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Positives:

 The global economy continues to stabilize

 U.S. economic growth is increasing

 U.S. manufacturing and consumer sentiment is improving

 Tax reform is good for overall growth, but mixed for individual industries

 Higher yields are a net positive for the life industry



2018 Investment Themes

2

Challenges:

 Volatility is returning to the capital markets 

 The credit cycle is in its later stages but tax reform has extended its lifespan

 Expect an increase in stock buybacks & mergers / acquisitions

Events that could change the trajectory:

 Increase in geopolitical risk

 Trade war

 Central bank overshoot

 Expansion of populism



Historical Returns
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Fixed Income (Excess) YTD* 1 Year 3 Years 5 Years
Aggregate -0.02% +1.03% +0.65% +0.61%
IG Corporates +0.10% +2.91% +1.98% +1.77%
Structured -0.22% +0.54% +0.24% +0.39%
High Yield +0.97% +4.55% +4.53% +4.41%
Emerging Markets +0.59% +4.29% +4.86% +2.83%

Equity (Nominal) YTD* 1 Year 3 Years 5 Years
S&P 500 +1.83% +17.09% +11.13% +14.72%
EAFE +0.32% +20.76% +6.23% +7.66%
Asia ex Japan +2.16% +32.24% +10.23% +8.39%
BRIC +5.57% +36.64% +11.45% +6.68%
Nikkei -3.00% +17.58% +7.46% +15.85%

As of February 28, 2018
*All returns stated are rolling period with the exception of year-to-date

Prepared by Conning, Inc.  Sources: Bloomberg Index Services Limited. Used with permission. Bloomberg is a trademark of Bloomberg Finance L.P. and its affiliates (collectively 
“Bloomberg”). Barclays is a trademark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Neither Bloomberg nor Barclays approves this material, guarantees 

the accuracy of any information herein, or makes any warranty as to the results to be obtained therefrom, and neither shall have any liability for injury or damages arising in connection 
therewith.
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Prepared by Conning, Inc. Sources: 2018 International Monetary Fund (IMF) World Economic Outlook (WEO). Update January 2018.  Used with permission.

World GDP Year-Over-Year Growth
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Domestic Growth

5

Prepared by Conning, Inc. Source: © 2018 Action Economics, LLC – used by permission. 

U.S. Real GDP Quarter-Over-Quarter Growth
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Monetary Policy
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Prepared by Conning, Inc. Source: Board of Governors of the Federal Reserve System (US), Total Assets of the Federal Reserve,
http://www.federalreserve.gov/monetarypolicy/bst_recenttrends.htm (August 2007-February 2018).

Federal Funds Rate Compared to Federal Reserve Balance Sheet
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Fiscal Policy
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Prepared by Conning, Inc. Sources: Congressional Budget Office, An Update to the Budget and 
Economic Outlook: 2017 to 2027 (June 2017), The Federal Budget in 2017: An Infographic (March 

2018).

Annual Budget Surplus / Deficit by Presidential Terms
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Trade Policy
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Prepared by Conning, Inc. Source: Bureau of Economic Analysis, U.S. Department of Commerce (2018)

U.S. International Trade in Goods
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Trade Policy
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Prepared by Conning, Inc. Source: Bureau of Economic Analysis, U.S. Department of Commerce (2018)

U.S. International Trade Deficit in Goods – By Region / Country 
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Business Sentiment
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Prepared by Conning, Inc. Source: © 2018 Bloomberg L.P.

The Institute of Supply Management (ISM) Non-Manufacturing Purchasing 
Managers Index (PMI) and ISM Manufacturing PMI Index
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Consumer Sentiment
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Prepared by Conning, Inc. Sources: © 2018 Bloomberg L.P. and © 2018  Action Economics – used by permission (citing data from Conference Board and the University of Michigan)

Consumer Confidence
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Conference Board University of Michigan

Retail Sales
2018F  +5.6%
2019F  +5.8%

Vehicle Sales
2018F  17.8 MM
2019F  18.1 MM

Home Sales*
2018F  5.7 MM
2019F  5.9 MM

* - Existing home sales
** - S&P Case-Shiller C-20

Case-Shiller
2018F  +5.5%
2019F  +4.9%



Employment
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Prepared by Conning, Inc. Sources: U.S. Department of Labor and © 2018 Bloomberg L.P.

Initial Jobless Claims
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Inflation
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Prepared by Conning, Inc. Sources: Bureau of Labor Statistics, U.S. Department of Labor (2018), Bureau of Economic Analysis, U.S. Department of Commerce (2018) and © 2018 
Bloomberg L.P.

