
 
 
 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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 U.S. stocks have moved deeper into the black through July after a weak start to the year. 
Meanwhile, bonds have continued to generate solid returns. For the first seven months of 2016, the S&P 
500 Index has gained 6.3%, while the primary fixed income index, the Barclays U.S. Aggregate Bond 
Index, has advanced 4.6%. Global stocks have underperformed U.S. stocks in the first months of 2016. 
The Dow Jones World ex-US Index is down 1.2% year-to-date. 
 From an asset allocation standpoint, we continue to favor stocks over bonds, as we have for the 
past seven years. Stocks remain attractive on a valuation basis compared to bonds, despite their 
recovery from 2009 lows. In addition, we think equities can benefit from economic data and trends that 
indicate: 1) core U.S. GDP is growing at a 2.0% rate, give or take 50 basis points; 2) interest rates will 
remain low on a historical basis into 2017; 3) corporate profits can surprise on the upside, given the 
economic growth outlook and expectations for a stable dollar. Risks to our outlook include uncertain 
conditions in key emerging economies, including China and Brazil; economic weakness and negative 
interest rates in Europe and Japan; the fall-out from the Brexit vote; the volatile price of oil; and the 
potential for geopolitical tensions. 
 We have three strategic Asset Allocation models, based on risk-tolerance levels: Conservative, 
Moderate and Aggressive. Within these models, we make tactical calls for asset classes based on factors 
such as valuation, growth and risks. 
 For Conservative Accounts, we currently recommend a 40% weighting in stocks (within a range 
of 10%-45%), 55% in bonds and cash (range of 45%-65%), 3% in commodities (range 0-5%) and 2% in 
real estate (range 0-5%). 
 For Moderate Accounts, we currently recommend a 60% weighting in stocks (within a range of 
25%-65%), 32% in bonds and cash (within a range of 15%-45%), 5% in commodities (0-10%) and 2% in 
real estate (0-5%). 
 For Aggressive Accounts, we currently recommend a 70% weighting in stocks (within a range of 
30%-80%), 22% in bonds and cash (within a range of 15%-45%), 5% in commodities (0-10%) and 2% in 
real estate (0-5%). 



 We further break down our Models into sub-categories, and provide a discussion of returns and 
additional tactical recommendations below. More analysis on asset classes, including charts and tables, 
can be found in our Investment Portfolio Guide, Fixed Income Strategy and Portfolio Selector reports. 
 -- Equities. Small-cap stocks have modestly underperformed large-caps in the first seven months 
of the year, as the Russell 2000 has gained 7.4%. Large-caps have outperformed small-caps over the past 
one-year and five-year periods, while the two classes are even on a 10-year basis. On valuation, large-
caps appear to be the better value, based on our review of trends in P/E ratios, price/sales ratios and 
dividend yields. Our recommended exposure to small and mid-caps is 15% of equity allocation, in line 
with the benchmark weighting. In terms of growth and value, growth stocks sharply outperformed in 
2015, but value has taken the lead in 2016. We continue to expect better breadth this year, which 
should favor value. 
 -- Bonds/Interest Rates. We look for the 10-year U.S. government Treasury bond yield to 
fluctuate within a fundamental range of 1.3%-2.00% through 2016. Rallies to yields at or below the low 
end of this range may occur depending on flight-to-quality market reactions. As a case in point, the 
current long bond yield is 1.46%, as investors have gravitated to the safety and security of U.S. 
Treasuries in the wake of Britain’s vote to leave the European Union. Given the recent developments, 
we now expect the Fed to hike short-term rates 1-to 2-times at most through 2017. In this environment, 
we favor high-rated corporate bonds. Spreads versus Treasuries have widened in recent months, and we 
think default risk is low, given clean balance sheets and high margins at corporations outside of the oil 
patch. We also recommend that investors seeking higher yields and willing to take on a higher degree of 
risk consider diversifying bond portfolios by including an allocation to preferred stocks. We recommend 
steering clear of emerging market and foreign sovereign rates at this time, as any potential extra yield 
comes along with a substantially higher degree of risk. Interest rates in countries such as Japan, 
Germany and Switzerland are negative. 
 -- Commodities. Commodities as an asset class have underperformed in recent quarters, due 
largely to dollar strength and questions about the growth trajectory in China. But recent trends have 
been more positive, and we look for a recovery in this asset class over the next two years. Meanwhile, 
there are trading opportunities, both long and short. In Energy, we think oil prices will range from $32-
$55 per barrel in 2016. Gold prices are expected to trade in a range of $1000-$1,400 and are currently 
near the high end of the range. Our recommended category in commodities is in Agriculture, which is 
less exposed to global infrastructure and construction trends. We think commodities should constitute 
up to 3%-5% of Moderate portfolios. 
 In a challenging market environment, here are some of the key investment themes that we think 
will be important for the remainder of the year: 
 -- Dividend growth. Now that the Federal Reserve has begun to raise the federal funds rate, 
interest rates across the yield spectrum should begin to head modestly higher. This has a couple of 
implications for stocks. For one, secure fixed income instruments such as long-term Treasuries will likely 
begin to attract at the margin more income investors, at the expense of high-yield stocks such as 
Utilities and Telcos. For another, higher rates should also signify a solid economy, which can translate to 
stronger dividend growth. In this environment, we recommend companies with long records of 
increasing dividend payouts, such as Automatic Data Processing Inc. (ADP), PPG Industries Inc. (PPG), 
S&P Global Inc. (SPGI), Becton, Dickinson & Co. (BDX), International Business Machines Corp. (IBM), 
Ecolab Inc. (ECL), Home Depot Inc. (HD), Costco Wholesale Corp. (COST) and T. Rowe Price Group Inc. 
(TROW), among others. 
 
