
Relationships around the world are in flux. Risk markets are
experiencing a heightened degree of uncertainty, and as a result,
volatility. Concerns about economic growth and Fed policy are
rising, as are fears about political risk in the US and abroad.
These fears are legitimate. Challenges to democracy, and the rise
of authoritarianism are challenges to the free flow of
information, market efficiency, and the proper functioning of
capital markets. When the rule of law breaks down, all
institutions, including markets, are inevitably challenged. More
political risk demands a higher risk premium – perhaps that is the
message of markets in 2018. Investors are demanding cheaper
valuations to compensate for rising political, geopolitical, and
economic risks.

These rising risks, which we believe both create opportunities
and underscore the need for greater diversification in portfolios,
are occurring at an important inflection point in history. Harsh
U.S. domestic politics, rising isolationism in the US, and
challenges to a free trade economic order are all real threats to
the multilateral economic and political order that the US built
after World War Two. Rising authoritarianism abroad only
increases the probability of destabilization whose sources are
both political and military. If traditional democracy seems under
threat around the world, there is a silver lining. New trends
toward democratic capitalism are emerging that increasingly
impact capital flows, how corporations are governed, and how
companies interact with the people they serve. In short,
investors may be riding to the rescue at a time when the world
needs healing the most.

Across the world, investors are demanding greater voice and
accountability through the ESG movement, proxy process, and
the call to engage that has been sounded by the United Nations
Principals of Responsible Investing (PRI). The PRI movement is
gaining momentum and new institutions, organized by investors,
are accelerating this movement. The Sustainability Accounting
Standards Board (SASB) was founded just in 2011 and its efforts
to promote disclosure standards on issues relating to
governance, environmental impact, sustainability and social
impact have gained the support of major pension funds and
endowments around the world. These groups are now lobbying
.
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Risk Markets Experienced Heightened Volatility

Source: Bloomberg, S&P 500 as of 1/4/2019.
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the U.S. Securities and Exchange Commission (SEC) to mandate standardized disclosures in these areas so that
investors can change the world through their investments. Is it possible that US support for a multilateral world order
built on free trade, democracy, pro-growth regulation, are bolstered by new trends in investor democracy that drive
positive change through capital flows? Let’s take a look at key regime changes that are both traditional and non-
traditional in this bulletin.
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For the past several years a strong US dollar has been a major
investment theme. That is likely about to end as the Fed rate
hike cycle decelerates, if not actually pauses. Foreign capital is
attracted to the US dollar when US rates are higher than other
markets, and when the spread between US rates and foreign
rates is likely to expand. Not only is the US Dollar Index at a
multi-year peak, but it has actually begun to roll over. The
same is also true of the relationship between US rates and
foreign rates. They have peaked and are now likely to
contract. This is what we typically see at turning points in
dollar bull and bear cycles. Importantly, a weaker dollar
typically supports better exports, higher inflation, and rising
commodity prices. These outcomes may seem unlikely given
the dark clouds of December with risk markets under
pressure, but the longer view supports the probability that we
are approaching a trend reversal for the dollar and commodity
prices.

The Fed has just begun to reduce its balance sheet and as the
charts on the right show, this is a major regime change in
monetary policy. This shift in direction from Quantitative
Easing and expanding the balance sheet to Quantitative
Contraction and reducing the balance sheet has never before
been accomplished in financial history. The uncertain
outcome of balance sheet contraction is an important reason
why the Fed will likely alter the course of its interest rate
policy in 2019. The Fed has been rising rates and contracting
its balance sheet. This has been too contractionary.

Though we have seen the yield curve get flatter in the past
few years, we are also likely close to a reversal of the
flattening trend. As the Fed decelerates its rate hike plans, the
curve will naturally steepen. This will be positive for credit,
and the recent widening in credit spreads will likely be viewed
later in 2019 as a good buying opportunity. While a steeper
yield curve seems unlikely given the market response to the
December Fed rate hike, the continued drop in inflation
expectations as measured by the TIPS market highlights that if
the Fed wants to achieve price stability and inflation securely
above 2%, it is unlikely to raise rates meaningfully in 2019. We
expect 2019 will prove to be a year to opportunistically add to
credit exposures as spreads widen and likely peak. We believe
this is a good time to develop approaches to add credit (both
investment grade, high yield, and private lending) to
portfolios.
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The US Dollar Rose Steadily Through 2018

Inflation Expectations Dropped Significantly

Source: Bloomberg as of 1/4/19.

