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Columbus Macro Dynamic Global Portfolios 

 

QUARTERLY STRATEGY REVIEW – December 31, 2020 

Market Recap 
The remarkable recovery in global equity markets 

gained even more momentum in the fourth quarter. 

While virtually all market segments rose, a notable 

rotation into economically sensitive stocks coincided 

with positive vaccine news in early-November. For 

example, the Russell 2000 Index of small-cap U.S. 

companies gained 31.4% during the quarter, far 

outpacing the 12.1% rise in the S&P 500. Meanwhile, 

value stocks also materially outperformed their 

growth counterparts over the past three months. While value and small-cap stocks have historically tended to 

outperform during the early stages of economic recoveries due to their cyclical earnings streams and more 

leveraged balance sheets, this was decidedly not the case for the first seven months of the market rally. The 

performance of other asset classes during the fourth quarter also reflected an optimistic outlook, with corporate 

credit easily outpacing U.S. Treasuries and industrial commodities strongly outperforming precious metals.  

Investor sentiment and recent asset class performance seem to reflect a strong consensus that economic activity 

will normalize as vaccine rollouts bring the pandemic under control during the first half of 2021. For now, 

economic and market indicators predominately support this optimistic consensus. While regional social 

restrictions have been reimplemented to slow a sharp resurgence in virus cases and hospitalizations, the 

restrictions have been more targeted than experienced during March and April. As a result, global manufacturing 

data thus far has remained relatively robust and the broad economic impact has been far more muted. In fact, 

the ISM Manufacturing Survey for December surged to a multi-year high.  

Exhibit 1. December ISM Manufacturing PMI  

 

Source: Bloomberg 

 

 

Index Returns as of December 31, 2020 

  Q4 ‘20 1-YR 
Domestic 

Equity 
S&P 500 TR 12.14% 18.39% 
Russell 2000 31.36% 19.93% 

Intl 
Equity 

MSCI EAFE NR 16.05% 7.82% 

MSCI Emerging NR 19.70% 18.31% 

Fixed-
Income 

Barclays U.S. Aggregate 
Barclays U.S. High Yield 
Barclays U.S. Corporate 

0.67% 
3.58% 
6.45% 

7.51% 
11.11% 
7.11% 
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The recently approved additional stimulus package in the U.S. is also likely to provide a strong buffer for consumer 

sentiment and spending in the first quarter of 2021. While the global resurgence of Covid-19 arguably increases 

the risk of an economic slowdown in the first quarter, breakeven spreads on Treasury Inflation Protected Securities 

continue to rise and suggest bond investors are now pricing in 2% inflation over the next decade. The rise in 

inflation expectations to a multi-year high is likely partially explained by the recent significant weakness in the 

U.S. dollar. However, we would expect to see more evidence of deflationary pressures and credit stress developing 

if the economic recovery were losing momentum. 

Exhibit 2. U.S. 10-Year Breakeven Inflation Rate 

 

Source: Federal Reserve Bank of St. Louis 

One key element of the U.S. recovery thus far has been remarkable strength in the housing market. Driven by 

limited supply and surging demand, the S&P CoreLogic Case-Shiller National Home Price Index rose a record 1.7% 

in October and its 8.4% year-over-year gain was the most since 2014.  Entering the new year, with the months 

supply of new and existing U.S. homes for sale near all-time lows, the outlook for residential construction appears 

favorable and stands in stark contrast to the macro backdrop that prevailed a decade ago. 

Exhibit 3. Monthly Supply of Houses for Sale 

 

 

 

Source: Federal Reserve Bank of St. Louis 
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While the potential for further equity market strength is generally supported by measures of market trend and 

breadth, economic momentum, and healthy credit conditions, a number of risks could at least temporarily derail 

the bull market in the coming months. One near-term risk to the market rally could be a slower than expected 

vaccine rollout, either due to logistical complications disrupting supply or public skepticism dampening demand. 

