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Agenda: Currency Wars 
 
• The major shift in the fourth quarter was not so much the US Federal Reserve 

doing QE, but the BoJ doing more of it 
• Historically, a weaker yen sends a deflationary pulse into the global economy 
• We don’t think, given Japan’s unique problems, the devaluation can last 
• Over the last few years, a weakening Yen has led to weaker economic 

performance in US and Europe 
• It has also led to an increase in risk, an increase in credit spreads and 

decrease in stock prices 
• A defensive strategy focusing on health care stocks is our plan 
• The pharmaceutical industry in particular appears to offer tremendous value 



3 

The total annual operating expenses of the Fund are 1.84% and 1.59% and net expenses are 1.50% and 1.25% for the Advisor and Institutional Classes, respectively. 
The inception date for the GaveKal Knowledge Leaders Fund is 9/30/10. 
 
The performance data quoted here represents past performance. Past performance is no guarantee of future results. Investment return and principal value will fluctuate, so that an 
investor's shares, when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher than the performance information quoted. To 
obtain performance information current to the most recent month-end please call 888.998.9890 or visit our website at www.gavekalfunds.com. A redemption fee of 2.00% will be 
imposed on redemptions or exchanges of shares you have owned for 90 days or less. Please see the prospectus for more information. 
 
The Fund’s advisor has contractually agreed to waive its fees and/or absorb expenses of the Fund to ensure that total annual fund operating expenses (excluding taxes, leverage 
interest, brokerage commissions, dividend expenses on short sales, acquired fund fees and expenses as determined in accordance with Form N-1A, expenses incurred in 
connection with any merger or reorganization, or extraordinary expenses such as litigation) do not exceed 1.50% and 1.25% of average daily net assets for Advisor Class and 
Institutional Class Shares, respectively.  This agreement is in effect until December 31, 2013, and it may be terminated before that date only by the Trust’s Board of Trustees.  The 
Fund’s advisor is permitted to seek reimbursement from the Fund, subject to limitations, for fees it waived and Fund expenses it paid for three years from the date of any such 
waiver or payment. 

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 

 

Source: Morningstar Direct 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 

 

Source: Morningstar Direct 

Risk-adjusted performance in 2012 was well on top of the benchmark.  We 
finished with 5% less volatility and a 6% smaller max drawdown than the 
MSCI World Index.  Our Sharpe Ratio was 1.38 and our Treynor Ratio was 
22.16 in 2012. 
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Stocks have fluctuated around inflation trends since the market low in 
March 2009.  The Fed has reset the upper threshold for inflation at 2.5%, 
about where we are currently. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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Over the last couple of years the weakening of the Japanese Yen has 
brought an end to any increase in inflation expectations. If the Yen 
continues to weaken then, we would expect inflation expectations to fall.  
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 

 

Source: FactSet 
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Similarly, when inflation expectations rise, the USD falls.  Can inflation 
expectations rise if the USD is strengthening? 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 

 

Source: FactSet 
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Historically, a weakening Yen sends a deflationary pulse through the global 
economy. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 

 

Source: FactSet 
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This perhaps explains the weakness in gold, especially given the successive 
round of quantitative easing in the US last fall. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 

 

Source: FactSet 
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With relative real rates quite high by global standards, Japan attracts 
capital.  Those capital flows are damaging trade flows. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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It isn’t as if Japan is starting with a terribly expensive currency.  But, it is 
hard to compete in the world and Japan has some unique problems. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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Japan suffers from the difficult combination of: high debt levels, falling population 
growth, large deficits and a low savings rate. This difficult combination makes it hard 
to predict high structural growth rates for the economy. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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Japan’s unique problems lead to a positive relationship between trade and 
fiscal deficits, and in turn both of these deficits are positively correlated 
with the currency. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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The Yen is a risk-off currency, so when risk is “on”, the cover exists to try to 
devalue.  Improvements in Europe and the US allow Japan to devalue and steps 
backward cause the Yen the strengthen. 

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 

 

Source: FactSet 

4/11 7/11 10/11 1/12 4/12 7/12 10/12 1/135.5

6

6.5

7

7.5

8

8.5

9

9.5

10

10.5 74

76

78

80

82

84

86

88

90

Japan
Yen/USD and US High Yield Bonds

Japanese Yen per U.S. Dollar - FX Rate - Spot   (Right)
BofA Merrill Lynch U.S. High Yield - Master II - Yield To Worst  

Yen per U
SD exchange rate 

Yen per U
SD exchange rate 

Yen per U
SD exchange rate 

Yen per U
SD exchange rate 

Hi
gh

 Y
ie

ld
 B

on
ds

 –
 Y

ie
ld

 to
 W

or
st

 
Eu

ro
zo

ne
 C

or
po

ra
te

 B
on

d 
Yi

el
ds

 

Ita
ly

 1
0-

ye
ar

 B
on

d 
Yi

el
d 

G
re

ec
e 

 1
0-

ye
ar

 B
on

d 
Yi

el
d 



15 

For the last twenty years, the Japanese Yen has followed, with a lag, short 
rate differentials in the US.  It would be a break from the past if Japan can 
weaken the Yen in the face of near zero US short rates. 
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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It already appears as if there is interest in locking in the devaluation.  Yen 
90 seems to be inviting a lot of interest.  Sentiment couldn’t be worse. 

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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US Eurozone Japan UK
Nominal GDP Growth 3.88           1.77           0.39           3.62           
2012 GDP 15.81         12.29         6.03           2.42           
2013 Nominal GDP 16.42         12.51         6.05           2.51           
Likely Asset Purchases 1.02           -             0.91           0.08           
Likely Asset Purchases % GDP 6.21% 0.00% 15.08% 3.21%
Budget Deficit % GDP -5.57% -2.70% -8.25% -6.87%
Monetary Base % GDP 2012 16.85% 54.29% 25.35% 14.00%
Monetary Base % GDP 2013 22.43% 53.35% 40.33% 16.72%
FX Rate Assumed 1.31 85 1.61

Key Stats for Developed Markets in 2013 ($tn)

Japan is out “QE-ing” every other major central bank.  Japan’s relative 
monetary base should grow by 30-60% compared to the US, ECB and BOE. 

