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The Juke. The best athletes have 

applied this tactic across a 

broad range of sports. The 
offensive player indicates he is 

going one way; then, with ankle

-breaking speed, reverses 

direction and speeds past the 
defender, leaving the opponent 

with a quizzical look and broken 

ego. Devin Hester, a former NFL 

punt and kick returner, was one 
of the best at juking defenders. 

(See link to his highlight reel 

with many incredible punt and kick returns here.) His ability to 

change direction without notice was second to none.  

But the award for “best juke” in Q1 goes to the Federal Reserve. 

After months of communicating to investors that “we are a long 

way from neutral” interest rates, that the economic expansion 
can continue “for quite some time, effectively indefinitely” and 

that the balance sheet normalization is on “auto-pilot,” the Fed 

executed an about face even Devin Hester would envy! The Fed 

announced a pause to its rate-hiking campaign and a plan to wind 
down its balance sheet runoff in the coming months. (Figure 1) 

The Fed went from signaling three 25 basis points (bps) hikes in 

2019 at the September 2018 Federal Open Market Committee 

(FOMC) meeting to signaling no hikes at the March 2019 FOMC 
meeting. (Figure 2) The Fed cited slowing household spending 

and declining inflation for reasons to be patient with monetary 

policy. 

Other central banks followed suit, pivoting to a more dovish 

stance. The European Central Bank (ECB) signaled rate hikes 

would not occur until at least through the end of 2019, 

downgraded growth and inflation expectations and announced 
another targeted longer-term financing operation (TLTRO) 

coming later this year. The Peoples Bank of China (PBOC) 

continued to ease monetary policy, in coordination with fiscal 

stimulus measures , in an effort to boost the country’s slowing 
economy.  

The shift to a more dovish monetary policy offset fears of 

decelerating global growth. As a result, global equities and credit 
performed well in the first quarter. Government bonds also 

rallied as global growth expectations declined with the 10-year 

Bund yield trading negative for the first time since October 2016. 

The 10-year U.S. Treasury yield dropped to the lowest level since 
December 2017 during the quarter. Commodities generally rallied 

in Q1, with West Texas Intermediate (WTI) up 32.4%. (Figure 3)  

First Quarter 2019 Review 

Figure 1 
Source: Bloomberg, DoubleLine 

Figure 2 
Source: Bloomberg, Federal Reserve, DoubleLine 
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Figure 3 
Source: Bloomberg, DoubleLine.  As of March 31, 2019. * Returns in U.S. dollars. 
WTI—West Texas Intermediate Crude; Gold, Copper and Soybeans are based on 
futures. EUR: EUR/USD; JPY: JPY/USD; JPY: Japanese Yen. 

https://www.youtube.com/watch?v=gOKuYqqkS1U
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Outlook 

As we highlighted in “Where Are We in this Economic Cycle?” on 
April 8, 2019 , the U.S. is in the later stages of the business cycle. 
Growth has persisted for nearly 10 years, notching the second-
longest expansion in the post-war period. However, cumulative 
economic growth has been the shallowest of all the U.S. post-
war expansions, with an annualized real growth rate of just 
2.0%. (Figure 4 and Table 4) Since the middle of last year, global 
economic momentum has decelerated across both developed 
and emerging economies, as measured by the Citi Economic 
Data Change Index,1 although signs of bottoming may be 
appearing in China. (Figure 5) In the U.S., the closely watched 3-
month to 10-year Treasury spread briefly inverted, an early 
warning sign that recession could be on the horizon. The 
Conference Board Leading Economic Indicator,2 which tends to 
dip below zero on a year-over-year (YoY) basis in the six to 12-
months prior to recession, is still signaling expansion at 3.0% 
YoY. (Figure 6)  
 
Monetary tightening by the central banks had formed a key 
headwind for global growth in the second half of 2018 . This no 
longer appears to be an issue as the Fed has put rate hikes on 
hold and will end its balance sheet runoff policy this year.  
 
