoff, and investors actually face the 

same impact on their own balance sheets.  They’re trying to figure out that tradeoff between 

not necessarily leveraging their balance sheet but looking at opportunity sets between, you 

know, buying attractive fixed income rates or looking at dividend yields and looking to find a 

good compromise.  And ultimately, it’s a compromise that wins out almost in every case. 

SWEENEY: So when I take that cash and I put it back into my own business, I’m building a factory to 

expand my operation, maybe moving to a new country, buying some other company that gives 

me capability, how has that played out historically?  I’d love the perspective of anybody here.  
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How have mergers and acquisitions played out for investors?  Is that generally something that’s 

positively viewed by the markets, or would you rather see that cash then return to the investor 

so they can -- you can do something else with it, and perhaps buy another company? 

BOWER: I mean, I’ll take a stab at that.  I just take a commonsensical approach.  If it’s -- if it gives 

them increased capacity, if it takes out a competitor, those -- and there’s a cost leverage story to 

it -- in other words, I can merge with two toothpaste companies and get rid of the 

manufacturing in one and that makes sense -- the ones that tend to run in trouble are you 

overpay, you over-borrow, or you just strategically change where you were going with the 

company, and you get into a business that you shouldn’t have been in in the first place. 

SWEENEY: That makes a lot of sense. 

RICHARDSON: Yeah, I think it depends. 

BOWER: Yeah. 

SCHNEIDER: Yeah, and I think, taking it up a notch, taking it up a couple feet, the important thing is 

realizing that the reason there’s M&A, mergers and acquisitions -- the reason there’s mergers 

and acquisitions is that the cost of capital has changed because of monetary policy.  You have 

low rates globally, which makes the cost of capital to investor borrow, for many of these 

companies, very different than it was five, ten, 15, 20 years ago, so the model has changed a bit.  

And so, as an investor, we all, as professionals, need to think about ways that that impacts our 

portfolios, and it’s a very different playbook than it would’ve been 10 or 20 years ago.  So it’s 

something that we’re constantly evolving our views and our discussion for -- at least, at PIMCO, I 

know, [maybe?] one of your firms, as well. 

SWEENEY: Right.  Because cash is so inexpensive, I can borrow it, I can do different things with it 

and get an attractive return above what my cost of borrowing is, is that right? 

SCHNEIDER: Correct. 
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BOWER: It’s a great point in that it’s somewhat circular in today’s environment in that in Europe 

they really didn’t want to address the asset write-offs, so -- and they were able to hold rates 

low, and there was never any capacity taken out of the banking system.  In the energy field, 

rates are so low that there’s somebody willing to come in and step in front of the equity to take 

-- you know, to get involved with the bunt, because rates are so low.  So in a weird way, this 

low-rate environment has actually made the pain trade or delayed it, and it’s a really big 

problem.  I think it’s hurting on the growth, is we have to let the companies go bankrupt.  We 

have to allow things to downsize.  And when rates are so low, somebody’s always willing to 

come in and take a chance. 

SWEENEY: Right.  Interesting. 

SCHNEIDER: This -- I would just highlight that this is one of our views that we have thought about in 

terms of our secular views, meaning the next three to five years.  You know, we’re basically in a 

world where we’re stable but not necessarily secure.  There’s tail risks probably emerging, 

nothing to worry about, but there’s going to be -- in the immediate sense, but eventually over 

the next few years there’s going to be something, and low rates being -- or negative rates could 

be that inciting action at some point in time, but it’s something that is -- we’re in a totally 

different paradigm for investing than we had -- than we were before.  So, you know, I would just 

say it’s, you know, an era of insecure stability going forward. 

CHISHOLM: Yeah, I think that’s an important point in terms of when we look back at the 1990s of 

credit crises that were sort of constant is they became sort of market phenomenons of 

repricings.  We don’t see that as much anymore.  So there’s two ways to sort of get out of any 

kind of excessive leverage.  One is to have a debt crisis, which we’ve seen in the past, obviously.  

The other way is to grow into it through a longer period of slower growth, which may actually be 

what we’re sort of talking about from an investment perspective. 
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SWEENEY: Great.  All right, thank you.  So coming up next on Inside Out, (music) so let’s talk about 

interest rates and income.  As we mentioned, the Fed that -- last week decided not to raise 

rates, and they lowered their expectations for rate hikes in 2017 and 2018.  The benchmark ten-

year bond is near its all-time lows, in the range of 1.6%, but much of the world is actually in 

lower rates, actually negative.  So I do want to understand a little bit more about that.  We show 

some rates here.  The Swiss, for example, are actually charging you more than one percent to 

hold your assets in a Swiss bank.  That’s pretty troubling, and what does that mean for markets 

around the world?  What does that mean for U.S. investors?  And Jerome, if I can turn to you:  

what’s driving negative rates?  Have we seen this kind of environment before?  And how should 

investors be thinking about that? 