US Eurozone Japan UK
US 1.00           0.31           0.66           1.20           
Eurozone 3.22           1.00           2.14           3.88           
Japan 1.50           0.47           1.00           1.81           
UK 0.83           0.26           0.55           1.00           

Relative Monetary Bases % GDP in 2012
US Eurozone Japan UK

US 1.00           0.42           0.56           1.34           
Eurozone 2.38           1.00           1.32           3.19           
Japan 1.80           0.76           1.00           2.41           
UK 0.75           0.31           0.41           1.00           

Relative Monetary Bases % GDP in 2013

US Eurozone Japan UK
US -             0.35           (0.16)          0.11           
Eurozone (0.26)          -             (0.38)          (0.18)          
Japan 0.20           0.62           -             0.33           
UK (0.10)          0.22           (0.25)          -             

Percent Change in Relative Monetary Bases % GDP from 2012 to 2013

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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Based on our projections, we arrive at a mid-point of 85-90 for the Yen.  
This incorporates ¥ 36 trillion in scheduled asset purchases in Japan.  
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In previous episodes of Yen devaluation, the global economy began from 
significantly healthier levels. 
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When the Yen weakens, it marks the end of cyclical expansions in global 
manufacturing.  It also marks the end of rising stock prices. 
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With a short lead time, a weakening Yen has negative impacts on US and 
European economic growth. 
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Industrial production and our proxy for nominal industrial activity both are 
negatively affected by a weakening Yen. 
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Europe really looks to be at risk here.  A weakening of the Yen will not help 
the already deteriorating conditions in Europe. 
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Germany is likely contracting in the fourth quarter and a weakening Euro 
seems likely.  This will, we think, complete the risk on phase and halt the 
drop in the Yen. 
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High yield spreads move, in part, due to changes in inflation expectations.  
The thrust from rising inflation expectations would seem to be about over. 
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High yield bonds and stocks move mostly in lock-step.  With spreads 
approaching major lows, a lot of good news is priced in. 
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With stocks at fairly extended levels, this change in trend could cause 
some dislocation. 
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Over the last few years a weakening Yen has been a precursor to periods of 
rising macro risk and a widening of high yield spreads. 
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Another worrisome consequence of a weakening Yen is the potential 
negative impact on profit margins and thus earnings. 
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How do we manage risk in such an environment?  The correlation between 
stocks and bonds is high, as is the correlation within the stock market.  The 
only negative correlations are with equity volatility and the USD.  

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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As economic growth starts to undershoot, counter cyclical stocks generally 
have the upper hand. 
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By recent standards, the weakening of the Yen looks to have mostly run its 
course, as does the outperformance of exporters relative to domestic 
industries.  

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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If the Yen devaluation fails to follow through, then counter-cyclicals should 
perform favorably.  In particular we like the health care sector (see Extreme 
Uncertainty). 
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Our allocation continues on a more defensive path.  We see more 
turbulence ahead in 2013, brought on by the ongoing currency war. 

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related to any of the companies or securities 
listed. Past performance is no guarantee of future results. 
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Europe ASTRAZENECA 36.5 37.5 34.6 29.0 29.9 32.6 37.7 27.5 27.6 26.3 26.3
BAYER 24.8 22.9 19.3 19.9 22.9 22.6 22.3 23.1 22.0 21.2 21.2
ELAN CORP 108.2 121.4 96.6 88.4 68.7 65.8 68.1 52.6 40.6 39.5 39.5
GLAXOSMITHKLINE 29.3 28.5 29.5 30.0 31.1 32.2 31.3 29.5 31.3 26.6 26.6
MERCK KGAA STAMM 22.9 21.7 25.6 26.8 26.1 30.4 33.5 35.2 30.8 29.5 29.5
NOVARTIS 30.6 32.6 31.1 29.4 31.6 35.6 33.2 32.8 31.7 29.7 29.7
NOVO NORDISK B 42.3 35.0 36.3 37.1 34.8 32.8 30.1 30.9 31.9 28.6 28.6
ORION-YHTYMAE B 26.1 24.6 25.8 28.9 26.5 21.2 21.2 21.2
ROCHE HOLDING GENUSS 31.4 33.1 34.4 36.4 35.1 35.2 34.4 33.1 32.4 31.0 31.0
SANOFI 45.0 30.2 63.3 27.9 29.1 29.9 30.1 29.2 27.1 27.3 27.3
SHIRE 31.8 35.1 32.1 40.1 43.7 47.3 46.7 41.9 40.6 32.5 32.5
TEVA PHARMACEUTICAL IND 18.8 18.2 18.7 17.9 16.1 18.0 20.0 18.5 17.3 19.0 19.0
UCB (GROUPE) 42.9 46.8 45.0 42.7 33.8 33.6 37.8 37.8

North America ABBOTT LABORATORIES 22.6 21.9 22.7 20.8 24.3 24.6 22.0 20.5 21.7 24.1 24.1
ALLERGAN 34.2 35.2 33.1 37.0 33.3 34.9 37.1 30.8 32.5 31.9 31.9
BRISTOL-MYERS SQUIBB CO 26.4 23.9 26.7 28.0 31.6 30.3 29.2 31.0 27.6 26.9 26.9
FOREST LABORATORIES 25.9 24.6 23.9 22.6 27.2 24.3 36.4 31.1 37.1 33.7 41.3
HOSPIRA 13.6 14.3 16.6 19.3 19.5 17.1 15.3 15.1 18.5 18.4 18.4
JOHNSON & JOHNSON 26.8 26.7 25.6 27.7 28.2 27.4 26.8 24.7 24.5 25.7 25.7
LILLY (ELI) & CO 38.9 41.9 42.4 38.7 36.2 34.9 33.9 33.2 35.5 35.8 35.8
MERCK & CO 13.3 30.9 33.0 33.5 36.3 33.7 34.2 35.9 36.2 28.3 28.3
MYLAN 12.6 13.7 20.4 19.9 21.2 16.7 15.5 14.6 14.7 15.3 15.3
PERRIGO CO 9.9 11.3 10.7 11.6 11.4 16.5 11.6 10.7 10.5 11.2 11.0
PFIZER 33.1 33.4 29.2 29.2 29.4 29.2 28.3 26.7 24.6 23.6 23.6
VALEANT PHARMACEUTICALS 68.4 53.0 19.8 23.6 19.8 23.9 22.7 22.2 21.8 25.3 25.3
WARNER CHILCOTT 41.9 171.2 25.8 21.9 51.1 19.7 19.2 18.3 32.7 15.8 15.8
WATSON PHARMACEUTICALS 29.8 36.8 19.7 17.3 13.5 13.1 15.6 15.2 16.4 13.9 13.9

Pharmaceuticals Average 31.3 34.9 29.8 28.7 29.7 29.8 30.3 28.8 28.8 27.4 28.1

Years

Total Capital Investment as a Percent of Sales 

Intangible adjusted financial metrics based on an equal weighted average of the constituents of each industry. 