Will the dovish central bank pivot be enough to extend the 
economic expansion?  
As long as inflation remains muted, central banks can err on the 
side of caution. This appeared to be the case at the end of the 
first quarter, given muted price pressures as measured by core 
Consumer Price Index (CPI) and core Personal Consumption 
Expenditures (PCE) price index. Low unemployment and late-
stage cyclical factors, such as higher wage growth, are not yet 
translating into higher realized inflation and inflation 
expectations.  

Table 4 
Source: Bloomberg, DoubleLine 

Economic Momentum by Region 
(As measured by the Citi Economic Data Change Indices) 

Figure 5 
Source: Bloomberg, DoubleLine. Indices used: U.S. Citi Economic Data Change Index; 
Euro Area Citi Economic Data Change Index; Asia Pacific Citi Economic Data Change 
Index; Emerging Markets Citi Economic Data Change Index. 

1 The Citi Economic Data Change Indices measure economic data relative to 
1 year averages. A positive reading means that economic data have been 
better than before and a negative reading means that economic data have 
been worse than before.  

2 The Conference Board Leading Economic Index (LEI) - The composite 
economic indexes are the key elements in an analytical system designed 
to signal peaks and troughs in the business cycle. The leading, coincident, 
and lagging economic indexes are essentially composite averages of 
several individual leading, coincident, or lagging indicators. 

Figure 4 
Source: Bloomberg, DoubleLine 
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1970 4.8% 52.0% 35 1 

2001 3.5% 42.6% 40 2 
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https://doubleline.com/2019/04/where-are-we-in-this-economic-cycle-kimmel-april-2019/
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Outlook (cont’d) 

Government Bonds 
In previous notes we have expressed concern over government 
bonds and the poor supply/demand dynamic. While cyclical 
factors may continue to drive Treasury yields over the near term 
with yields moving in line with economic data, structural factors 
may push yields higher over the medium or long term as budget 
deficits grow and external demand potentially wains. (Figure 7) 
We remain neutral on government bonds over the near term 
with a less constructive outlook over the long term. 
 
Corporate Credit  
The Fed pause is supportive of so-called carry trades, including 

credit. That said, the growing size of the corporate credit market 

coupled with tight credit spreads leads us to prefer securitized 

credit over corporate credit. Along with investment-grade 

corporate credit, the leveraged loans market has increased 

substantially and is now the same size as the U.S. corporate high 

yield market at $1.2 trillion. (Figure 8) A deterioration in credit 

quality could lead to elevated ratings downgrades come the next 

recession.  

 

10-Year U.S. Treasury Yield and U.S. Economic Momentum 

Figure 6 
Source: Bloomberg, DoubleLine 

The Conference Board Leading Economic Indicator  
Leading Up to Recessions 

Year-over-Year 

Figure 7 
Source: Bloomberg, DoubleLine. Red shading indicates periods when the economic 
data is coming in lower than the 12-month rolling average, as measured by the Citi 
Economic Data Change Index. 

Figure 8 
Source: Bank of America Merrill Lynch, S&P LCD, DoubleLine. U.S. HY—ICE 
BAML U.S. HY Index; U.S. Loans—S&P/LSTA Leveraged Loan index 

U.S. Leveraged Loans vs. Corporate High Yield Market Size 
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 Outlook (cont’d) 

Figure 9 
Source: Bloomberg, DoubleLine 

Figure 11 
Source: Bloomberg, DoubleLine 

Euro-U.S. Data Change and EURUSD 6-Month Change 

U.S. Repatriation Flows Have Supported USD 

U.S. Dollar 

We continue to believe the dollar will likely decline over the 

medium term if growth stabilizes abroad. The growing budget 

deficit coupled with the persistent current account deficit should 

weigh on the dollar. So far the dollar has been quite stable. 

Despite the Fed’s dovish pivot from the Fed, the data out of 

Europe and Asia have continued to undershoot the U.S. (Figure 

9) In general, the data in Europe and China have been weak, 

though recent purchasing manager index surveys of business 

sentiment in China and German business sentiment signal 

stabilization. In addition, the dollar has benefitted from U.S. 

investors repatriating funds from abroad back into U.S. assets. 

