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The Federal Reserve (Fed) has tightened monetary policy through a combination of rate
hikes and balance sheet reduction. The European Central Bank has also tightened monetary
policy on the margin by ending its monthly asset purchase program at the end of 2018. As
we highlighted in our Q4 2018 Economic Update, “It does not seem like a coincidence that
global risk assets started to feel the pressure in early 2018 when central banks in aggregate
started to taper asset purchases. As central banks continue to move away from easing
policies, global risk assets may have a hard time moving higher. The increased market
volatility could undermine consumer and businesses sentiment in a negative feedback loop
that ultimately feeds through to the real economy.”
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As the U.S. approaches the 10th year since the start of this economic expansion, the
economy is showing signs of entering the later innings of the business cycle. As measured by
industrial production, capacity utilization and durable goods, real economic activity in the
U.S. remains expansionary. The labor market is strong with unemployment near 50-year lows
and wage growth at cycle highs. However, housing, auto manufacturing and select business
sentiment and consumer confidence surveys have hit some soft patches. The closely
followed 3-month 10y UST spread has recently inverted, an early warning signal that
recession could be on the horizon. (Figure 1) Overseas, the economic data have been
decelerating for almost a year, particularly in Europe and China.
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Central banks have taken note. The Fed has
paused its rate-hiking regime and announced a
cessation to balance sheet reduction, aka
quantitative tightening, over the coming
quarters. (Figure 2) Other central banks have
made a dovish pivot by pushing out hike
expectations and lowering respective growth and
inflation outlooks. Global risk assets have
responded positively to the dovish pivot for now.
How the economic data respond may tell us if the
Fed’s pivot came in time or was too little, too
late.

The Pivot and Pause: Number of 25bps Hikes in 2019
Based on Fed Fund Futures and Fed “Dots”
(January 31, 2017 - March 25, 2019)

Global central banks can find comfort in the fact
that, on the surface, inflation remains muted as
measured by a number of metrics. The current
inflation environment appears relatively benign
over a near-term time horizon. However, some
signs indicate inflation may move higher over the
Figure 2.
medium term. Labor markets remain tight with
Source: DoubleLine, Bloomberg
low unemployment and a limited available pool
of labor. Wage growth is at cycle highs, and surveys indicate that employers are likely to raise wages further. According to
Paycor, 19 U.S. states are expected to increase their minimum wage in 2019.1 This may support core inflation over the
coming quarters. On a longer-term basis, many of the persistent deflationary forces (e.g., globalization, shrinking labor
share in the economy, wealth inequality) seem to be under political attack. Could the deeply engrained deflationary
mindset we have witnessed over the last two decades be coming to an end?
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The global macroeconomic and financial indicators we monitor indicate the expansion will continue for at least the next
couple of quarters. As a result, our Strategic Asset Allocation framework warrants a neutral equity allocation in the MultiAsset Growth (MAG) strategy. Being cognizant of the relatively full valuations in both equities and corporate credit, we
continue to look for risks to the downside.2 As stated earlier in this commentary, we appear to be in the late innings of this
economic cycle and will monitor the economic data for any signs of approaching recession. Treasuries may find near-term
support from risk-off flows and continued declines in growth expectations; however, the fundamental backdrop for
government bonds is poor with a rapidly expanding federal budget deficit. Higher interest rates combined with rising
leverage in the corporate sector creates significant risk in the asset class. Our view is that the dollar will weaken over the
medium term, driven by growing twin budget and current account deficits. A weaker dollar should benefit emerging
market equities and non-dollar denominated assets, two areas which we have overweighted. While inflation is muted there
are signs that inflation could start trending higher over a longer horizon. That said, we will need to see further evidence of
trend-shift in inflation to start underweighting duration and add inflation hedges such as commodity-related securities to
the portfolio.

1

www.paycor.com “Minimum Wage by State and 2019 Increases”; https://www.paycor.com/resource-center/minimum-wage-by-state-and-2018-increases
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For a backgrounder on the Strategic Asset Allocation framework under which DoubleLine manages the Multi-Asset Growth Strategy, please see Ryan Kimmel,
“Surfing with the Tides: The Macroeconomic Case for Active Asset Allocation,” https://doubleline.com/dl/wp-content/uploads/Surfing-with-the-Tides-Strategic-Asset
-Allocation.pdf
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Basis Point - A basis point (bps) equals 0.01%.
Core Inflation - The change in costs of goods and services, but does not include
those from the food and energy sectors. This measure of inflation excludes these
items because their prices are much more volatile. It is most often calculated using
the consumer price index (CPI).
Dot Plot - The method that the U.S. Federal Reserve (Fed) uses to convey its
benchmark Federal Funds interest rate outlook at certain Federal Open Market
Committee (FOMC) meetings. FOMC members place dots on the dot plot denoting
their projections for future interest rates in subsequent years and in the longer
run.
Inflation - Inflation is a quantitative measure of the rate at which the average price
level of a basket of selected goods and services in an economy increases over a
period of time. Often expressed as a percentage, inflation indicates a decrease in
the purchasing power of a nation’s currency. As prices rise, they start to impact
the general cost of living for the common public and the appropriate monetary
authority of the country, like the central bank, then takes the necessary measures
to keep inflation within permissible limits and keep the economy running
smoothly. Inflation is measured in a variety of ways depending upon the types of
goods and services considered, and is the opposite of deflation which indicates a