SCHNEIDER: You have seen this environment occasionally before is the short answer.  There’s been 

periods in the ’70s, periods in the early ’90s where individual economies have turned to 

negative rates to help propel and create growth opportunities.  But the ultimate thing that 

central banks are looking at is they’re looking at their tool chest, and they open the tool chest 

and they see it’s becoming increasingly barren.  So what do they do?  They move rates to 

negative, with the philosophy that rates can basically move down further, and margins won’t get 

compressed because all the rates are going to move lower.  Ultimately, and this goes to what Bill 

said, financials, you know, are going to bear the brunt of it, because their net margins are going 

to be reduced, but for investors what it really means is their opportunity sets are going to come 

with a cost.  Imagine that you have the value of a dollar, or a euro, or a yen -- really a euro and a 

yen at this -- or a franc at this point in time, and you put one in today, and you get less than one 

out tomorrow, and there’s basically no inflation.  The only time we’ve thought about purchasing 

power protection was during inflationary times.  This is effectively low inflation slash maybe 

borderline deflationary in some areas, and you’re not necessarily getting that dollar back.  So 
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the monetary policy in and of itself is creating that negative environment as a policy response to 

help stoke the fires of not only growth but inflation, and the inflation component is what’s 

lagging in many of these economies. 

SWEENEY: So will the Swiss consumer, when they put their franc in the bank, will they -- and they 

receive less -- (laughter) the franc in the bank -- they receive less a year from now, will they 

actually have a lower cost of goods when they go to the supermarket and try and buy goods and 

services? 

SCHNEIDER: Well, that’s not necessarily a good thing, right?  Because the central bank’s mandate is 

they want to actually create growth, and, you know, tangential to growth is inflation, believe it 

or not, not crazy inflation but modest inflation.  You want to have a little bit of pricing power, 

we would all associate with pricing power.  So those go hand in hand.  So it’s not a good thing if 

you’re a central banker, for sure.  From an investor point of view, the savers are obviously 

penalized, and what we’re seeing is basically low rates, negative rates are very punitive to those 

savings classes.  So what’s happened globally?  Saving rate -- savings rates have increased.  What 

do higher savings rates mean?  Means lower returns as more money flocks to those 

investments.  So we sort of need to reverse the course a bit.  People are realizing that monetary 

policy has exhausted itself to some degree, that negative rates ultimately have some bottom 

line in terms of their effectiveness and their elasticity, and when you have 80-plus percent of 

your fixed income bonds in sovereign places like Japan and Germany trading at negative yields, 

it’s not simply a flight to quality phenomenon, meaning you need to seek safety; people are 

actually viewing that as a stored value, still.  So we have to get over that, ultimately. 

SWEENEY: So can I understand -- so would I, as a non-German investor, ever buy a German bond if 

I’m going to get negative rates?  You talk about a flight to capital, but why wouldn’t I, as an 
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investor in the U.S., buy some bond from a country that’s at least going to pay me some positive 

return there? 

SCHNEIDER: So this is an interesting phenomenon, and it gets a little bit into the technical details, but 

what it also means is, no, you wouldn’t necessarily, if you have U.S. dollars, necessarily buy a 

German bond, but what is the technical factor, which is really interesting, is those -- the people 

in Germany, in the -- in Japan are looking to buy U.S. bonds.  What does that mean?  It means 

they want to buy U.S. dollars.  So there’s significant opportunities to basically lend U.S. dollars if 

you own U.S. dollars and pick up an advantage over simply buying U.S.-dominated assets.  Now, 

it’s a little bit technical for an average investor to take advantage of, but for professionals 

looking to take advantage of those discrepancies, this global demand for dollars, we could go 

and buy, for example, Japanese T-bills at a hedge basis of 90 basis points, or 1%, versus owning a 

three-month U.S. Treasury at 25 basis points.  There’s a big difference, and basically no one’s 

going to tell you that Japan’s defaulting tomorrow, or in the next three months.  So it’s that 

demand for dollars which makes it interesting for U.S. investors. 

SWEENEY: OK.  So, Heidi, how do you think about it? 

RICHARDSON: Yeah, just a couple of things on there.  First, I just came back from a recent trip to 

Europe, and it’s interesting:  the Swiss are catching on.  So you cannot find a safety deposit box 

in Switzerland now, because they know, I can either put it in the bank and pay you to hold my 

money, or I can pay X amount of Swiss franc and store it in a safety deposit box.  So it’s 

interesting to see on the front end of the curve what’s happening there.  But I think more 

interesting with central bank policy is looking at that longer bond, looking at the ten-year 

government bonds, right?  We may look at the U.S. ten-year at 1.7 and not think that that’s very 

robust, but ten-year German bunds went negative last week, right?  So think about that.  We 

know if yields go up, prices go down, but as yields go down prices of these bonds have been so 
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elevated, they’re so rich in so many areas, whether it’s negative on a ten-year German bund, or 

whether it’s looking at JGBs, Japanese government bonds, yielding negative 16 basis points, 

right? 

SWEENEY: But Jerome talked about the money moving perhaps to another country, and you’ve got 

a rate -- I’ll call it arbitrage -- between the two different countries.  Do you see, if there’s a flight 

out of German bonds or Japanese bonds to the U.S., is that going to continue to keep U.S. bond 

prices high and the rates low? 

RICHARDSON: I think it could keep rates low and the prices elevated, but I also think the biggest 

derivative of that is looking at the currency implication and what happens with the currency. 

