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Asset Class Monthly Returns

August is almost over, and it has

been a darn good month for risk

assets. August is typically not a

great month for the equity market,

making the near 8% return for the

S&P 500 particularly impressive.

Other notable movements over the

last month: Silver rallied another

13.5%, bringing the YTD total

return to 53.5%; USO (oil) showed

some strength, yet remains down

more than 70% on the year; and

long Treasury bonds gave up

some of their strong 2020 gains,

falling 5.2%. Despite the weaker

U.S. dollar, international equities

trailed domestic stocks by 5%.
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Name %1M YTD Tot Ret

ISHARES SILVER TRUST 13.47 53.54

SPDR BBG BARC CONVERTIBLE 8.15 27.72

SPDR S&P 500 ETF TRUST 7.83 10.08

VANGUARD TOTAL STOCK MKT ETF 7.65 9.59

ISHARES MSCI ACWI ETF 5.66 5.42

INVESCO DB AGRICULTURE FUND 5.32 -11.53

ISHARES INTERNATIONAL PREFER 5.24 -2.95

INVESCO DB BASE METALS FUND 5.23 3.95

ISHARES RUSSELL 2000 ETF 5.20 -4.48

ISHARES MSCI EAFE SMALL-CAP 4.42 -3.90

INVESCO DB COMMODITY INDEX T 4.07 -15.05

VANGUARD GLBL EX-US REAL EST 3.96 -15.20

UNITED STATES OIL FUND LP 3.89 -70.02

ISHARES MORTGAGE REAL ESTATE 3.63 -34.95

VANGUARD FTSE EMERGING MARKE 3.13 2.13

VANGUARD TOTAL INTL STOCK 2.77 -2.08

INVESCO S&P 500 LOW VOLATILI 2.41 -4.91

VANECK EM HIGH YIELD BOND 1.65 2.00

VANGUARD FTSE EUROPE ETF 1.61 -5.02

ISHARES PREFERRED & INCOME S 1.61 0.94

ISHARES TIPS BOND ETF 0.84 8.99

IQ HEDGE MULTI-STRAT TRACKER 0.81 1.40

INVESCO EMERGING MARKETS SOV 0.76 -2.41

IQ MERGER ARBITRAGE ETF 0.75 -2.32

ISHARES JP MORGAN USD EMERGI 0.65 1.60

INVESCO SENIOR LOAN ETF 0.60 -1.59

ISHARES FLOATING RATE BOND E 0.19 0.61

ISHARES IBOXX HIGH YLD CORP 0.12 -0.18

SPDR BBG BARC INTL TREASURY 0.03 4.97

ISHARES MBS ETF -0.02 3.90

ISHARES 1-3 YEAR TREASURY BO -0.07 2.98

SPDR NUVEEN BBG BARC ST MUNI -0.16 2.46

INVESCO TAXABLE MUNICIPAL BO -0.24 7.72

SPDR GOLD SHARES -0.40 29.03

VANECK HIGH-YIELD MUNICIPAL -0.46 -3.82

INVESCO NATIONAL AMT-FREE MU -0.59 2.90

VANGUARD TOTAL INTL BOND ETF -0.64 2.71

ISHARES NATIONAL MUNI BOND E -0.70 3.05

VANECK JPM EM LOCAL CCY BOND -0.72 -3.92

WISDOMTREE MGD FUTURES STRAT -0.80 -4.80

ISHARES CORE U.S. AGGREGATE -1.10 6.57

INVESCO DB US DOLLAR INDEX B -1.19 -4.00

ISHARES IBOXX INVESTMENT GRA -2.39 7.33

JPMORGAN ALERIAN MLP INDEX -3.41 -36.82

VANGUARD LONG-TERM CORP BOND -4.53 7.67

ISHARES 20+ YEAR TREASURY BO -5.22 20.05



Investors Abandon U.S. Dollar Longs

The Citi FX Positioning Alert Indicator (ñPAINò),which infers positioning of

active currency traders from relationships between exchange rates and FX

managers, indicates a shift from long to short in U.S. dollars. CFTC futures

data, confirms such a move. The largest change in CitiôsPAIN suite of indices

was in the NZD, followed by the AUD.
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U.S. Dollar Weakens Into Month End 

Fed Chairman Powell announced a shift in policy last Thursday to ñaverage

inflation targeting,òsuggesting the central bank will be more inclined to allow

inflation to run higher than the standard 2% target before hiking interest rates.