Data as of 12/1/2012 
Source: GaveKal Capital  

35 

The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related 
to any of the companies or securities listed. Past performance is no guarantee of future results. 

 

Source: GaveKal Capital 

Total capital intensity has fallen on average over the last decade. 



Sub-Industry Region Company Name 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Current 
Pharmaceuticals Asia-Pacific ASTELLAS PHARMA 5.4 4.6 3.2 3.4 2.8 4.4 4.1 4.9 6.6 5.3 6.6

CHUGAI PHARMACEUTICAL CO 6.9 5.1 4.0 2.8 6.5 6.6 7.7 3.7 3.6 3.0 3.0
DAIICHI SANKYO CO 6.0 4.7 8.2 5.1 5.2 4.6 5.9 5.3 3.3 3.7 6.8
DAINIPPON SUMITOMO PHARM 2.9 3.8 2.6 2.1 1.9 3.7 3.7 6.4 2.1 2.4 2.5
EISAI CO 5.3 5.6 5.0 7.4 7.3 4.2 7.3 5.9 3.9 3.0 3.0
HISAMITSU PHARMACEUTICAL 7.2 10.4 4.4 2.7 4.8 5.1 8.0 4.8 5.4 4.5 11.5
KYOWA HAKKO KIRIN CO 4.4 8.6 5.1 5.1
MITSUBISHI TANABE PHARMA 4.8 5.0 4.3 4.0 2.2 2.7 3.3 3.0 2.3 2.1 2.6
ONO PHARMACEUTICAL CO 6.2 4.7 6.8 1.9 0.8 0.8 1.1 1.1 2.4 1.0 1.4
OTSUKA HOLDINGS CO 3.2 3.7 3.2 3.1
SANTEN PHARMACEUTICAL CO 7.4 7.8 3.6 5.3 2.1 3.5 3.0 2.9 1.2 1.5 2.9
SHIONOGI & CO 2.1 3.2 2.2 2.7 2.7 5.7 5.4 4.9 4.7 4.0 10.9
TAISHO PHARM HOLDINGS CO 10.1 8.2 3.1 3.3 4.9 4.7 2.3 1.8 8.2 3.2 4.1
TAKEDA PHARMACEUTICAL 3.7 3.2 5.0 4.8 2.6 2.2 2.4 2.6 5.9 8.7 4.1
TSUMURA & CO 2.3 7.4 4.2 3.9 4.6 3.7 3.1 5.1 6.6 5.3 7.7

Europe ASTRAZENECA 9.0 8.0 5.7 4.0 5.1 5.7 12.8 4.8 6.6 3.9 3.9
BAYER 7.7 5.8 4.2 5.1 6.5 5.7 5.3 5.1 4.3 4.4 4.4
ELAN CORP 52.3 62.5 21.3 11.9 9.8 7.2 18.1 11.9 5.3 5.9 5.9
GLAXOSMITHKLINE 5.8 5.0 5.1 5.5 6.8 9.4 8.5 6.6 5.8 4.8 4.8
MERCK KGAA STAMM 5.5 4.3 4.8 5.1 4.9 5.7 7.1 7.3 5.4 4.3 4.3
NOVARTIS 5.6 6.2 5.1 4.8 6.4 8.2 5.6 6.2 4.4 4.1 4.1
NOVO NORDISK B 15.7 9.4 11.9 12.3 8.6 5.8 4.3 5.9 6.4 5.0 5.0
ORION-YHTYMAE B 6.3 3.8 3.6 3.5 5.1 7.6 7.9 4.2 4.9 4.9
ROCHE HOLDING GENUSS 7.2 8.0 8.1 10.3 9.9 9.7 7.8 6.6 6.3 5.2 5.2
SANOFI 18.8 4.6 4.8 4.2 5.1 5.7 5.8 6.1 5.2 5.3 5.3
SHIRE 4.3 8.1 6.6 10.3 13.5 13.0 8.6 8.7 9.5 4.7 4.7
TEVA PHARMACEUTICAL IND 7.4 6.9 7.1 6.4 4.6 5.8 6.1 5.2 4.4 5.8 5.8
UCB (GROUPE) 15.3 29.3 90.2 6.2 5.9 7.9 5.9 2.8 2.4 4.2 4.2

North America ABBOTT LABORATORIES 7.3 6.3 6.6 5.4 6.0 6.4 4.4 3.5 2.9 3.8 3.8
ALLERGAN 5.5 6.2 4.7 8.3 5.3 4.6 7.2 2.8 3.3 2.4 2.4
BRISTOL-MYERS SQUIBB CO 5.5 4.7 4.2 3.8 4.4 4.4 4.6 3.9 2.2 1.7 1.7
FOREST LABORATORIES 4.3 5.6 5.1 3.6 2.0 0.9 12.8 1.8 0.8 7.8 12.5
HOSPIRA 7.3 7.5 8.7 9.8 8.7 6.1 4.5 4.1 5.8 7.3 7.3
JOHNSON & JOHNSON 5.8 5.4 4.6 5.2 5.0 4.8 4.8 3.8 3.9 4.4 4.4
LILLY (ELI) & CO 10.2 13.6 13.7 8.9 6.9 6.4 5.2 3.9 5.1 5.4 5.4
MERCK & CO 4.6 8.5 7.5 6.4 4.3 4.2 5.4 5.3 3.7 3.6 3.6
MYLAN 2.6 2.8 8.6 7.2 8.2 3.8 3.2 3.0 3.5 4.6 4.6
PERRIGO CO 3.3 3.9 3.2 3.2 2.7 7.2 3.1 3.0 2.9 4.0 3.8
PFIZER 7.1 7.6 5.0 4.9 4.6 4.1 4.0 2.4 2.2 2.5 2.5
VALEANT PHARMACEUTICALS 55.4 33.9 3.2 6.8 4.2 4.2 2.9 0.9 1.4 15.7 15.7
WARNER CHILCOTT 25.2 155.1 11.4 6.7 37.5 4.8 7.7 3.9 16.7 1.7 1.7
WATSON PHARMACEUTICALS 17.3 23.0 6.0 5.0 2.3 3.0 4.0 2.6 1.9 3.2 3.2

Pharmaceuticals Average 9.9 13.1 8.2 5.6 6.0 5.3 5.9 4.5 4.6 4.4 5.0

Years

CapEx as a Percent of Sales 

Intangible adjusted financial metrics based on an equal weighted average of the constituents of each industry. 