Consumer Price Index (CPI) , Consumer Price Index Less Food & 
Energy Personal Consumption Expenditure (PCE) Core Price Index
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Inflation
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Prepared by Conning, Inc. Sources: Bureau of Labor Statistics, U.S. Department of Labor (2018), Board of Governors of the Federal Reserve System (US), and © 2018 Bloomberg L.P.

Workforce Participation & Capacity Utilization
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Volatility
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Prepared by Conning, Inc. Source: © 2018 Bloomberg L.P. (citing data from the Chicago Board of Options Exchange)

Equity & Rate Volatility
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Tax Policy
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Lower Corporate Tax  Rate Enhances Competitiveness of U.S. Firms
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New tax rate places U.S. below world average rate

Prepared by Conning, Inc. Source: Tax Foundation, used with permission.
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Prepared by Conning, Inc.

Corporates Outperform
 Maintain Overweight
 Key risk: Staying defensive for too long

Repair Decline

Low 
Growth

High 
Growth

Leverage 
Falling

Leverage 
Rising

Credit
Cycle

Corporates Outperform
 Increase sector weight
 Key risk: Issuer ratings deterioration 

Corporates Marketperform
 Slowly reduce positions
 Key risks: M&A / LBO events

that adversely impact credit profiles

Corporates Underperform
 Maintain underweight
 Key risk: Issuer downgrades

and defaults

ReachRecover
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Barclays Corporate Index:  Rating Category Weightings
August 1988 through January 2018
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Prepared by Conning, Inc. Source: Bloomberg Index Services Limited. Used with permission. Bloomberg is a trademark of Bloomberg Finance L.P. and its 
affiliates (collectively “Bloomberg”). Barclays is a trademark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Neither 

Bloomberg nor Barclays approves this material, guarantees the accuracy of any information herein, or makes any warranty as to the results to be obtained 
therefrom, and neither shall have any liability for injury or damages arising in connection therewith.



Impact of Tax Reform on Credit
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Prepared by Conning, Inc.

Effect Implication

Corporate tax rate from 35% to 21% Positive

Deemed repatriation of foreign profits at lower tax rates Mixed

Full expensing of capital expenditures Mildly Positive

Limitation on interest deductibility to 30% of EBITDA Negative for low grade HY
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Prepared by Conning, Inc.

Alternative Implication

Reduce prices Faster growth, lower prices passed on to customers

Invest in people & processes Accelerate efficiency gains

Expand operations Organic growth

Re-evaluate M&A strategy Potentially more attractive targets and stronger buyers

Capital management Dividend and share repurchase programs
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Status of the Municipal Bond Market

 Reduced issuance

 Stable to improving quality 
• Growing economy
• Increasing home prices
• Reduced debt issuance

 Continued retail demand
• Little change in individual marginal rates
• Limit on SALT deductions
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Prepared by Conning, Inc.

Individual market drives tax-exempt muni pricing and yields

Insurers hold 14% of $3.8 trillion muni market – life / health only 1%
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Tax law changes affect life investment strategies – Fixed Income
 Reducing corporate tax rate from 35% to 21%

 Changing proration policyholder share from formula to fixed 30%

Stated muni yields ignore tax benefits, tax equivalent yields (“TEY”)
are comparable to taxable yields

Year
Stated 

Municipal 
Yield

Corporate 
Tax Rate

Eff. Tax on 
Municipals*

TEY 
Multiplier*

Tax 
Equivalent 
Muni Yield*

1987-2017 3.0% 35% 24.5% 1.16 3.48%

2018 3.0% 21% 6.3% 1.19 3.60%

Change NC ↓14 points ↓18 points ↑3% ↑12 bps

Prepared by Conning, Inc. Source: ©2018 Thomson Reuters – used with limited permission.

*Assumes 70% company share for 1987-2017 & 30% company share for 2018
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Representative Yields By Maturity
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Prepared by Conning, Inc. Source: ©2018 Thomson Reuters – used with limited permission.
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Prepared by Conning, Inc. Source: © 2018 Bloomberg L.P.

Investment Grade Structured Products vs Investment Grade Corporates
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Prepared by Conning, Inc. Source: © 2018 Bloomberg L.P.



A higher company share, but lower tax rates and smaller dividend received deductions

Results in no material impact on life insurers’ equity allocations

Equity Outlook
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Prepared by Conning, Inc. Source: ©2018 Thomson Reuters – used with limited permission.