SCHNEIDER: Yeah, and I would qualify -- not to qualify your statement, but I’ll qualify it by saying 

there could be international demand further out the curve; 10 and 30 years you’ll find it in 

pensions.  I think the bigger construct is when you look at the front end of the curve, which is 

still wavering between market expectations of very little rate hikes over the next, you know, 12, 

15 months, and what the Fed’s expectations of rate hikes are, about four rate hikes over the 

next 12 to 15 months.  So the front end of the curve -- call it zero to three, zero to five years -- is 

still susceptible to repricing, and we need to be cognizant of that in our fixed income portfolios, 

but that doesn’t mean be void of fixed income.  That means there’s opportunity sets and we just 

have to be maneuvering where on the interest rate curve we’re taking risk and where in fixed 

income we’re taking risk.  Is it just only in treasuries or agencies or corporate bonds?  And we 

would favor the latter, corporate bonds, to basically help ballast that portfolio of volatility and 

produce income. 

RICHARDSON: Agree. 

BOWER: I just had a question, or...  You know, in Japan the market for JGB, 75% of it’s the other 

side of the government.  So these really aren’t -- they really aren’t open markets, and 99% of the 
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JGB market’s funded in Japan, so there isn’t really an open market.  I guess one of the things 

that I always struggle with is -- I can ask you, Jerome, since you’re the expert -- is:  do you think 

we can get out of this without a concerted effort from governments cooperating?  It seems like 

nobody wants to take the pain, raise rates, because the currency.  Can we get out of this 

without a concerted effort? 

SCHNEIDER: Well, there’s -- the cooperation you have comes twofold.  Number one, you could argue 

that there has been cooperation among central banks going back to February this year, when 

the G20 in Shanghai basically had a gentlemen’s agreement that this a situation where we’re 

going to agree not to target effects.  We’re not going to have a currency war, meaning we’re not 

going to devalue our currency for the intent of helping our economy.  And since that point in 

time, ironically, the yen has strengthened instead of weakened.  We’ve had the U.S. dollar 

weaken instead of strengthen.  And we’ve had this sort of malaise stability sort of overtake the 

market.  So the concern that the Fed had put up its antennas over about financial conditions 

earlier this year has basically become not a primary concern but a tertiary concern at this point 

in time.  So that’s the first element is trying to figure out how central banks could potentially 

unofficially cooperate, and realizing not to target currencies.  The second one has to do with the 

fiscal side of the individual governments.  Fiscal is an unknown in terms of, you know, trying to 

separate monetary policy and fiscal policy until we got to recently talking about helicopter 

money had been really distinct and separate.  But the right tail event, the positive tail event in 

the -- over the next 12 months isn’t the avoidance of fiscal stimulus, but actually the possibility, 

the propensity for some type of positive fiscal element to come into not just the U.S. but 

globally.  You could have it easily in Japan before you would have it in the U.S., but after the U.S. 

election cycle happens it’s possible.  I’m not saying it’s highly likely, but it’s possible.  And there’s 
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very little -- there’s very much a discounting of that positive impulse later on in 2017 that could 

occur. 

BOWER: So, stimulus or cutting on the fiscal side? 

SCHNEIDER: No, I’m saying a positive infrastructure, so infrastructure projects, things like that. 

SWEENEY: Denise, do you see sectors that can operate in a negative rate environment globally like 

this? 

CHISHOLM: Yeah, I mean, I think it’s interesting.  When we talk about central bank policy, and 

everybody thinks that negative rates or low rates are stimulative, as an equity market investor, if 

I just look at historic probabilities and say, “I want the market to go up; do I want the Fed to be 

raising interest rates or lowering interest rates?”, you actually want them to be raising interest 

rates, not because that’s a positive, but because it’s a reflection of the growth.  So I think this is 

all, again, sort of a reflection of that lower growth environment.  And Bill, sort of to your 

question, I think we can’t lose sight of the cycle of 2009, right?  We are in, from a developed 

market concept, deleveraging cycle.  That might take some longer periods to play out, both in 

terms of monetary policy losing its impact, but I think potentially in terms of fiscal policy, as 

well, we’re seeing sort of incrementally negative returns to that, certainly oversees in emerging 

markets, particularly China, where there’s less and less stimulus being given through to the 

markets because of that excess leverage. 

SWEENEY: All right, so let me ask you a question about -- you talked about the Fed is looking to 

raise rates because the economy’s healthy.  So they’re all looking for indicators, and they said, “I 

want to see unemployment, I want to see slight inflation, I want to see job growth,” things like 

that.  So all those factors.  So is the Fed leading the economy, or are they following based on 

indicators that they’re seeing? 
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CHISHOLM: Well, I mean, I think historically the Fed has always sort of followed the indicators 

they’re saying.  The one thing that I would point out that’s interesting to me, again, when I study 

history is that one of the critical indicators is job growth.  When I look historically from an equity 

market, from an inflation market perspective, all perspectives -- and I’d be interested in your 

perspective, Jerome -- actually job growth is a lagging indicator on the economy, and that’s 

going to be sort of the last canary in the coalmine to show you a potential slowdown in growth.  

So I think that the Fed has to holistically look at the overall economy, not just one indicator.  

But, unfortunately, I think the Fed’s in an interesting position that they’ve never been in before.  