1.6

1.8

2.0

2.2

2.4

De
c-

17

Fe
b-

18

Ap
r-

18

Ju
n-

18

Ju
l-1

8

Se
p-

18

N
ov

-1
8

Ja
n-

19

10 Year TIPS Breakevens

US Dollar Index



Regime Change and The Risk-on/Risk-off Trade 
January 7, 2019

3

The United States is at risk of losing its moral authority
as the champion of the multilateral world order that
made possible the prosperity the world has known
since the end of World War Two. The Heritage
Foundation rates the nations of the world based on
freedom: specifically, the degree to which they
respect the rule of law, human rights and private
property rights. The US has fallen far from the top in
recent years. It now ranks 18th in the world and is
now in a category called Mostly Free. As the US falls in
its ranking, it is only natural that markets over time
will evaluate it differently and assign an appropriate
risk premium.

The US has also fallen in the open expression of ideas
as measured by the World Press Freedom Index. The
US now ranks 45th in the world. Norway is number 1,
Germany is 15, South Africa is 28, and China is 176. 1

The US is a society that rests on a foundation of a free
flowing exchange of views. This free exchange of
information is also critical to how our markets
function – the efficient market hypothesis does
require good information. The decline in the quality of
the exchange of ideas and the freedom of the press,
could likely prove a headwind to how democracy and
markets in the US function. While investing based on
long-term changes in the freedom .
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Source: 2019 Index of U.S Military Strength, Heritage Foundation accessed November 30, 2018.

of nations is an imperfect approach to investing, we
believe it does suggest that US investors are
considering allocating to nations with rising scores in
economic and press freedoms in order to diversify
their investment risks. At a time where the dollar may
be peaking, this should help investors diversify
internationally.

While these changes loom, the US also faces a
growing list of threats to vital US interests. The table
below summarizes the range of threats the US faces
today. Russia figures as an aggressive threat on this
list, as do other nations one would typically expect:
China, Iran, North Korea. Yet, US Forces deployed to
the European theater have declined by 65% since
1992. The US defense budget has been falling as a
percentage of GDP and so has the state of readiness
of the US military. Expect the US defense budget to go
up meaningfully in the years ahead, both because it is
required, and because it serves as a form of military
Keynesianism. For a nation that is approaching a full
employment rate, this may help to stimulate the type
of wage push inflation that has been long missing
from the US recovery. Rising wages should help
promote greater social stability in the US, which may
moderate some of the harshness that has developed
in the American political system.
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We expect falling oil prices to support regime
transformation/liberalization in Russia, and
throughout the Middle East. This will likely give the US
breathing room to get its house in order geopolitically.
Several years ago the journalist Thomas Friedman
posited his First Law of Petropolitics. Oil rich
dictatorships and repressive regimes, notably in the
Middle East and Russia, finance their activities with oil
revenue.2

 When the price of oil is higher these regimes are
financially healthy. They can export repression,
and terrorism. They are more likely to act
aggressively beyond their borders.

 When the price of oil is lower these regimes are
financially weaker and the forces of freedom and
democracy are ascendant.

 When the price of oil is low for a protracted
period, these repressive regimes may become
unstable, contributing to geopolitical uncertainty.

If oil prices stay low for an extended time, we believe
the US will get an unusual opportunity for a
geopolitical restart and to regain the upperhand on
the authoritarian regimes that seem to be on the
march. If the US can use this opportunity as a way to
reassert the multilateral, free trade world order that
created prosperity, expect a great next decade for
democracy, globalization, and risk markets.

Over the past several years there has been a surge in
shareholder proposals on ESG issues. Shareholder
proposals and proxies are where capitalism and
democracy intersect. In fact, for the first time ever, in
2017, the majority of shareholder proposals were on a
range of ESG issues that seek to improve the
environmental impact of corporations, their social
impact, and improve governance. Shareholders are
using the power of the proxy to improve corporate
performance on a range of issues. In fact, while
environmental issues received the largest share of
shareholder resolutions filed, resolutions on political
spending were in second place. Shareholders are
demanding more information about how companies
use money to support political candidates through
.

their Political Action Committees. It may very well be
that the political reform that has not occurred in
Congress, may be driven by shareholders through how
they influence the future behavior of corporations
and their PACs. These shareholder initiatives have
improved board diversity and focused renewed
attention on good corporate governance. Fiera
Capital is a UN PRI signatory and we will be working
in 2019 to integrate ESG factors thoughtfully into our
teams’ investment processes in a manner in keeping
with each team’s discipline.

Change has arrived at the United States Congress as
well. The 2018 midterm elections have brought about
the largest percentage of women in Congress in
history. This surge in diversity, a Congress that is more
representative of the nation, improves governance
and democracy.