The ñlowerfor longerònews hit the U.S. dollar, taking the Bloomberg Dollar

Index another leg lower. The resignation of JapanôsPrime Minister Abe the

next day provided a boost to the yen, adding to the dollar weakness. On the

month, the U.S. dollar index lost 1.5% and is down more than 10% from the

high in March.
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Energy Weight in S&P 500 at New Low

Troubles in the energy sector are

not new. For years, the industry

has grappled with falling oil and

gas prices, oversupply, and a

shift to renewables. The plunge

in demand in 2020 added fuel to

the downward trend in

profitability. Performance of the

S&P 500 energy sector has been

horrific, falling 38.6% year-to-

date compared to the 9.3% rise

in the S&P 500. The good news

for investors is that the steady

decline in market capitalization

has reduced the weight in most

passive broad market indices.

Energy stocks now make up just

over 2% of the S&P 500.
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Apple Hits New High, So Does its Valuation

Technology stocks, on the other hand, are experiencing the opposite situation.

Companies like Apple, Microsoft, Amazon and Facebook dominate most broad

indices. Apple alone enjoys a 7% weight in the S&P 500, roughly the size of

the energy, materials and utilities sectors combined. Valued at more than $2

trillion, Apple is both massive and highly profitable. The doubling in market

capitalization over the last year is coupled with more than a doubling in the

forward P/E ratio. With a P/E ratio above 35, investors appear willing to pay

higher and higher multiples for stable earnings.
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Breakeven Inflation Marches Higher

Chairman Powell was quite clear last week about his intentions to do whatever

it takes to meet the Fedôsdual mandate of stable prices and maximum

unemployment. Going forward, the Fed will attempt to achieve an average

inflation rate of 2%, signaling it will allow consumer prices to run above 2% for a

period of time. Market participants responded accordingly by moving breakeven

inflation rates higher. The 10-year breakeven inflation rate continued to march

higher, ending the week at 1.74%. The upward trend in gold, on the other hand,

which is traditionally a beneficiary of higher inflation expectations, appears to

have temporarily paused.
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Long-End Rates Rise in the U.S. and U.K.

A modest change in inflation expectations filtered into the long end of several

developed market yield curves as well. 10y10y forward swap rates in the U.S.

and the U.K. steadily rose in August, climbing 40 bps and 32 bps, respectively.

The rise in long-end rates reflects not only a potential change in inflation

expectations, but also a growing belief that the U.S. and U.K. central banks

have reached the effective lower bounds of interest rates and do not intend to

adopt negative interest policies, relying more on additional QE to maintain

monetary stimulus.
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Credit Spreads Tighten as Fed Purchases Slow
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Following the lead of the equity market, high yield credit spreads tightened

modestly in August. The tightening occurred despite a slowing in the pace of

Fed purchases via the corporate credit facilities (ñCCFsò). Since the

purchases started in mid-May the CCFs have accumulated $12.6bn in

holdings, or 1.7% of their max allowable size of $750bn. There is plenty of

room for additional purchases if the credit market displays any sign of

weakness. The ñloadedgunòmay be one reason the credit markets have

held in despite the delay in fiscal stimulus measures.

Source(s): III Capital Management; Bloomberg LP



Election Odds Converging

The Democratic and Republican national conventions are over, and the

November elections are just over two months away. Post conventions, the

race for the White House appears to be narrowing. Biden holds a 7.4% lead

over Trump in the betting markets, the narrowest lead since June. Itôs

important to remember that the election will most likely be determined, once

again, by the battleground states and not by the overall popular vote.
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Polished Diamond Prices

Diamonds may be forever, but high prices are not. De Beers recently cut the

price of its diamonds to kickstart sales after the pandemic paralyzed the

industry. The worldôslargest producer cut prices for larger stones by almost

10%. With jewelry stores closed and cutters and polishers stuck at home, the

entire diamond industry ground to a halt. In Q2, De Beers and Alrosa, another

large producer, sold a combined $130 million in rough diamonds, down from

$2.1 billion a year earlier. Polished prices have fallen roughly 5%, YTD and

35% over the last decade.
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NYC Taxi Supply

COVID-19 has decimated the NYC taxi industry. The number 

of cabs dropped from 11,435 in January to 2,965 in June.
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S&P 500 Defies Seasonality

So much for the ñpoor seasonalsò in August. The S&P 500 

had its best August in 20 years.
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U.S. vs Ex-U.S. Equity Volatility

The ratio of 30-day historical volatility of U.S. stocks (VTI) 

compared to international stocks (VXUS) is at a two-year low.
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Market Takes Negative Rates Off the Table

Fed Funds futures are no longer pricing in negative policy rates.
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S&P 500 Dividend Yield

The dividend yield on the S&P 500 is approaching its 

historical floor.

17PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS

Source(s): Wall Street Journal



Stock Buybacks Slow

Stock buybacks were cut in half in Q2.
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U.S. Growth Metrics Better Than X-U.S. Metrics 

U.S. company earnings and revenue held up much better 

than international markets.
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Consumer Spending

Consumer spending on restaurants and hotels is the highest 

it has been since the national lockdown but is still 27.2% 

below the level in January.
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