general decline occurring in prices for goods and services when the inflation rate
falls below 0 percent.
Consumer Price Index (CPI) - A measure that examines the weighted average of
prices of a basket of consumer goods and services, such as transportation, food
and medical care. The CPI is calculated by taking price changes for each item in the
predetermined basket of goods and averaging them; the goods are weighted
according to their importance. Changes in CPI are used to assess price changes
associated with the cost of living.
Paycor - Founded in 1990, Paycor, Inc. offers cloud-based human resource (HR),
payroll, and timekeeping software solutions for small-and mid-sized businesses in
the United States. It serves entrepreneurs, bankers or brokers, and human
resource, payroll, and finance professionals.
An investment cannot be made directly in an index.

Disclosure
Important Information Regarding This Report
Issue selection processes and tools illustrated throughout this presentation are
samples and may be modified periodically. Such tools are not the only tools used
by the investment teams, are extremely sophisticated, may not always produce
the intended results and are not intended for use by non-professionals.
DoubleLine has no obligation to provide revised assessments in the event of
changed circumstances. While we have gathered this information from sources
believed to be reliable, DoubleLine cannot guarantee the accuracy of the
information provided. Securities discussed are not recommendations and are
presented as examples of issue selection or portfolio management processes.
They have been picked for comparison or illustration purposes only. No security
presented within is either offered for sale or purchase. DoubleLine reserves the
right to change its investment perspective and outlook, as well as portfolio
construction, without notice as market conditions dictate or as additional
information becomes available. This material may include statements that
constitute “forward-looking statements” under the U.S. securities laws. Forwardlooking statements include, among other things, projections, estimates, and
information about possible or future results related to a client’s account, or
market or regulatory developments.
Ratings shown for various indices reflect the average for the indices. Such ratings
and indices are created independently of DoubleLine and are subject to change
without notice.
Important Information Regarding Risk Factors
Investment strategies may not achieve the desired results due to implementation
lag, other timing factors, portfolio management decision-making, economic or
market conditions or other unanticipated factors. The views and forecasts
expressed in this material are as of the date indicated, are subject to change
without notice, may not come to pass and do not represent a recommendation or
offer of any particular security, strategy, or investment. Past performance
(whether of DoubleLine or any index illustrated in this presentation) is no
guarantee of future results. You cannot invest directly in an index.
Important Information Regarding DoubleLine
In preparing the client reports (and in managing the portfolios), DoubleLine and its
vendors price separate account portfolio securities using various sources,
including independent pricing services and fair value processes such as
benchmarking.

Important Information Regarding DoubleLine’s Investment Style
DoubleLine seeks to maximize investment results consistent with our
interpretation of client guidelines and investment mandate. While DoubleLine
seeks to maximize returns for our clients consistent with guidelines, DoubleLine
cannot guarantee that DoubleLine will outperform a client's specified benchmark.
Additionally, the nature of portfolio diversification implies that certain holdings
and sectors in a client's portfolio may be rising in price while others are falling; or,
that some issues and sectors are outperforming while others are
underperforming. Such out or underperformance can be the result of many
factors, such as, but not limited to, duration/interest rate exposure, yield curve
exposure, bond sector exposure, or news or rumors specific to a single name.
DoubleLine is an active manager and will adjust the composition of clients’
portfolios consistent with our investment team’s judgment concerning market
conditions and any particular security. The construction of DoubleLine portfolios
may differ substantially from the construction of any of a variety of bond market
indices. As such, a DoubleLine portfolio has the potential to underperform or
outperform a bond market index. Since markets can remain inefficiently priced for
long periods, DoubleLine’s performance is properly assessed over a full multi-year
market cycle.
Important Information Regarding Client Responsibilities
Clients are requested to carefully review all portfolio holdings and strategies,
including by comparison of the custodial statement to any statements received
from DoubleLine. Clients should promptly inform DoubleLine of any potential or
perceived policy or guideline inconsistencies. In particular, DoubleLine
understands that guideline enabling language is subject to interpretation and
DoubleLine strongly encourages clients to express any contrasting interpretation
as soon as practical. Clients are also requested to notify DoubleLine of any updates
to client’s information, such as, but not limited to, adding affiliates (including
broker dealer affiliates), issuing additional securities, name changes, mergers or
other alterations to Client’s legal structure.
DoubleLine Group is not an investment adviser registered with the Securities and
Exchange Commission (SEC).
DoubleLine® is a registered trademark of DoubleLine Capital LP.
© 2019 DoubleLine Capital LP

To receive a copy of DoubleLine’s current Form ADV (which contains important
additional disclosure information), a copy of DoubleLine’s proxy voting policies
and procedures, or to obtain additional information on DoubleLine’s proxy voting
decisions, please contact DoubleLine’s Client Services.
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