Data as of 12/1/2012 
Source: GaveKal Capital  
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related 
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Source: GaveKal Capital 

Capital expenditure levels have structurally fallen over the last decade 
across the industry. 
 



Sub-Industry Region Company Name 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Current 
Pharmaceuticals Asia-Pacific ASTELLAS PHARMA 17.0 16.3 14.6 11.3 10.5 9.9 9.0 9.3 9.1 9.2 9.2

CHUGAI PHARMACEUTICAL CO 15.8 16.8 15.7 12.5 13.0 13.9 14.2 12.3 12.0 11.0 11.0
DAIICHI SANKYO CO 16.1 15.6 15.2 14.6 13.9 11.2 10.4 11.4 11.1 10.5 11.3
DAINIPPON SUMITOMO PHARM 13.7 14.4 13.4 12.1 14.2 12.9 12.7 12.2 9.0 8.4 8.2
EISAI CO 12.8 12.0 11.5 10.7 10.3 7.7 8.1 8.5 8.9 9.1 8.7
HISAMITSU PHARMACEUTICAL 29.7 30.3 27.7 23.8 19.9 20.2 19.8 18.1 17.9 16.8 16.3
KYOWA HAKKO KIRIN CO 21.1 19.4 14.9 14.9
MITSUBISHI TANABE PHARMA 17.8 17.7 15.2 13.6 11.9 11.1 14.5 13.0 11.2 10.5 9.5
ONO PHARMACEUTICAL CO 11.9 13.4 12.0 10.8 9.0 8.5 8.5 9.2 8.8 8.6 8.2
OTSUKA HOLDINGS CO 15.8 13.5 11.6 10.8
SANTEN PHARMACEUTICAL CO 21.0 20.4 18.2 16.8 14.7 13.5 13.3 12.9 11.2 10.0 9.6
SHIONOGI & CO 13.8 14.7 14.0 12.9 11.5 11.9 12.5 10.7 8.5 9.6 10.1
TAISHO PHARM HOLDINGS CO 14.2 13.7 13.1 12.4 12.2 12.7 12.7 12.7 12.1 11.9 12.1
TAKEDA PHARMACEUTICAL 9.0 8.0 8.1 7.9 6.5 6.9 7.0 7.1 8.4 10.6 10.2
TSUMURA & CO 28.4 31.8 29.5 28.7 27.2 22.2 22.8 23.5 23.8 23.7 23.8

Europe ASTRAZENECA 19.4 19.5 19.2 17.6 15.7 12.4 11.5 10.0 9.4 9.0 9.0
BAYER 23.5 20.3 18.9 17.5 13.3 14.0 14.6 14.8 15.2 14.5 14.5
ELAN CORP 7.3 7.6 7.4 9.6 8.9 12.7 12.6 8.9 10.0 3.3 3.3
GLAXOSMITHKLINE 21.6 19.4 18.7 16.7 17.9 17.7 18.3 16.3 15.5 15.2 15.2
MERCK KGAA STAMM 20.2 20.0 21.4 18.1 15.8 12.2 12.2 12.1 11.7 11.0 11.0
NOVARTIS 10.6 11.4 11.5 11.5 12.2 12.5 12.2 11.1 9.9 10.1 10.1
NOVO NORDISK B 33.0 31.7 31.9 32.5 30.4 26.8 23.7 22.6 21.3 20.5 20.5
ORION-YHTYMAE B 39.7 39.3 25.2 21.9 20.2 18.0 17.4 16.6 16.4 16.4
ROCHE HOLDING GENUSS 16.4 16.0 15.9 16.6 16.6 16.9 17.2 16.6 17.7 17.2 17.2
SANOFI 10.4 10.3 6.7 6.1 6.5 7.2 7.7 8.0 7.9 9.1 9.1
SHIRE 2.4 3.1 2.3 3.5 3.7 2.8 9.5 9.8 10.7 10.1 10.1
TEVA PHARMACEUTICAL IND 13.0 12.4 11.9 11.7 9.8 9.7 10.3 10.0 10.1 10.8 10.8
UCB (GROUPE) 19.6 20.4 11.8 8.4 5.4 6.3 5.1 4.5 4.3 4.2 4.2

North America ABBOTT LABORATORIES 18.9 18.5 16.5 16.1 15.6 15.2 13.5 11.9 10.8 10.2 10.2
ALLERGAN 12.7 15.3 13.1 11.7 7.8 7.5 7.8 7.3 6.8 6.6 6.6
BRISTOL-MYERS SQUIBB CO 15.5 16.9 14.1 15.2 15.2 14.7 12.7 11.4 10.5 9.7 9.7
FOREST LABORATORIES 6.1 5.8 6.1 7.3 8.2 6.8 5.5 4.6 3.5 3.2 3.4
HOSPIRA 36.3 34.2 33.8 29.7 29.8 21.8 20.0 17.7 17.9 19.5 19.5
JOHNSON & JOHNSON 15.1 14.5 13.8 13.0 13.2 12.6 12.1 11.5 10.7 10.0 10.0
LILLY (ELI) & CO 19.4 21.4 21.9 22.5 24.5 21.7 20.0 19.1 16.6 15.0 15.0
MERCK & CO 24.3 27.0 26.3 24.3 21.6 18.7 18.5 13.8 12.8 12.0 12.0
MYLAN 8.8 8.7 12.3 13.4 17.9 9.3 9.4 9.3 9.3 9.9 9.9
PERRIGO CO 29.6 28.3 25.2 17.2 16.2 15.0 12.3 12.2 12.9 14.0 12.8
PFIZER 16.3 13.0 12.1 11.6 11.5 10.8 9.4 9.3 8.3 7.6 7.6
VALEANT PHARMACEUTICALS 6.4 7.4 8.6 8.2 8.1 10.5 7.2 4.0 2.5 3.0 3.0
WARNER CHILCOTT 5.5 3.8 44.2 1.2 1.4 1.8 2.1 2.8 3.7 3.7 3.7
WATSON PHARMACEUTICALS 10.0 11.5 11.5 12.1 16.2 16.9 15.2 10.3 9.4 9.1 9.1

Pharmaceuticals Average 16.5 17.1 17.1 14.7 14.0 12.9 12.6 12.0 11.5 11.0 10.9

Years

Property, Plant & Equipment as a % of Assets 

Intangible adjusted financial metrics based on an equal weighted average of the constituents of each industry. 