This was largely driven by one-off corporate tax reform in 2018. 

(Figure 10) If international growth improves and international 

equities begin to outperform U.S. equities, these investment 

flows could reverse. 

Global Equities 

The backdrop for global equities remains supportive given the 

ongoing economic expansion and the recent shift by central 

banks to more accommodative policies. We prefer to allocate to 

equities outside of the U.S., particularly emerging markets. 

Economic momentum in emerging markets has started to 

outperform that of the U.S., which could lead to emerging 

markets equity outperformance. (Figure 11) Our negative 

outlook on the dollar is also supportive of emerging markets, 

which historically exhibit negative correlation to the dollar.  

 

In summary, the global economic backdrop is less vibrant than it 

was last year. That said most of the indicators we monitor, 

barring a few early warning signals (e.g., curve inversions), 

suggests the economic expansion remains intact. A major 

headwind to growth, central bank tightening, has dissipated 

with the broad-based dovish pivots by the major central banks. 

With the Fed in particular on hold, risk assets could continue to 

perform well as long as the economic data hold up. Structural 

factors such as growing budget deficits and reduced foreign 

demand make us less constructive on Treasuries over the 

medium and long term. However, we remain neutral on 

government bonds in the near term as they could receive 

support from cyclical forces. Credit may perform well in the 

current environment, but a cyclical downturn over the medium 

term could cause significant re-ratings in the sector. The 

incoming economic data will continue to be our ballast , helping 

us to avoid getting juked by market surprises. Good luck.  

Figure 10 
Source: Bloomberg, U.S. Treasury, DoubleLine 

MSCI EM vs. S&P 500 12-Month Performance and 
Emerging Markets vs. U.S. Economic Data Change 

(6-Month Lead) 
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Basis Point - A basis point (bps) equals 0.01%. 

Bloomberg Commodity Index (BCOM) - An index calculated on an excess return 

basis that reflects commodity futures price movements. The index rebalances 

annually weighted 2/3 by trading volume and 1/3 by world production and weight-

caps are applied at the commodity, sector and group level for diversification. Roll 

period typically occurs from 6th-10th business day based on the roll schedule. 

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. It is calculated by taking price changes for each item in the 

predetermined basket of goods and averaging them. Changes in the CPI are used 

to assess price changes associated with the cost of living; the CPI is one of the 

most frequently used statistics for identifying periods of inflation or deflation.  

EM Sovereign Debt is represented by Bloomberg Barclays EM Sovereign TR 

Index—The Bloomberg Barclays Emerging Markets USD Sovereign Bond Index 

tracks fixed and floating-rate US dollar-denominated debt issued by EM 

governments. Country eligibility and classification as Emerging Markets is rules-

based and reviewed annually using World Bank income group and International 

Monetary Fund (IMF) country classifications. 

Eurostoxx 50 Index - A stock index of Eurozone stocks designed by STOXX, an 

index provider owned by Deutsche Borse Group and SIX group, with the goal of 

providing a blue-chip representation of Supersector leaders in the Eurozone. 

Eur/USD -  The currency pair EUR/USD is the shortened term for the euro and U.S. 

dollar pair or cross for the currencies of the European Union (EU) and the United 

States (USD). The currency pair indicates how many U.S. dollars (the quote 

currency) are needed to purchase one euro (the base currency). 

ICE BAML U.S. High Yield Index - Tracks the performance of U.S. dollar 

denominated below investment grade corporate debt publicly issued in the U.S. 

domestic market. 

Institute for Supply Management (ISM) Purchasing Managers Index (PMI) - An 

indicator of the economic health of the manufacturing sector. The PMI is based on 

five major indicators: new orders, inventory levels, production, supplier deliveries 

and the employment environment. 