 
 



 -- Sustainable Impact investing. This trend has had legs for the past decade, as assets under 
management in SRI funds have grown to $6.6 trillion in 2014 from $2.1 trillion in 2003, according to the 
Forum for Sustainable and Responsible Investment. As assets have grown, the approach has evolved. In 
the mid-1980s, “socially responsible investing” emerged and took an exclusionary approach. No guns. 
No alcohol. No tobacco. But as returns lagged, the approach changed to become more “what companies 
should do” as opposed to “what companies shouldn’t do.” Now, Impact investing is focused on major 
initiatives such as climate change, gender equality, agricultural sustainability and the war on global 
poverty. Companies are now being analyzed on their approaches to these and other issues such as 
board independence, environmental management, Human Rights and Community & Politics. Twice a 
year, we screen the companies in the Argus Universe against Sustainable Impact criteria established by 
IW Financial, and the results are published in our Special Situations Report. We have also designed a 
portfolio based on this investment theme, in conjunction with Smart Trust. Stocks featured in the 
Sustainable Impact portfolio include Waste Management Inc. (WM), Union Pacific Corp. (UNP), Eli Lilly & 
Co. (LLY), Prudential Financial Inc. (PRU), Estee Lauder Cos. Inc. (EL), Campbell Soup Co. (CPB), The 
Allstate Corp. (ALL), American Electric Power Co. Inc. (AEP) and Abbott Laboratories (ABT), among 
others. 
 -- Innovation. This will likely always be an investment theme at Argus, as long as the U.S. 
economy continues to change to address increasingly complex demands not only from domestic 
consumers but from global markets as well. The Healthcare and Technology sectors remain leaders in 
innovation, and BUY-rated companies in this group include Amgen Inc. (AMGN), Pfizer Inc. (PFE), Cerner 
Corp. (CERN), Facebook Inc. (FB), Adobe Systems Inc. (ADBE) and PayPal Holdings Inc. (PYPL). But 
innovation doesn’t have to come at the cutting edge of new products. Many Argus companies are 
innovating to boost margins and profitability, as part of their focus on delivering consistent shareholder 
returns. These companies range from Under Armour Inc. (UA) to Honeywell International Inc. (HON) to 
The Dow Chemical Co. (DOW) to Verizon Communications Inc. (VZ). 
 Look for these themes to be discussed and updated during Argus conference calls and 
presentations, and in our reports such as Special Situations and Screens. (John Eade) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 
 