We’re not just debating on whether they should raise or lower; we’re actually debating the 

level.  So I don’t know in terms of how that conversation plays out over time what the right 

answer is, but I think, again, an interesting point when you study history -- we talked about rates 

going up -- I think it’s important to know what rates we’re talking about.  When you look at 

when the Fed has raised interest rates at the short end, obviously, in prior cycles, when you 

have leading economic indicators decelerating, like you see now, and when you have high credit 

stress, like we still see now, what you see is a high probability of the short end going up, but a 

high probability of the long end going down.  So we can’t lose sight of the fact that we may be 

talking about what the Fed is doing, but that might not translate through the rest of the curve. 

SWEENEY: [Markets will get?] interesting.  All right, great.  So, thank you.  Well, coming up next, 

(music) we’ll discuss some of the big sector stories that have been moving the markets in recent 

months.  Let’s start with energy.  It’s been a wild ride for oil prices.  Oil was above $100 a barrel 

in 2014.  It fell to $28 per barrel in February, and since then it’s almost doubled, and today sits 

near $50 per barrel.  So, Bill, let me start with you.  We’ve got a lot of global players in the 

energy business.  Oil is obviously a big commodity that trades in dollars.  So tell me what you’re 

seeing in terms of the energy markets, and where global companies are thinking about oil, A, as 
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a producing opportunity, but also as a consumption opportunity when we think about driving 

growth in particularly developing markets. 

BOWER: Sure, I’ll take a stab at that.  On the energy side, the thing as an investor that is -- that I 

focus on, I compare energy to base metals.  And basically, it’s supply/demand.  And what’s 

unique about energy versus base metals is when you put a well in the mine -- or a well in the 

ground, you know, if it’s really deep offshore it can be ten years, and a gas well can be two to 

three years.  So you have a natural supply response as people don’t consume as much, prices go 

low.  So energy can self-correct quicker than a copper mine, where the reserve life can be 50 

years.  So energy to me is interesting, because we are -- nobody’s making a lot of money at 

these prices, gas and oil.  You couple on top, or you layer on top of that the fact that emerging 

markets is growing, and they will consume more.  The developed world probably consumes less 

as it continues.  Europe is declining; the U.S. is a little up.  So you have a mechanism that will 

cleanse itself irregardless [sic] of what happens with the economy.  So energy to me is 

interesting. 

SWEENEY: But do we see a shift in consumption patterns?  So you’ve got electric cars, you’ve got 

solar-powered homes.  That -- those alternative sources of energy will come online.  How much 

does that impact oil producers?  And, at the same time, you’ve got politics, where these 

countries who have been dependent upon hundred-dollar oil, are building an economy based on 

that revenue stream, and now all of a sudden it’s cut by three-quarters, or half?  That’s pretty 

significant impact on some of these countries that are dependent upon oil revenues. 

BOWER: I guess the place where I’d be most concerned would be the Middle East, because that’s 

the biggest driver of their economy.  So what does this mean?  What does $50 oil mean to 

them?  And there’s such a big social spending program that become -- you know, is guided by oil 

prices, that yeah, that’s going to lead to some issues potentially if we stay here at 50.  So that 
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would be an area of concern, I guess, from a political standpoint in that there’s a lot of people, 

they’re young, and if the economy’s based on a $50 oil price isn’t very good, and they don’t have 

the economy working, there could be problems there. 

SWEENEY: OK.  Heidi, can I ask you about other sectors that you find attractive? 

RICHARDSON: Sure. 

SWEENEY: Which areas are you looking at?  So oil has rebounded nicely.  What -- are there other 

places that we should be looking? 

RICHARDSON: No, you know, I mentioned technology earlier, and we’re looking at technology 

particularly because of the cash-rich nature of those companies.  You know, I think that some of 

the areas longer term that we’re looking at, something like biotech that’s just had such a sell-off 

this year -- you know, it’s oversold in our eyes.  I’m not necessarily saying it’s time to get into 

that.  I think that there’s some vulnerability with health care, and particularly the threat of the 

elections focusing on areas like health care and pricing of health care and drug pricing.  You 

know, one of the candidates mentioned last year that there was -- they were going to have 

some rules about this price gouging that she was saying -- I think those were her actual words, 

“price gouging,” and there was just a massive sell-off in biotech.  So I think, you know, the -- 

some of the risk is idiosyncratic, meaning it’s in just particular names, but you get a carryover 

effect, and people abandon those.  So I do think valuations look attractive for the sector, but I 

think there’s probably more volatility as we lead into the elections. 

SWEENEY: Lot of stories in there.  So within health care, Denise, I’ll turn to you and say, so what 

should we be thinking about?  You’ve got providers of healthcare, hospitals who are delivering 

healthcare, and that’s one place where obviously politics plays into the economy in a big way.  

You’ve got the drug companies.  What else should be -- people be thinking about within 

healthcare as a broad sector? 
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CHISHOLM: Right.  Again, I think the overarching theme here that we want to think about is profit 

contraction, right?  So in that profit contraction, what you want to focus on as an investor is 

relative earnings growth.  So it’s those stable growers that Bill was talking about before.  You see 

that more often than not in pharma, rather than biotech.  A little bit in providers and services, 

but primarily med tech right now has been sort of stable to positive earnings.  And I think that 

that’s got to be the dominant theme for the rest of this year, to the extent that we think profits 

are going to continue to be under pressure. 