We will provide more updates about these topics
throughout 2019. The skies may look dark at the start of
2019, but sunrise is coming.
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Sources:
12018 Freedom of the Press Index https://rsf.org/en/ranking
2Foreign Policy, October 16, 2009

IMPORTANT DISCLOSURES
Past performance is no guarantee of future results. All investments involve risk including loss of principal.
GENERAL DISCLOSURES
This document is intended for information purposes only and may not be relied upon in evaluating the merits of investing in any Fiera Capital investment vehicle
or portfolio.
The information provided is proprietary to Fiera Capital Inc. and it reflects Fiera Capital’s views as of the date of this presentation. Such views are subject to
change at any point without notice. Some of the information provided herein is from third party sources and/or compiled internally based on internal and/or
external sources and are believed to be reliable at time of production but such information is not guaranteed for accuracy or completeness and was not
independently verified. Fiera Capital is not responsible for any errors arising in connection with the preparation of the data provided herein. No representation,
warranty, or undertaking, express or implied, is given as to the accuracy or completeness of such information by Fiera Capital or any other person; no reliance
may be placed for any purpose on such information; and no liability is accepted by any person for the accuracy and completeness of any such information.
These materials are not intended as investment advice or a recommendation of any security or investment strategy for a specific recipient. Investments or
strategies described herein are provided as general market commentary, and there may be no account or fund managed by Fiera Capital for which investments or
strategies described herein are suitable due to the various types of accounts or funds that are managed by Fiera Capital. Nothing herein constitutes an offer to
sell, or solicitation of an offer to purchase, any securities, nor does it constitute an endorsement with respect to any investment area or vehicle.
Any charts, graphs, and descriptions of investment and market history and performance contained herein are not a representation that such history or
performance will continue in the future or that any investment scenario or performance will even be similar to such chart, graph, or description. Any charts and
graphs contained herein are provided as illustrations only and are not intended to be used to assist the recipient in determining which securities to buy or sell, or
when to buy or sell securities. Any investment described herein is an example only and is not a representation that the same or even similar investment scenario
will arise in the future or that investments made will be as profitable as this example or will not result in a loss to such any investment vehicles. All returns are
purely historical, are no indication of future performance and are subject to adjustment.
International investing involves risks such as currency and political risk, increased volatility and differences in auditing and financial standards. Emerging-markets
securities can be significantly more volatile than securities in developed countries. Currency and political risks are accentuated in emerging markets.

FORWARD-LOOKING STATEMENTS
Discussions regarding potential future events and their impact on the markets are based solely on historic information and Fiera Capital’s estimates and/or
opinions, and are provided for illustrative purposes only. A number of the comments in this document are based on current expectations and are considered
“forward-looking statements”. Actual future results, however, may prove to be different from expectations. The opinions expressed are a reflection of Fiera
Capital’s best judgment at the time this document is compiled, are subject to change at any time without prior notice, cannot be guaranteed as being accurate,
and any obligation to update or alter forward-looking statements as a result of new information, future events, or otherwise is disclaimed. Furthermore, these
views are not intended to predict or guarantee the future performance of any individual investment strategy/style, security, asset class, markets generally, nor
are they intended to predict the future performance of any Fiera Capital investment vehicle or portfolio.
PERFORMANCE
Past performance is no guarantee of future results. All investments involve risk including loss of principal. It should not be assumed that the portfolio holdings or
investments made in the future will be profitable or will equal the performance of those discussed herein. The investment environment and market conditions
may be markedly different in the future and investment returns will fluctuate in value.
Different types of investments involve varying degrees of risk, and there can be no assurance that any specific investment will be profitable or suitable for a
particular investor’s financial situation or risk tolerance. Asset allocation and portfolio diversification cannot assure or guarantee better performance and cannot
eliminate the risk of investment losses.
INDEX DEFINITIONS
Information related to indices and benchmarks has been provided by, and/or is based on third party sources, and although believed to be reliable, has not been
independently verified. No representation is made that any benchmark or index is an appropriate measure for comparison. It is not possible to invest directly in
an index. Investors pursuing a strategy similar to an index may experience higher or lower returns and will bear the cost of fees and expenses, which will reduce
returns. Index results assume the re-investment of all dividends and capital gains.
The U.S. Dollar Index (USDX, DXY, DX) is an index (or measure) of the value of the United States dollar relative to a basket of foreign currencies, often referred to
as a basket of U.S. trade partners' currencies.
The Standard & Poor's 500, often abbreviated as the S&P 500, is an American stock market index based on the market capitalizations of 500 large companies
having common stock listed on the NYSE or NASDAQ
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