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US Equities

Once again US equities beat all
other asset classes returning 8.9%
in the quarter. As Buffet once said,
it is wise to “be fearful when others
are greedy, and greedy when oth-

1"

ers are fearful.

Real Estate

Real Estate was the top performing
sector in the second quarter, return-
ing 13.1%. That was good enough to
put Real Estate at third place so far
this year with a 23.3% return in the
first six months. That places it just
behind Financials (+25.7%), and yet
still far behind the volatile Energy
sector (+45.6%).

In the Dog House
Utilities

The utilities sector fell -0.4% in the
second quarter, making it the only
sector in the red. At just +2.4%
year to date, there is no respite for
the risk-averse investor looking for

the stable earnings and high yield
the utilities sector is known for.

International Bonds

Without hedging for currency risk,
international bonds returned just
0.9% in the quarter. With rates as
low as they are, that may not be far
off of investors expectations com-
ing into the quarter. But, it is fairly
disappointing when the 10yr treas-
ury rate fell 30bps and US govern-
ment bonds returned 1.7%.
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your portfolio. For a detailed analysis, give us a call, or request a detailed performance review.

Big Picture

Stocks rallied in Q2 for the fifth straight quarterly gain since the -20% crash in Q1 2020. Growth
outperformed value in the second quarter, reversing a good bit of the lead value took in the first
three months of the year. While inflation, peak growth, and peak policy narratives stirred up fear
throughout the quarter, the post-covid reopening momentum won out. The Fed continues to
fight inflation fears with a consistent message that price increases are simply transitory. Peak
growth fears were offset by another robust earnings season, while peak policy concerns were
offset by a bipartisan group of lawmakers supporting a framework for a physical infrastructure
package.

The PCE rose +5.4% yoy, a concerning figure, however that is coming off June 2020, during the
meat of the initial COVID-19 shutdown. Inflation is tricky. By traditional thinking, we should have
had a decade of high inflation already. Since 2008, the inflation monster has risen to the top of
the market’s stack of fears many times, with top economists explaining the quagmire of condi-
tions that lawmakers and the Fed have created through massive deficits, easy money policies,
artificially cheap capital, and tight labor conditions. These economists wagged their fingers at us,
warning of our impending hyperinflationary doom, and yet inflation ran well below expectations
for over a decade. That is not to say that inflation is not a real threat, or that we will not experi-
ence market destabilizing inflation in the future, nor does it mean that | believe the Fed when
they insist this is transitory. It is to say that inflation is tricky. A debate is raging among the smart-
est of the smart over what even causes inflation and when we should worry, for now, | think it is
wisest to position portfolios as inflation-agnostically as possible, while continuing to monitor and
respond to any inflationary surprises.

Looking Ahead

After an incredible start to the year (second best first half since 1998), it is as hard as ever to pre-
dict where stocks go from here. The S&P 500 ended the second quarter with a 21.5x forward P/E,
high by any measure at 1.46 standard deviations over the 25yr average (16.7x). Valuations this
high average 0% total returns over the subsequent 5yrs. However, the S&P 500 has changed dra-
matically over the last 5 years and it’s hard to draw conclusions from the index anymore. The top
10 stocks in the S&P 500 have grown from roughly 17% of the index to 29% today and the valua-
tions between these mega-caps and the rest of the index vary immensely. The forward P/E of the
top 10 is 30x, while the P/E of the remaining stocks is 18.9x. The valuation dispersion in the S&P
500 has skyrocketed in the last year. To me this represents that while there are “bubbles” out
there, it is far to simplistic to say there is a stock market bubble. With wide dispersion in valua-
tions and earnings there are pockets of overvalued and pockets of attractive stocks. After a nearly
decade long beta-driven bull market, today looks like a good opportunity for savvy stock pickers
to prove their worth.

Links and Articles

The Ghost of Arthur Burns

A great read about the evolution of the

Quant-based ETFs Are Beating The S&P

A quick article on the recent rise of so-
called “smart beta” ETFs.

Should You Pay Off Your Mortgage?