SWEENEY: So med tech.  You talk about technology.  When I think of technology -- and you talked 

about cash on the balance sheet -- you like technology because it’s got cash and therefore it’s 

attractively valued, relative to what you’re paying for the cash, or is it because there’s a big 

growth opportunity, as you’re seeing in some of the medical device companies, and the growth 

trajectory’s going to increase as Americans age and we’re going to demand more medical 

devices and more pharmaceuticals? 

RICHARDSON: Well, a couple of things.  One, you know, Denise mentioned earlier, just in terms of the 

earnings recession, if you will, that we’ve been in, right, you want to pay for those companies 

that do have consistent earnings and revenue streams, and I think there are a number of 

technology companies that do have some strength there, strengthen and increasing their 

dividends and those types of things.  So when we get into this market environment, those are 

the companies you’re going to pay for.  You know, we were kind of indiscriminate over the last 

couple of years, and what was driving the market was really just multiple expansion, right?  So 

you have a P and you have an E, and the P’s going up but the E’s not keeping up with it.  Now 

you’re not just going to pay indiscriminately for that price.  You want to have those earnings rise 

with it. 
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SWEENEY: OK.  How about utilities?  We talked about energy a little bit, that -- fuels utilities.  Do 

utilities have any ability to increase pricing?  Are we changing our consumption of energy in any 

way here in this country? 

CHISHOLM: Look, I think when you look at utilities on a fundamental basis, you have to think about -

- you know, when I look at history, what’s the same and then what’s different?  Contrast utilities 

with staples.  We talk about them both in the same defensive rotation and defensively oriented 

given the stability of their earnings and relative earnings growth, but they’re fundamentally 

different sectors right now.  So consumer staples has actually turned margins and turned 

returns, cut capex relative to their sales space so that they’re the leanest in history.  Contrast 

that with utilities, which similar expensive levels but one of the lowest levels of returns in 

history.  I think that after we see the defensive rotation play out, we’re going to have to think 

about these fundamental challenges going forward weighing on the multiple expansion we’ve 

seen for those high-dividend sectors. 

RICHARDSON: You know, I’d just add with utilities, as well, they’re strapped with debt, many of them, 

so they’re going to be much more vulnerable to rising rates.  You know, I talk about tech and 

cash; it’s just the opposite with utilities. 

SWEENEY: Can’t I bank on the fact that these are long-term loans or bonds that these utilities have 

issued, and therefore they’re at lower rates?  Shouldn’t I be able to -- 

SCHNEIDER: And very tight spreads, typically speaking, considering that, yes.  (laughter) 

SWEENEY: But shouldn’t I be able to bank on that and say, well, it’s great that somebody levered 

up and took on a lot of debt, maybe built a new plant in this interest rate environment, because 

I’m going to be able to benefit and charge higher prices when interest rates increase?  Is that a 

false assumption there? 
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RICHARDSON: Well, I think if they start cutting their dividend because they can’t support it, because of 

their debt levels increasing, I think that’s going to draw attention to those stocks. 

SWEENEY: That’s the problem.  And that’s why a lot of those investors are looking at it, because 

the attractive dividends.  All right, interesting.  And how about financials?  When should we 

think about financials as getting to this place where you’ve got enough interest rate spread 

between the deposits and what they’re paying out to their depositors and what they’re able to 

lend at?  When do financials really begin to look attractive, and is there a difference when we 

think about banks versus insurers or other types of financial companies across the board? 

RICHARDSON: Right.  In the rock-paper-scissors format, (laughter) I mean, we all focus in terms of net 

interest margin, like Bill said, is 50-80% of sort of the earnings of, let’s call it, a given financial 

industry or a bank.  What’s more important to the relative performance, the NIM is loan growth, 

which we’ve seen be quite positive over the last let’s call it year and a half, two years.  But 

there’s one thing that trumps both of those in that rock-paper-scissors format, and that’s credit.  

And it’s not necessarily how bad credit gets, it’s just the fact that the best times in credit are 

likely behind us. 

SCHNEIDER: Why do you say that, though?  Because we’ve come off such a low baseline -- 

RICHARDSON: Low base-- 

SCHNEIDER: -- that, you know, basically you see huge credit expansion, specifically over the past six 

months.  Isn’t it a good thing, and maybe a positive forward-looking indicator of the economy 

and the health of the economy positively?   

RICHARDSON: Sure.  When I -- so when I look historically, and I say, OK, we’ve gone from an area 

where sort of a tailwind to credit to then more of a headwind, what it tends to do is weigh on 

multiples of banks.  So from an equity market investment perspective I say, OK, what are my 

probabilities that I’m going to get multiple expansion once that shift in credit -- and we think 
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that it’s pretty statistically significant odds that we’ve seen that shift in credit -- what’s the odds 

that I get multiple expansion?  It’s below 30.  So from that perspective, now I have to bet on 

relative earnings growth, which is sort of at all-time highs, given that they’ve actually grown 

earnings in excess of 100% since 2011.  So now you have this double whammy where I’m not 

very likely to see multiple expansion, and I’m not very likely to see relative earnings growth.  

Nothing has to get bad, but I think we’re going to look back in a year or two from a probability 

perspective and say the stocks have really gone nowhere because you just never saw that 

relative multiple expansion.  Does that help explain it? 

SCHNEIDER: Yeah, that’s good.  I just would make the comment that, for the same reasons that you 

might not like necessarily the equity from that point of view, from a debt holder’s perspective, 

specifically senior in the debt, you would probably like to be a bond holder at this point in time.  