Investment Grade - Refers to the quality of a company's credit. In order to be 

considered an investment grade issue, the company must be rated at 'BBB' or 

higher by Standard and Poor's or Moody's. Anything below this 'BBB' rating is 

considered non-investment grade. 

JP Morgan Emerging Market Currency Index (EMCI) - A tradable benchmark for 

emerging markets currencies vs. USD. 

 

Morgan Stanley Capital International All Country World Index (MSCI ACWI) - A 

market-capitalization-weighted index designed to provide a broad measure of 

stock performance throughout the world, including both developed and 

emerging markets. 

Morgan Stanley Capital International All Country World ex-U.S. Index (MSCI 

ACWI ex-U.S.) - A market-capitalization-weighted index designed to provide a 

broad measure of stock performance throughout the world, including both 

developed and emerging markets but excluding the United States. 

Morgan Stanley Capital International Emerging Markets (MSCI EM) - An index 

that covers 23 Emerging Market countries and is designed to capture the large and 

mid-cap representation across those countries. 

MSCI Emerging Markets (MSCI EM) - An index that covers 24 Emerging Market 

countries and is designed to capture the large and mid-cap representation across 

those countries. 

Nikkei 225 Index - A price-weighted index comprised of Japan's top 225 blue-chip 

companies on the Tokyo Stock Exchange. The Nikkei is equivalent to the Dow 

Jones Industrial Average Index in the U.S.  

Personal Consumption Expenditures (PCE) Index - Measures price changes in 

consumer goods and services. Expenditures included in the index are actual U.S. 

household expenditures.  

Russell 2000 Index - A subset of the Russell 3000 Index representing 

approximately 10% of the total market capitalization and measuring the 

performance of the small-cap segment of the U.S. equity universe. 

S&P 500 Index - A market-capitalization-weighted index of the 500 largest U.S. 

publicly traded companies by market value. The index is widely regarded as the 

best single gauge of large-cap U.S. equities.  

S&P/LSTA Leveraged Loan Index - An index designed to track the market-

weighted performance of the largest institutional leveraged loans based on the 

market weightings, spreads and interest payments. 

Spread - The difference between yields on differing debt instruments, calculated 

by deducting the yield of one instrument from another. The higher the yield 

spread, the greater the difference between the yields offered by each instrument. 

The spread can be measured between debt instruments of differing maturities, 

credit ratings and risk.  

U.S. Corp IG - The Bloomberg Barclays U.S. Corporate Bond Index measures the 

investment grade, fixed-rate, taxable corporate bond market. It includes USD 

denominated securities publicly issued by U.S. and non-U.S. industrial, utility and 

financial issuers. 

An investment cannot be made directly in an index. 

   Definitions of Select Terms 

   Fund Disclosure 

The Funds' investment objectives, risks, charges and expenses must be considered carefully before investing. The  
statutory and summary prospectuses contain this and other important information about the Funds and may be obtained 
by calling (877) 354-6311/(877) DLINE11, or visiting www.doublelinefunds.com. Read carefully before investing.  

Mutual fund investing involves risk; Loss of principal is possible.  

Past performance does not guarantee future results. Index performance is not illustrative of Fund performance. One cannot invest directly in an index. Please call (213) 

633-8200 or visit www.doublelinefunds.com. 

Earnings growth is not representative of the Fund's future performance.  

Opinions expressed are subject to change, are not intended to be a forecast of future events, a guarantee of future results, nor investment advice.  

DoubleLine Funds are distributed by Quasar Distributors, LLC. 
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Important Information Regarding This Material 

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 
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. Forward-looking 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. 

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. All investments involve risks. Please request a copy of DoubleLine’s Form ADV Part 2A to review the material risks involved in DoubleLine’s 
strategies. Past performance is no guarantee of future results. 

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. 

To receive a copy of DoubleLine’s current Form ADV (which contains important additional disclosure information, including risk disclosures), 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. 

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 or the market or that DoubleLine’s risk management techniques will successfully mitigate losses. 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 sector or security. The construction of DoubleLine portfolios may differ substantially from the construction of any 
of a variety of 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 