Data as of 12/1/2012 
Source: GaveKal Capital  
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Source: GaveKal Capital 

Reduced capital spending has resulted in less tangible fixed capital in the 
asset portfolio. 
 



Sub-Industry Region Company Name 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Current 
Pharmaceuticals Asia-Pacific ASTELLAS PHARMA 17.5 17.9 12.1 9.7 11.9 15.0 22.2 27.0 30.1 28.7 24.4

CHUGAI PHARMACEUTICAL CO 34.7 5.5 13.4 9.8 8.7 16.0 12.8 16.0 12.2 22.4 17.4
DAIICHI SANKYO CO 25.0 14.3 15.3 21.7 26.9 35.3 41.5 45.5
DAINIPPON SUMITOMO PHARM 18.4 26.5 23.0 23.8 10.1 31.2 31.2 26.3 36.5 47.3 39.9
EISAI CO 23.7 25.6 21.3 19.1 15.6 32.6 35.6 41.1 44.3 32.2 29.2
HISAMITSU PHARMACEUTICAL 20.8 24.8 12.7 13.5 13.6 11.2 14.2 16.6 17.1 22.7 15.6
KYOWA HAKKO KIRIN CO 21.0 28.4 22.0 24.0
MITSUBISHI TANABE PHARMA 21.4 19.6 26.5 22.1 17.8 24.8 16.0 23.6 17.8 22.7 21.5
ONO PHARMACEUTICAL CO 14.1 15.3 11.5 11.1 11.5 13.9 16.2 16.9 17.4 18.0 15.0
OTSUKA HOLDINGS CO 48.6 31.3 31.6
SANTEN PHARMACEUTICAL CO 28.6 30.4 22.6 9.7 15.0 19.8 16.7 15.7 20.8 14.8 16.5
SHIONOGI & CO 14.7 9.1 13.5 13.8 8.7 10.6 9.8 15.4 25.0 41.8 29.9
TAISHO PHARM HOLDINGS CO 6.2 15.9
TAKEDA PHARMACEUTICAL 9.7 12.7 11.7 9.4 9.0 9.1 17.6 30.6 25.9 28.1 25.6
TSUMURA & CO 37.5 20.9 27.9 9.9 16.2 19.3 9.6 12.5 14.9 17.5 13.0

Europe ASTRAZENECA 17.0 12.1 19.5 15.9 18.9 25.1 22.5 29.3 28.1 25.2 25.9
BAYER 60.6 45.7 36.3 28.0 27.3 18.9 26.7 22.2 24.3 25.4 18.5
ELAN CORP 111.9 -5.9 0.1 0.7 1.1 1.5 6.5 7.4 11.4 1.3 1.5
GLAXOSMITHKLINE 14.6 13.1 13.6 13.1 12.8 15.9 18.6 20.0 20.8 15.6 16.6
MERCK KGAA STAMM 39.4 32.1 17.4 15.0 14.2 15.4 21.5 24.9 31.8 23.0 18.0
NOVARTIS 13.0 12.8 12.6 12.4 13.5 16.7 19.2 20.2 23.1 20.1 18.9
NOVO NORDISK B 16.4 15.9 14.8 14.9 12.0 10.9 15.0 14.4 9.8 10.1 7.2
ORION-YHTYMAE B 4.0 15.4 14.1 11.9 13.1 17.3 16.4 15.3 16.4 12.6
ROCHE HOLDING GENUSS 9.9 14.0 13.6 11.4 11.4 14.4 17.6 19.4 21.0 16.3 14.4
SANOFI 8.9 10.6 16.4 12.9 14.2 16.6 25.7 21.2 26.3 22.2 18.5
SHIRE 22.2 16.1 15.2 13.7 11.7 11.4 18.8 15.3 15.2 11.2 14.2
TEVA PHARMACEUTICAL IND 6.6 6.6 10.3 7.1 13.5 8.9 12.4 10.9 13.8 17.3 16.3
UCB (GROUPE) 17.8 19.9 18.2 18.3 13.1 29.4 35.2 23.9 32.6 22.1 15.7

North America ABBOTT LABORATORIES 11.8 10.0 10.3 14.2 12.6 11.4 14.7 14.9 20.7 19.1 16.5
ALLERGAN 6.1 9.5 10.6 7.6 8.8 10.1 16.3 12.4 8.9 9.9 9.5
BRISTOL-MYERS SQUIBB CO 10.6 13.5 15.1 14.4 13.4 15.6 19.1 21.3 21.0 17.2 18.3
FOREST LABORATORIES 4.3 5.1 6.8 10.7 8.0 14.0 25.4 22.1 25.2 25.9 29.9
HOSPIRA 11.3 11.9 13.6 13.7 22.8 16.4 8.7 17.7 17.6
JOHNSON & JOHNSON 9.9 12.7 11.2 13.0 13.9 15.3 17.5 16.6 17.2 15.7 14.6
LILLY (ELI) & CO 7.4 9.1 10.7 9.8 14.5 17.3 28.7 26.1 34.3 30.4 25.9
MERCK & CO 11.7 13.1 20.6 19.6 14.8 11.2 21.0 10.4 23.2 21.2 17.5
MYLAN 10.3 6.6 8.1 6.7 13.8 12.6 33.7 21.2 16.7 15.1 12.5
PERRIGO CO 17.9 12.7 15.2 11.6 15.3 8.0 13.4 11.2 8.4 6.3 6.8
PFIZER 9.9 8.7 14.5 15.8 16.1 16.6 25.1 19.6 19.0 21.0 18.5
VALEANT PHARMACEUTICALS 10.3 13.9 17.5 18.0 19.8 25.3 20.6 26.2 6.1 6.2 5.4
WARNER CHILCOTT 6.5 10.6 11.6 9.9 24.9 41.3 55.5
WATSON PHARMACEUTICALS 15.2 9.2 14.8 14.6 23.8 24.1 25.6 14.9 16.7 14.7 10.2

Pharmaceuticals Average 20.1 14.7 15.3 13.8 13.4 16.0 19.9 19.5 21.9 21.1 19.6

Years

Operating Cash Flow Yield 

Intangible adjusted financial metrics based on an equal weighted average of the constituents of each industry. 