Spreads are wider -- 

BOWER: Or financials. 

SCHNEIDER: Owner of financials makes...  The capital -- the balance sheets more capital-based -- 

RICHARDSON: Solid. 

SCHNEIDER: -- and it’s more solid.  You know, we do see the credit as maybe a positive impulse to 

help propel earnings, not necessarily for an equity point of view -- 

RICHARDSON: I actually agree completely. 

SCHNEIDER: -- but it’s actually an attractive place at this point in time, and, more importantly, there’s 

a little bit of pricing power, new issue premiums that, as an investor, we can garner into a 

portfolio.  So the reciprocal -- 

RICHARDSON: And preferreds, too, I think -- 

SCHNEIDER: Yeah, exactly. 

RICHARDSON: -- sitting in the middle of those two capital structures. 
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SWEENEY: Interesting.  Great.  Good.  Well, coming up next on Inside Out, (music) let’s answer 

some of the questions that have come in from you, the audience.  I’m going to first address a 

question from Mildred.  She talks about the U.S. election, and she says that -- she asks, “How 

does this election cycle affect investor sentiment?”  So elections, presidential elections happen 

every four years.  We should think of this as normal.  Everybody says this election cycle’s a little 

bit different, but how are U.S. investors thinking about this investment cycle, and what should 

they be thinking about?  Heidi, I’ll start with you. 

RICHARDSON: Sure.  I think they should expect more volatility as we get closer to the election.  I think 

if there’s one thing we need to focus on this year, it’s volatility.  And I think that, you know, the 

sentiment, it’s going to be up to, you know, what they’re thinking about the candidates in terms 

of their own individual sentiment.  But I would say that other -- certain sectors will be vulnerable 

with the election.  I think financials is an area, and when we think about that, as we have both 

candidates talking about a crackdown on big banks and on Wall Street, right, some of the 

policies there -- I think you could see some volatility in financials.  I -- we mentioned earlier 

healthcare, and some of the talk of drug pricing, but also areas like defensives, right, so based 

on policy measures.  So I think you can listen to some of the rhetoric of the candidates and really 

think about what are the sectors that are going to be impacted most by that. 

SWEENEY: Jerome, do you have a point of view? 

SCHNEIDER: Yeah, well, I would just say that policies are still in development, and to understand how 

the markets are going to react is one factor, but the uncertainty about some -- the development 

of some of those policies is what we’re going to see over the next few months, during the 

summer months, and as we approach the general election.  So as we get clarity, that will 

actually put the market at ease, as opposed to increasing volatility, and although some policies 

may eventually prove to be unpopular some -- in some sectors versus other sectors, the clarity 
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will actually put the market at ease.  So let’s look forward to 2017 and look -- and focus on 

where the good value sectors are there, and we should be positioning for that, look beyond 

the...  we knew when the election was going to be four years ago, after all.  (laughter) 

SWEENEY: Right, exactly right.  But we’ll start to see some of those big policy developments come 

out.  You’ll know, for example, in the last presidential cycle it was healthcare.  It was financial 

reform.  You had some big initiatives that the current president wanted to put into place, and as 

these candidates shape their agendas, it will help sort of clarify that? 

SCHNEIDER: Hundred percent. 

SWEENEY: All right, good, excellent.  Can I turn to a question from James?  Any suggestions or 

cautions for retirement strategy adjustments within the current environment?  So this is a bit 

macro.  James is obviously approaching retirement or living in retirement, which I assume a lot 

of our viewers may be, and how should they be thinking about portfolio allocation?  We talked a 

little bit about the relative valuation between equities and the dividends that they produce and 

interest that you can earn off your fixed income portfolio.  So how should people be thinking 

about capital allocation and changes to their retirement portfolio at this point in the market 

cycle?  Anybody want to take that? 

RICHARDSON: Well, I’d just say, I mean, every investor’s different, so there’s not a blanket statement 

that we can say, just depending on sort of what they have saved, how they’re allocated today, 

how long they have until retirement, how much money they need in retirement, those types of 

variables.  But I would say, you know, if we looked at what happened pre-February 11th, when 

the market bottomed this year, investors were racing towards just owning gold and Treasuries, 

right?  They just risked off.  You know, instead of having risk on, they took all their risk off in the 

marketplace.  That’s -- as tempting as it is to do that for the flight to safety, I think, as Bill 

mentioned at the onset, this volatility can create opportunities, as well.  So, you know, looking 
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at some of this opportunity to reallocate when some of these markets sell off I think can get 

you, if we’re expecting, you know, mid to low single digit returns in the U.S. marketplace, buying 

on some of these dips, it’s impossible to time the market, but I think, you know, thinking about 

long-term investing and reallocating some of your strategic allocations. 