Allan Roth makes a compelling argument for

role the Fed Chair plays in the economy.
Expect The Unexpected
Sarah Zhang of The Atlantic tells what to

expect (or not) from the Delta variant. paying off your mortgage despite low rates.
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Stocks notched another great quarter with the S&P 500 rising 8.17%. Growth (IVW +11.7%) outperformed Value (IVE +4.5%) in the
quarter reversing most of Value’s outperformance from the previous quarter. Q1 earnings grew 10.9%, led by Consumer Discre-
tionary (+20.7%), Information Technology (+22%), and Communication Services ---(+17.2%). The only sector to post a quarterly
earnings retraction was the Industrials sector where earnings fell -0.4%. Q2 earnings have only just begun coming in, but the

2021 Q2 YTD LTM 3yr Syr «1)77§ market is expecting 20.3% growth.
Full year 2021 earnings are ex-
Cash 0.0% 0.0% 0.1% 0.0% 1.1% 0.6% )
. . . . . ° pected to grow 12.61%. With that
Fixed Income 1.3% -3.2% 2.6% 4.2% 2.3% 2.1%| kind of growth baked in, any Delta
Fixed Income Blend 1.3% 3.2% 2.6% 4.2% 2.3% 2.1% Variant fears that threaten to slow-
down or reverse the reopening will
Government 1.7% -2.5% -3.1% 4.7% 2.2% 2.8%)| . . . . .
likely have major implications for
Inflation Protected 3.2% 1.7% 6.5% 6.5% 4.2% 3.4%| the stock market. However, if the
Municipal 1.4% 1.1% 4.2% 5.1% 3.2% 4.3% Market does see the growth we're
expecting it should help justify the
1 0, 0 0 0, 0 0,
Floating Rate 0.0% 0.1% 0.2% 1.3% 1.2% 0.0% valuations we are currently trading
Corporate 3.5% -1.3% 3.3% 7.8% 4.9% 5.2%| at.
H i 0, 0, o, 0, 0 0, .
High Yield 2.7% 3.6% 15.4% 7.4% 7.5% 6.7%| Us stocks fared the best, but it was
International Bond 0.9% -4.4% 4.6% 3.1% 1.6% 1.0%| a good quarter for bonds as well.
. 0, H
Equity 7.5% 12.6% 39.9% 15.1% 15.2% 105% Corporates returned 3.5%, while
Government bonds returned 1.7%,
Equity Blend 7.5% 12.6% 39.9% 15.1% 15.2% 10.5% modest compared to the equity
US Equity 8.9% 14.9% 42.5% 19.4% 18.2% 15.0% returns we have been seeing, but
Developed Markets 5.9% 10.3% 34.2% 9.1% 10.9% 6.2% steIIar' considering Fhe‘ y|eId-t.o-
maturity on these indices. Still,
Emerging/Frontier 5.1% 7.6% 41.4% 11.7% 13.4% 4.7%| after rising rates in the first quarter,
Alternatives 2.3% 4.5% 11.6% 3.8% 3.3% 2.2% bond investors remain largely in
the red year-to-date.
Alternatives Blend 2.3% 4.5% 11.6% 3.8% 3.3% 2.2% y

2021 Q2 6mo

Information Technology 11.6% 13.8% 13.8%  42.4% 303% 312% 220% ‘While they tailed their American
counterparts, developed markets

Financials 84%  257%  257% 61.8% 14.0% 17.1% 13.7% (+5.7%) and emerging markets

Health Care 8.4%  11.9%  11.9% 27.9% 17.0% 141% 15.7%| (5.1%) performed nicely. Delta vari-

Consumer Discretionary 6.9% 10.3% 10.3% 37.1% 19.4% 19.7%  17.9% ant OUtbreaks'threaten_ to disrupt
that strength in emerging markets

Consumer Staples 3.8% 5.0% 5.0% 23.3% 14.1% 8.0% 11.5% especially but so far the market has

Industrials 45% 164%  164%  51.5% 15.0% 14.4% 12.8%  shaken off the risk of a disrupted

lobal reopening.

Energy 11.3%  45.6% 456% 49.4%  -6.1%  -0.8% 0.0% © P &

Utilities -0.4% 2.4% 24% 15.8%  10.5% 7.4%  10.6%

Materials 50% 145% 145% 48.6% 14.9% 146% 10.1%

Communication Services 10.7% 19.7% 19.7% 48.4% 23.3% 10.9% 11.3%

Real Estate 13.1% 233% 23.3% 31.9% 14.7% 9.6% 11.1%

Source: Morningstar; The 1,3,5, and 10 year performance is annualized.