Data as of 12/1/2012 
Source: GaveKal Capital  
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Source: GaveKal Capital 

Here, green indicates a higher operating cash flow yield, and red indicates a 
lower yield.  Industry-wide, yields have risen over the last five years. 
 



Sub-Industry Region Company Name 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Current 
Pharmaceuticals Asia-Pacific ASTELLAS PHARMA 37.3 34.3 28.2 29.5 38.1 36.3 37.2 40.5 37.6 38.1 41.0

CHUGAI PHARMACEUTICAL CO 39.8 9.7 38.2 39.3 29.8 34.0 29.1 31.5 22.5 38.4 38.4
DAIICHI SANKYO CO 26.9 31.8 28.0 36.4 36.7 36.7 31.4 38.5 43.1 42.4 35.2
DAINIPPON SUMITOMO PHARM 15.8 14.9 20.3 22.9 20.8 35.1 35.4 32.3 34.1 41.1 40.1
EISAI CO 37.5 40.7 36.2 43.3 41.3 56.3 43.8 45.3 42.3 35.0 42.0
HISAMITSU PHARMACEUTICAL 32.2 30.8 26.3 40.8 39.6 25.6 33.2 30.6 34.6 42.3 28.6
KYOWA HAKKO KIRIN CO 24.2 24.1 28.4 28.4
MITSUBISHI TANABE PHARMA 25.6 19.4 35.8 32.5 37.5 33.5 35.0 34.0 31.6 35.7 31.4
ONO PHARMACEUTICAL CO 39.6 49.1 49.1 46.0 56.2 58.3 57.6 52.3 50.4 60.0 51.0
OTSUKA HOLDINGS CO 29.4 39.0 31.5 34.8
SANTEN PHARMACEUTICAL CO 24.8 34.4 45.8 24.3 42.1 43.7 34.2 36.3 43.9 35.3 40.2
SHIONOGI & CO 18.5 19.1 30.7 36.5 32.4 30.0 29.7 40.6 43.4 45.0 39.6
TAISHO PHARM HOLDINGS CO 37.9 34.2 37.2 32.3 29.8 32.0 39.7 35.1 30.1 34.6 25.7
TAKEDA PHARMACEUTICAL 38.7 42.8 44.3 42.6 51.0 37.2 47.6 57.6 49.8 44.1 45.7
TSUMURA & CO 36.0 11.9 34.7 22.9 30.5 29.1 20.8 24.4 23.9 24.3 17.2

Europe ASTRAZENECA 45.7 39.6 46.1 49.9 50.2 47.9 40.2 53.9 47.1 42.4 42.4
BAYER 23.5 21.4 18.0 21.3 22.8 22.1 20.4 27.9 27.3 24.0 24.0
ELAN CORP 13.1 -80.9 -18.4 -2.0 4.4 20.9 6.7 18.7 38.1 10.8 10.8
GLAXOSMITHKLINE 43.7 41.7 42.7 46.2 35.7 39.9 42.3 41.6 41.5 37.4 37.4
MERCK KGAA STAMM 17.5 23.6 26.7 29.0 29.1 36.2 32.9 38.3 39.2 33.2 33.2
NOVARTIS 44.6 46.9 44.6 44.9 42.9 43.3 45.6 47.9 50.7 46.0 46.0
NOVO NORDISK B 30.3 39.4 38.7 38.2 37.6 48.6 50.0 49.2 51.4 50.7 50.7
ORION-YHTYMAE B 7.6 35.0 41.6 39.5 38.2 33.9 37.2 37.4 32.9 32.9
ROCHE HOLDING GENUSS 19.7 39.7 40.9 44.3 41.1 42.9 46.3 53.5 46.0 47.6 47.6
SANOFI 29.8 49.1 80.5 42.9 42.1 43.7 49.4 46.1 48.9 44.6 44.6
SHIRE 56.4 47.3 47.3 47.2 51.1 47.0 55.8 45.4 49.1 48.3 48.3
TEVA PHARMACEUTICAL IND 18.1 23.5 30.6 31.3 31.3 25.7 36.9 32.4 34.2 30.0 30.0
UCB (GROUPE) 15.8 -0.1 -58.2 44.7 49.6 44.7 42.9 37.7 44.5 34.7 34.7

North America ABBOTT LABORATORIES 31.6 28.3 31.4 33.2 36.1 31.8 37.0 37.1 40.7 39.5 39.5
ALLERGAN 26.5 47.3 50.4 38.8 47.2 45.8 38.2 49.9 35.6 47.3 47.3
BRISTOL-MYERS SQUIBB CO 20.7 31.2 34.8 29.9 34.3 37.8 38.1 44.9 46.3 46.2 46.2
FOREST LABORATORIES 44.5 46.4 37.5 45.8 44.5 50.3 44.7 56.9 61.6 45.4 49.1
HOSPIRA 19.3 13.4 13.9 21.5 17.8 20.8 22.3 31.2 14.9 14.5 14.5
JOHNSON & JOHNSON 37.7 41.2 40.0 40.8 44.9 42.8 40.7 43.8 43.4 38.8 38.8
LILLY (ELI) & CO 37.2 43.8 35.7 34.1 47.8 49.8 59.2 45.2 54.9 54.8 54.8
MERCK & CO 22.6 51.4 56.3 55.3 57.5 54.3 50.9 37.6 52.4 46.9 46.9
MYLAN 38.7 32.8 19.5 21.6 37.8 14.9 16.6 20.4 24.7 17.9 17.9
PERRIGO CO 15.8 13.0 17.6 12.8 15.3 10.9 19.0 17.6 18.5 16.8 19.6
PFIZER 50.4 44.1 50.4 48.0 56.7 48.5 58.1 55.1 37.1 48.7 48.7
VALEANT PHARMACEUTICALS -0.1 19.3 44.7 63.1 60.3 56.0 43.8 64.3 41.1 21.4 21.4
WARNER CHILCOTT 22.4 -101.2 38.6 -4.7 -7.7 47.8 37.2 45.5 31.0 55.6 55.6
WATSON PHARMACEUTICALS 20.3 9.0 26.4 27.2 32.7 24.1 24.1 23.5 28.6 21.4 21.4

Pharmaceuticals Average 29.6 24.8 33.2 34.9 37.2 38.1 37.7 39.4 39.0 37.5 36.7

Years

Free Cash Flow Margin 

Intangible adjusted financial metrics based on an equal weighted average of the constituents of each industry. 