SCHNEIDER: Yeah, and I think it’s important to realize as a -- as you approach your retirement years, 

it’s prudent to not necessarily pull the trigger at a hair string, you know, immediately.  You’ve 

got to really focus on your longer-term objectives and balance it.  The marketplace is very 

different than it was five, ten, 15 years ago, from a regulatory perspective, as we alluded to, but 

really how it functions is much different.  And what that means is we’re going to see bouts of 

volatility, influenced undoubtedly by zero interest rates, monetary policy, but also influenced by 

the simple functioning day to day of the markets, which might see, you know, Treasuries go up 

or down significantly in price, currencies go up and down significantly in price, equities as they 

do.  And so anything that happens or you might see on the ticker tape, you know, you should 

give yourself a little bit of pause to understand and use those, potentially, those opportunities 

to rebalance the portfolio opportunistically but not necessarily react to them in real-time, and 

that’s a very prudent way to react the new normal of investing for -- as you approach 

retirement. 

SWEENEY: Great.  So we did get a question from Dennis about gold.  Heidi, you just mentioned gold 

as one place where investors were running in the early part of this year. We haven’t talked a lot 

about it.  We talked about Switzerland a little bit.  We think of people putting gold bars in their 

vaults in Switzerland.  Is that a place where investors should be looking for opportunity? 

RICHARDSON: Well, I think gold, unlike other commodities, has a strategic place in a portfolio, right?  

To offset volatility.  If we look at one of the things that makes gold attractive today is low real 

rates, right?  So just thinking about rates less inflation, right?  And in terms of looking at that, 
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there’s an opportunity cost for owning gold.  So if we’re in a high interest rate environment, 

we’re giving up that -- owning those Treasuries at, you know, three or four or five percent, 

right?  When we’re in this low to negative real rates around the globe, there’s not as much of an 

opportunity cost, and I do think it’s a nice ballast and offset to equity market volatility.  So gold, 

in particular, I think investors should always have some slice of that. 

SWEENEY: Denise, you see the same thing? 

CHISHOLM: Yeah, it’s very unique when you think about commodities, just as Heidi alluded to.  I 

mean, when you contrast it with energy, if you say, OK, if rates are going to stay low and go 

lower, what’s my probability of out-performance, very high for gold, very low for energy.  And if 

you actually look at all the profit recessions that we’re talking about, again, what’s your odds of 

outperformance in gold?  Very high, very low for energy, right?  So you have a unique 

commodity that’s actually quite diversified to provide opportunities to hedge sort of as Heidi 

discussed. 

SWEENEY: But the other side of gold is it’s a metal.  It doesn’t earn anything.  It doesn’t grow 

anything.  It doesn’t provide me an interest rate coupon.  So should I be looking at the bars, the 

bricks, or a miner that’s producing gold?  How should we be thinking about getting into gold? 

CHISHOLM: Yeah, I mean, it’s unique, right?  So from a commodity perspective, it’s actually been 

better than an equity market perspective, because capex has been so high that they’ve pretty 

much hemorrhaged free cash flow really most cycles.  So from a commodity perspective, it’s 

been unique and sort of holding more of its value, but from an equity perspective, again, you 

have a high, high odds of outperformance, and it working in sort of those environments.  So an 

equity could be a good risk/reward investment, as well. 

RICHARDSON: It’s interesting, though.  I think you need to think about gold miners versus gold, and 

they’re very distinct, right?  And it’s a leverage play.  So if gold is sweeping up, then miners 
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exaggerate that upside, and we’ve seen that.  You can look at some of the gold ETFs versus the 

gold miner ETFs as an example.  Some of those gold miner ETFs are up 100% on a year-to-date 

basis, where gold’s up close to 20, right?  So, but that can go the other direction. 

SWEENEY: Right. 

CHISHOLM: Right. 

SWEENEY: Very interesting.  So the disconnect there is pretty significant.  Jerome, can I ask you a 

question from William?  He says, “There has been talk recently about a recession.  What is your 

take on the potential for a recession?” 

SCHNEIDER: Unlikely.  You look at some of the more real-time indicators, our view at PIMCO was 

that, in the U.S. at least, we’re between one and three quarters and two and a quarter percent 

growth over the course of the next year.  And globally, we’re talking about a 2% growth rate.  

Now, it’s not something to go wake up the neighbors about, saying, “Hey, we got a lot of growth 

going on,” but it’s also not something to go sound the alarm that we’re going off a cliff, and I 

think that’s the balance that investors need to be realizing.  We’re in a -- as the Fed alluded to in 

their updated summary of economic projections, the growth patterns going forward are much 

more subdued than people had expected, than the Fed even expected.  We highlighted this as 

our new normal or new neutral hypothesis more than two years ago at PIMCO and now Janet 

Yellen has basically adopted this new normal approach as being there’s a terminal interest rate 

or terminal growth rate, much lower than previous hiking cycles.  So I wouldn’t necessarily 

accept the likelihood that there’s a recession or -- on the way, or even a depression, but 

acknowledge the fact that growth patterns are much more subdued than you would find 

typically in other rate-hiking cycles.  And, more importantly, when you look at the data, the real-

time data, you know, I would argue with the fact that it is actually somewhat positive, despite 

what we’ve seen in recent numbers, specifically the job numbers going forward. 



 

31 

 

SWEENEY: Got it.  OK, great. 

CHISHOLM: And the only thing I’d point out is that while I think as an equity market investor you 

need to be conscious that we are in an earnings recession, and we’ve seen earnings recessions 

through history not coincident with economic recessions, and that might make you feel better 

about the economy, but it might not make you feel as good about the stock market. 