Please refer to important disclosures on the end of this newsletter.


http://www.sscapm.com/

SPECTRUM

CAPITAL

STRATEGIC

MANAGEMENT,

July 2021

Q3 Newsletter

Disclosures: We cannot offer guarantees or promises that your financial goals and objectives will be met. Past performance is no guarantee of future results. This

newsletter is being provided for informational purposes only and should not be considered investment advice, a solicitation of advisory services, or a recommendation

to buy or sell any types of securities. No investment decisions should be made solely based on the information in this newsletter. There is a risk of loss when investing in

securities, including the risk of loss of principal. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific invest-

ment will be profitable or suitable for a particular investor's financial situation or risk tolerance. Asset allocation and portfolio diversification cannot assure or guaran-

tee better performance and cannot eliminate the risk of investment losses. The opinions contained herein reflect Spectrum Strategic Capital’s views as of the date of

this newsletter and are subject to change without notice. Spectrum Strategic Capital obtained most of the information from third party sources, which are believed to

be reliable but are not guaranteed. The links and articles provided in this newsletter are for convenience only and does not imply that Spectrum Strategic endorses,

sponsors, or approves the content of the links and articles.

Asset Class

Cash

Fixed Income

Government Bonds

Inflation Protected

Municipal

Floating Rate

Corporate Bonds

High Yield Bonds

International Bonds

Equity

US Equity

Developed Market Equity

Emerging Market Equity

Alternatives

US Large Cap Equity

Benchmark

BBgBarc US Treasury Bill 1-3 Mon TR USD

BBgBarc Global Aggregate TR Hdg USD

BBgBarc US Government TR USD

BBgBarc US Treasury US TIPS TR USD

BBgBarc Municipal TR USD

BBgBarc US Trsy Floating Rate TR USD

BBgBarc US Corp IG TR USD

BBgBarc US Corporate High Yield TR USD

BBgBarc Gbl Agg Ex USD TR Hdg USD

MSCI ACWI GR USD

MSCI USA GR USD

MSCI World ex USA GR USD

MSCI EM GR USD

Wilshire Liquid Alternatives TR USD

S&P 500

Description

Measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treasury.

The Bloomberg Barclays Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four local
currency markets. This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds
from both developed and emerging market issuers.

The Bloomberg Barclays US Government Bond Index comprises the US Treasury and US Agency indices. The index includes US
Dollar-denominated, fixed-rate, nominal US Treasuries and US agency debentures (securities issued by US government owned or
government sponsored entities, and debt explicitly guaranteed by the US government).

The Bloomberg Barclays US Treasury Inflation-Linked Bond Index (Series-L) measures the performance of the US Treasury Inflation
Protected Securities (TIPS) market.

The Bloomberg Barclays U.S. Municipal Index covers the USD-denominated long-term tax exempt bond market. The index has four
main sectors: state and local general obligation bonds, revenue bonds, insured bonds and prerefunded bonds.

The Bloomberg Barclays US Treasury Floating Rate Index measures the performance of floating rate bonds issued by the US
Treasury.

The Bloomberg Barclays US Corporate Bond index measures the investment grade, fixed-rate, taxable corporate bond market. It
includes USD-denominated securities publicly issued by US and non-US industrial, utility and financial issuers.

The Bloomberg Barclays US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate
bond market. Securities are classified as high yield if the middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below.

The Bloomberg Barclays Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four local
currency markets. This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds
from both developed and emerging market issuers. This version excludes USD-denominated debt.

The MSCI ACWI captures large and mid cap representation across 23 Developed Markets and 23 Emerging Markets countries.
With 2,477 constituents, the index covers approximately 85% of the global investable equity opportunity set.

Captures broad US equity coverage. The index includes 3,108 constituents across large, mid, small, and micro capitalizations,
representing about 99% of the US equity universe.

Captures large and mid cap representation across 22 of 23 Developed Market countries, excluding the United States. With 1,023
constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country.

The MSCI Emerging Markets Index captures large and mid cap representation across 23 Emerging Markets (EM) countries. With
829 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country.

Measures the collective performance of the five Wilshire Liquid Alternative strategies that make up the Wilshire Liquid Alternative
Universe, including the Wilshire Liquid Alternative Equity Hedge, Global Macro, Relative Value, Multi-Strategy, and Event Driven
indices. This index is meant to provide a representative baseline for how the liquid alternative investment category performed as a
whole. Constituents comprised of ‘40 Act mutual funds.

Widely regarded as the best gauge of large-cap US Equities. The S&P 500 is a murket -weighted index that includes 500 leading
companies and captures approximately 80% coverage of available market capital
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