Data as of 12/1/2012 
Source: GaveKal Capital  
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related 
to any of the companies or securities listed. Past performance is no guarantee of future results. 

 

Source: GaveKal Capital 

Free cash flow margins have structurally risen industry-wide.  Again, while slightly below 
peak levels of 2009, they are only down slightly and still above the early 2000s. 
 



Sub-Industry Region Company Name 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Current 
Pharmaceuticals Asia-Pacific ASTELLAS PHARMA 0.8 0.9 0.8 0.7 0.7 1.8 2.5 3.6 3.9 4.0 3.0

CHUGAI PHARMACEUTICAL CO 1.5 0.5 1.3 0.8 1.4 2.1 1.7 2.1 0.2 0.2 0.1
DAIICHI SANKYO CO 1.4 0.6 1.6 3.1 3.9 3.9 3.9 4.9
DAINIPPON SUMITOMO PHARM 0.9 1.5 1.0 0.9 0.3 1.7 1.9 1.8 2.4 2.1 1.9
EISAI CO 1.0 1.1 1.0 0.8 1.1 2.4 3.5 3.9 4.8 4.7 4.3
HISAMITSU PHARMACEUTICAL 0.5 0.7 0.6 0.5 0.5 1.6 1.4 2.0 1.9 2.1 1.7
KYOWA HAKKO KIRIN CO 2.0 1.8 2.2 2.4
MITSUBISHI TANABE PHARMA 0.8 1.1 1.2 1.2 1.3 2.1 1.3 2.3 2.0 2.3 2.5
ONO PHARMACEUTICAL CO 1.0 0.9 0.7 0.8 1.0 2.3 3.2 5.2 4.7 4.3 3.7
OTSUKA HOLDINGS CO 0.6 0.5 1.9
SANTEN PHARMACEUTICAL CO 1.9 1.4 0.9 1.6 1.6 2.3 2.8 2.7 2.8 2.5 2.9
SHIONOGI & CO 0.5 0.4 0.6 0.5 0.6 0.9 0.8 1.3 2.0 3.8 3.0
TAISHO PHARM HOLDINGS CO 0.5 1.5
TAKEDA PHARMACEUTICAL 1.1 1.4 1.3 1.3 1.2 1.7 3.3 4.7 4.6 5.3 4.8
TSUMURA & CO 0.0 0.0 0.0 0.4 0.6 0.7 0.6 1.0 1.5 2.2 2.3

Europe ASTRAZENECA 2.2 1.6 2.4 2.1 2.9 4.2 3.7 4.5 5.3 6.0 6.1
BAYER 4.4 3.9 3.1 1.7 1.7 1.6 3.5 2.1 2.5 3.0 2.2
ELAN CORP 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
GLAXOSMITHKLINE 3.2 3.1 3.5 2.8 3.4 4.0 4.4 4.4 5.0 4.6 4.9
MERCK KGAA STAMM 5.5 2.7 2.1 1.7 1.8 3.1 1.5 0.7 0.5 0.5 0.4
NOVARTIS 1.8 1.7 1.8 1.6 1.6 2.2 3.0 3.3 3.7 3.7 3.5
NOVO NORDISK B 1.6 1.5 1.5 1.4 1.3 1.1 1.7 1.9 1.2 1.6 1.1
ORION-YHTYMAE B 8.3 17.4 12.8 5.1 6.2 8.3 6.3 6.7 8.4 6.4
ROCHE HOLDING GENUSS 1.4 1.2 1.3 1.1 1.2 1.8 2.9 2.9 4.5 4.2 3.7
SANOFI 1.2 1.4 0.9 1.6 2.2 2.8 4.6 4.0 5.0 1.8 1.5
SHIRE 0.0 0.0 0.2 0.4 0.3 0.3 0.5 0.5 0.5 0.4 0.5
TEVA PHARMACEUTICAL IND 0.5 0.5 0.7 0.6 1.0 0.9 1.0 1.1 1.5 2.1 2.0
UCB (GROUPE) 2.6 2.7 2.2 2.2 1.3 2.9 4.0 3.2 3.8 3.1 2.2

North America ABBOTT LABORATORIES 2.4 2.2 2.2 2.8 2.4 2.3 2.6 2.9 3.6 3.3 2.9
ALLERGAN 0.6 0.5 0.4 0.4 0.3 0.3 0.5 0.3 0.3 0.2 0.2
BRISTOL-MYERS SQUIBB CO 4.8 3.9 4.4 4.9 4.3 4.2 5.4 5.8 4.9 3.8 4.0
FOREST LABORATORIES 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
HOSPIRA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
JOHNSON & JOHNSON 1.5 1.8 1.7 2.1 2.2 2.5 3.0 3.0 3.4 3.4 3.2
LILLY (ELI) & CO 1.9 1.8 2.4 2.6 2.9 3.1 4.5 5.2 5.4 4.5 3.9
MERCK & CO 2.7 3.2 4.7 4.8 3.5 2.6 5.1 2.8 4.3 4.1 3.4
MYLAN 0.5 0.3 0.5 0.6 1.2 0.3 0.0 0.0 0.0 0.0 0.0
PERRIGO CO 0.0 0.3 0.7 0.9 1.0 0.5 0.6 0.5 0.4 0.3 0.3
PFIZER 1.7 1.6 2.5 3.2 3.7 5.2 7.1 3.8 4.3 3.8 3.3
VALEANT PHARMACEUTICALS 0.0 0.0 0.0 2.2 2.3 16.0 10.5 7.2 4.3 0.0 0.0
WARNER CHILCOTT 0.0 0.0 0.0 0.0 37.5 0.0 0.0
WATSON PHARMACEUTICALS 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Pharmaceuticals Average 1.4 1.5 1.8 1.7 1.5 2.3 2.7 2.6 3.6 2.5 2.3

Years

Dividend Yield 

Intangible adjusted financial metrics based on an equal weighted average of the constituents of each industry. 