SWEENEY: Great, OK.  Bill, I want to ask a question here from somebody who submitted it on the 

Web, and they’re asking about the global sector in general, and is it a huge omission to exclude 

that from my otherwise well-diversified portfolio?  So they’re basically asking you to make a 

case for international investing.   

BOWER: It’s commonsensical.  If you look at how you personally consume, do you just buy things 

made in the United States?  Are there good businesses outside the United States?  Absolutely.  

So why would you want to limit your investment universe to something just in the United 

States?  There’s 7,000 stocks outside the United States, so I’m all for it.  Cast a wide net.  Go 

with a stock picker that is looking at fundamentals.  And I do think, you know, there are large 

opportunities.  The last point is everybody’s focused on the dollar, the strength versus the rest 

of the world.  What people forget is the strong dollar creates different cost structures overseas.  

So what you’re seeing now is, you know, the investment returns are being really punished for 

U.S. investors going abroad.  That’ll change into lower cost structures of companies producing 

widgets and bringing them into the United States, so you’ll have earnings acceleration relative 

to the United States.  And these are unpredictable cycles, but they invariably happen over five- 

to ten-year periods.  We happen to be at a point where after six or seven years the dollar’s been 

incredibly strong, so don’t lose sight of that fact. 

SCHNEIDER: Bill has a great point:  the economy’s not a static universe, nor will it ever be, and the 

active management that he embodies and we embody simply allows you to accentuate those 
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elements which help propel your portfolios upward and help reduce the risks in downward 

environments.  And being international simply adds another degree of freedom to the 

opportunity set to be offensive and defensive tactically in the portfolio. 

SWEENEY: Right.  We’ve got a question here from Bernice for you, Denise.  How do REITs tend to 

react during rising rates and slowing growth, and are they a good defensive investment? 

CHISHOLM: It’s interesting.  That’s a great question on REITs, because now we’re breaking them out 

into the eleventh sector from a GIX framework perspective.  And I think people want to say that 

they are more defensive, and it’s true, of sort of all the cyclical baskets, and certainly relative to 

financials they are much more defensive.  That said, when you look at market downturns, or 

during times of market volatility, REITs don’t outperform as consistently as consumer staples, 

utilities, telecom, and health care, and we don’t really need to go too far back to see that, in 

2009, in 2001, right?  REITs, at the end of the day, obviously they’re commercial real estate 

focused, or they’re real estate focused, but at the end of the day they’re levered businesses, and 

we need to worry about any kind of downturn that’s associated with credit.  So from that 

perspective, you want to be wary of any credit event, and recognize that there is a little 

cyclicality in that portfolio, and it’s not as classically defensive as the other sectors we study. 

SWEENEY: Got it.  OK, great, thank you.  We’ve received hundreds of additional questions from 

you, our viewers.  Unfortunately, we won’t have enough time to get through all of them right 

now, so we’ve asked our panelists to stick around after this broadcast to answer more of your 

questions.  We’ll be sending you an email link this week with the upcoming video in a few days.  

Before we wrap up, let’s close out with each of you.  Please give your investors one last thought, 

one thing for them to think about over the next six months, and Denise, I’ll start with you and 

work down the line. 
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CHISHOLM: I’d say the key theme is, again, this earnings recession that we’re talking about.  In that 

environment, I think we’re only a third of the way through a typical defensive rotation scene.  

With that, I think you want to consider stable growers that have improved their fundamentals 

over time, and that’s predominantly seen in the consumer staples companies. 

SWEENEY: Bill, your thoughts? 

BOWER: My thought would be accept the volatility and embrace it.  It’s not comfortable, but 

think of it as if your favorite item you wanted to purchase at the store was just marked down 10 

or 15%. You’d kind of be happy to go buy.  Think of it the same thing with long-term investing. 

SWEENEY: Great.  Heidi?  

RICHARDSON: I’d say, similar to what Bill was saying, volatility’s not going anywhere (laughs) but up, in 

our eyes, and so you can either embrace it, or you can also try to protect against it.  And so 

looking at things like minimum volatility mutual funds or ETFs, I think, can help balance some of 

that out. 

SWEENEY: Great.  Jerome, the last word? 

SCHNEIDER: So we all agree about volatility.  (laughter) That’s great, but we also have to realize in 

that world cash is king.  Doesn’t mean, though, that you have to earn zero on your cash.  So 

looking outside of money market strategies that may earn zero or close to zero, balancing that 

with actively managed capital preservation strategies such as short-term funds or ETFs, those 

are the place to be, offer some income, some ballast to overall portfolio volatility, to 

supplement some of the other great ideas you’ve had here today. 

SWEENEY: Great, fantastic.  Well, thank all of you for joining us, and thank you, our viewers, for 

joining us and participating in this discussion.  Again, if you want to watch a replay of this 

broadcast, or you want to see how our panelists answer additional viewer questions, we’ll be 

sending you an email with a link to the videos.  You can also stay up to date on the markets by 
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subscribing to Fidelity Viewpoints at Fidelity.com/subscribe.  And, of course, you can follow me 

on Twitter, @SweeneyFidelity.  And finally, please complete our survey and let us know what 

you thought of today’s event.  And remember, the views you heard today reflect each 

individual’s views at this moment in time, and they are not necessarily recommendations for 

you.  To find out how these ideas may apply to you, please reach out to a Fidelity 

representative.  Thank you, and have a great day. 
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