Year
Stated 
Equity 
Yield

Corporate Tax 
Rate

Eff. Tax on 
Dividends*

TEY 
Multiplier*

Tax Equivalent 
Yield*

1987-2017 2.5% 35% 27.7% 1.11 2.78%

2018 2.5% 21% 13.7% 1.10 2.75%

Change NC ↓14 points ↓14 points ↓1% ↓3 bps

Tax law changes affect life investment strategies – equities
 Reducing corporate tax rate from 35% to 21%

 Reducing the dividends received deduction from 70% to 50%

 Changing proration policyholder share from formula to fixed 30%

*Assumes 70% company share for 1987-2017 & 30% company share for 2018



Conning’s Relative Value Outlook
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Prepared by Conning, Inc. Source: Conning Capital Market Outlook (March 2018).
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Closing Thoughts
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Unstable

Stable

While challenges in the capital markets will continue to increase, we 
believe this is more of an opportunity than a risk, especially for 
fundamentally based, active investors.
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Cologne

Augustinerstr. 10
50667 Köln
Germany
+49 (0) 221 78 800-0

Boston

100 Federal Street
Boston, MA 02110
United States
+1 617 807 8245

Hartford

One Financial Plaza
Hartford, CT 06103
United States
+1 860 299 2000

Hong Kong

19/F LHT Tower
31 Queen's Road Central
Hong Kong
+852 3551 1600

London

24 Monument Street
London EC3R 8AJ
United Kingdom
+44 20 7337 1930

New York

250 Park Ave, 19th Floor
New York, NY 10177
United States
+1 860 299 2000



Disclosures
Conning, Inc., Goodwin Capital Advisers, Inc., Conning Investment Products, Inc., a FINRA-registered broker dealer, Conning Asset Management
Limited, Conning Asia Pacific Limited and Octagon Credit Investors, LLC are all direct or indirect subsidiaries of Conning Holdings Limited (collectively,
“Conning”) which is one of the family of companies owned by Cathay Financial Holding Co., Ltd., a Taiwan-based company. Conning has offices in
Boston, Cologne, Hartford, Hong Kong, London, New York, and Tokyo.

Conning, Inc., Conning Investment Products, Inc., Goodwin Capital Advisers, Inc., and Octagon Credit Investors, LLC are registered with the Securities
and Exchange Commission (“SEC”) under the Investment Advisers Act of 1940 and have noticed other jurisdictions they are conducting securities
advisory business when required by law. In any other jurisdictions where they have not provided notice and are not exempt or excluded from those laws,
they cannot transact business as an investment adviser and may not be able to respond to individual inquiries if the response could potentially lead to a
transaction in securities.

Conning, Inc. is also registered with the National Futures Association. Conning Investment Products, Inc. is also registered with the Ontario Securities
Commission. Conning Asset Management Limited is Authorised and regulated by the United Kingdom's Financial Conduct Authority (FCA#189316), and
Conning Asia Pacific Limited is regulated by Hong Kong’s Securities and Futures Commission for Types 1, 4 and 9 regulated activities. Conning primarily
provides asset management services for third-party assets. Conning predominantly invests client portfolios in fixed income strategies in accordance with
guidelines supplied by its institutional clients.

All investment performance information included within this material is historical. Past performance is not indicative of future results. Any tax related
information contained within this presentation is for informational purposes only and should not be considered tax advice. You should consult a tax
professional with any questions.

For complete details regarding Conning and its services, you should refer to our Form ADV Part 2, which may be obtained by calling us.

Legal Disclaimer

©2018 Conning, Inc. This document and the software described within are copyrighted with all rights reserved. No part of this document may be
distributed, reproduced, transcribed, transmitted, stored in an electronic retrieval system, or translated into any language in any form by any means
without the prior written permission of Conning. Conning does not make any warranties, express or implied, in this document. In no event shall Conning
be liable for damages of any kind arising out of the use of this document or the information contained within it. This document is not intended to be
complete, and we do not guarantee its accuracy. Any opinion expressed herein is subject to change at any time without notice.

This document contains information that is confidential or proprietary to Conning (or their direct and indirect subsidiaries). By accepting this document you
agree that: (1) if there is any pre-existing contract containing disclosure and use restrictions between your company and Conning, you and your company
will use this information in reliance on and subject to the terms of any such pre-existing contract; or (2) if there is no contractual relationship between you
and your company and Conning, you and your company agree to protect this information and not to reproduce, disclose or use the information in any way,
except as may be required by law.

ADVISE®, FIRM®, and GEMS® are registered trademarks of Conning, Inc. Copyright 1990-2018 Conning, Inc. All rights reserved. ADVISE®, FIRM®, and
GEMS® are proprietary software published and owned by Conning, Inc.

This material is for informational purposes only and should not be interpreted as an offer to sell, or a solicitation or recommendation of an offer to buy any
security, product or service, or retain Conning for investment advisory services. This information is not intended to be nor should it be used as investment
advice.
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