Data as of 12/1/2012 
Source: GaveKal Capital  
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The information and companies listed on this slide are for illustrative purposes only and should not be construed as the Investment Advisor’s opinion or investment outlook related 
to any of the companies or securities listed. Past performance is no guarantee of future results. 

 

Source: GaveKal Capital 

Dividend yields have structurally risen across the industry over the last decade.  
Companies across all regions display the same behavior. 
 



41 

Glossary of Definitions 

 
Beta is a measure of the funds sensitivity to market movements. A portfolio with a beta greater than 1 is  more volatile than the market and a portfolio with a beta less than 1 is less 
volatile than the market. 
 
Alpha is a measure of the portfolio’s risk adjusted performance. When compared to the portfolio’s beta, a positive alpha indicates better-than-expected portfolio performance and 
a negative alpha worse-than-expected portfolio performance. 
 
Standard Deviation is a calculation used to measure variability of a portfolio’s performance. 
 
Sharpe Ratio uses a fund’s standard deviation and its excess return (the difference between the fund’s return and the risk-free return of 90-day Treasury Bills) to determine reward 
per unit of risk.  
 
Treynor Ratio is a risk-adjusted measure of return based on systematic risk. It is similar to the Sharpe ratio, with the difference being that the Treynor ratio uses beta as the 
measurement of volatility.  
 
Correlation is the extent to which the returns of different types of investments move in tandem with one another in response to changing economic and market conditions. 
Correlation is measured on a scale of – 1 (negatively correlated) to +1 (completely correlated). Low correlation or negative correlation to traditional stocks and bonds may help 
reduce risk in a portfolio and provide downside protection.  
 
Max Drawdown is the maximum single period loss incurred over the interval being measured.  
 
MSCI World Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed markets. 
 
VIX is the ticker symbol for the Chicago Board Options Exchange (CBOE) Volatility Index, which shows the market's expectation of 30 day volatility. 
 
Treasury Inflation Protected Securities  (TIPS) is  a treasury security that is indexed to inflation in  order to protect investors from the negative effects of inflation. TIPS are 
considered an extremely low-risk investment since they are backed by the U.S. government and since their par value rises with inflation, as measured by the Consumer Price Index, 
while their interest rate remains fixed. 
 
Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country's borders in a specific time period, though GDP is 
usually calculated on an annual basis. It includes all of private and public consumption, government outlays, investments and exports less imports that occur within a 
defined territory.  
 
Diffusion Index is a measure of the percentage of data points that have advanced since the prior data point. 
 
Purchasing Power Parity is an economic theory that estimates the amount of adjustment needed on the exchange rate between countries in order for the exchange to be 
equivalent to each currency’s purchasing power. 
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Glossary of Definitions 

 
Citi Long-Term Macro Risk Index measures risk aversion in global financial markets. It is an equally weighted index of emerging market sovereign spreads, US credit spreads, US 
swap spreads and implied FX, equity and swap rate volatility.  
 
S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. 
 
Cumulative Net Advancing Indicator is the 1-year moving sum of the daily net change of advancing stocks minus the declining stocks.  
 
Citi Economic Surprise Index is an objective and quantitative measure of economic news. It is defined as the weighted historical standard deviations of data surprises (actual 
releases vs. Bloomberg survey median).  
 
Producer Price Index (PPI) is a family of indexes that measures the average change in selling prices received by domestic producers of goods and services over time. PPIs measure 
price change from the perspective of the seller.  
 
Consumer Price Index (CPI) is a measure that examines the weighted average of prices of a basket of consumer goods and services, such as transportation, food and medical care.  
 
Chicago Mercantile Exchange (CME) is the world’s second-largest exchange for futures and options on futures and the largest in the U.S. Trading involves mostly futures on interest 
rates, currency, equities, stock indices and a small amount on agricultural products. 
 
Purchasing Managers Index (PMI) is an indicator of the economic health of the manufacturing sector. The PMI index is based on five major indicators: new orders, 
inventory levels, production, supplier deliveries and the employment environment.  
 
Free Cash Flow Yield is Operating Cash Flow – Capital Expenditures = Free Cash Flow; Free Cash Flow / Market Value = Free Cash Flow Yield. 
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Important Disclosures 
The value of the securities held by the Fund will change due to general market and economic conditions and 
industry perceptions. Investments in non‐US issuers may involve unique risks including, foreign securities that 
trade in, and receive revenues in, foreign currencies are subject to the risk that those currencies will decline in 
value relative to the US dollar. Currency fluctuation, adverse political, economic or social developments could 
undermine the value of the Fund's investments. The securities of mid‐cap companies may be subject to more 
abrupt or erratic market movements and may have lower trading volumes. 
 
The Fund’s advisor has contractually agreed to waive its fees and/or absorb expenses of the Fund to ensure that 
total annual fund operating expenses (excluding taxes, leverage interest, brokerage commissions, dividend 
expenses on short sales, acquired fund fees and expenses as determined in accordance with Form N-1A, 
expenses incurred in connection with any merger or reorganization, or extraordinary expenses such as litigation) 
do not exceed 1.50% and 1.25% of average daily net assets for Advisor Class and Institutional Class Shares, 
respectively. This agreement is in effect until December 31, 2013, and it may be terminated before that date only 
by the Trust’s Board of Trustees. The Fund’s advisor is permitted to seek reimbursement from the Fund, subject 
to limitations, for fees it waived and Fund expenses it paid for three years from the date of any such waiver or 
payment. 
 
The MSCI World Index is a free float-adjusted market capitalization weighted index that is designed to measure 
the equity market performance of developed markets. 
 
Please consider the Fund’s investment objectives, risks, charges and expenses before investing. The 
prospectus or summary prospectus that contains this and other information about the Fund, is available 
by calling 888.998.9890 and should be read carefully.  
 
The GaveKal Knowledge Leaders Fund is distributed by IMST Distributors, LLC.  



For investors interested in the GaveKal Knowledge Leaders Strategy,  
please contact Shawn Paulk at spaulk@gavekal-usa.com or 303.763.1810.

  

GaveKal Capital, LLC  |  1099 18th St., Suite 2780  |  Denver, CO 80202  |  www.GaveKalCapital.com 

mailto:spaulk@gavekal-usa.com
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