Valuation metrics are an additional long-term concern with the S&P 500 trading at its most expensive level since 

2000 on many metrics.  

Additional risk is posed by some signs of a speculative mania in U.S. stocks. According to data compiled by 

Bloomberg, U.S. companies sold $368 billion in new stock during 2020, which was 54% more than the prior record 

high. Call option trading volume, another sign of potentially excessive risk taking, went parabolic in the past year. 

Initial public offerings in 2020 raised $180 billion, again the most ever according to Bloomberg, and first-day price 

surges were the biggest since the dot-com days. In short, while early-cycle dynamics remain pervasive in the 

economic backdrop (e.g., still very high unemployment, a large output gap), market sentiment and valuations are 

arguably more similar with what is typically experienced in the late innings of bull markets. 

Longer-term, the biggest risk may be a sustained rise in inflationary pressures leading central banks to begin 

normalizing policy sooner than expected. Given the very elevated valuations of U.S. stocks, any significant 

disruption to the global economic recovery or shift in central bank messaging could create heightened market 

volatility.  For now, global monetary policy remains unprecedentedly accommodative, which has likely played a 

key role in the historic recovery in risk asset prices. For example, our measure of GDP-weighted M1 money supply 

for the largest four economies is growing at a 25% year-over-year pace, easily an all-time high.  

Meanwhile, 10-year U.S. Treasury yields are testing the upper-end of their post-COVID range and appear to have 

little resistance up to around 1.5% should they break above 1.0%.  

Exhibit 4. 10-Year Treasury Yield 

Source: Bloomberg 

Based on messaging from the U.S. Federal Reserve, many mainstream economists expect the Fed to engage in so-

called yield curve control if long-term rates move significantly higher in 2021. By buying potentially unlimited 

amounts of long-term Treasuries, the Fed could keep the 10-year yield artificially low to support the economic 

recovery and housing market momentum. While Federal Reserve Chairman Jerome Powell has fed this 

expectation with his public comments and with his willingness to take extraordinary measures during the 

coronavirus crisis, signs of significant inflationary pressures and a persistently weak U.S. dollar could lead to a shift 

in central bank messaging much earlier than investors seem to expect. As discussed above, the long-term 

breakeven inflation rate implied by Treasury prices is already threatening to break a long-term downtrend. 
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Moreover, the prices paid component of the December ISM manufacturing survey reached a multi-year high and 

sits at a level which historically has been associated with below average returns for the S&P 500.  

Entering January, while cognizant of the potential risks discussed above, the evidence in aggregate continues to 

support the ongoing bull market in risk assets in our view. The broadening of the equity market rally in the fourth 

quarter to include more cyclical businesses is what we would expect to see relatively early in an economic recovery 

and the vast majority of stocks in our coverage universe remain in long-term uptrends. Given the inflationary signs 

discussed above and potential for rising inflation to create market volatility, the portfolios currently include a 

significant allocation to inflation hedging assets. In particular, we believe emerging market equities are well 

positioned to continue benefitting from potential dollar weakness, relatively attractive valuations, and solid 

growth potential. Bond exposure is tilted toward Treasury Inflation Protected Securities (TIPS), short duration 

holdings, and corporate credit. The U.S. equity allocation includes exposure to relatively cyclical businesses we 

believe will benefit from economic normalization over the course of 2021, along with select secular growth themes 

that we expect to justify their premium valuations for the foreseeable future.  

Current Positioning and Outlook (as of 12-31-2020) 

• A tactical position was established in an ETF that provides exposure to the industrials sector. Stocks in 

the sector have been showing relative strength in recent months, offer relatively compelling valuations, 

and may benefit from the normalization of the global economy in coming quarters. 

• The portfolios maintain exposure to gold and high yield bonds. In our view, extremely negative real 

interest rates are likely to be a tailwind for gold for several years. Meanwhile, although we expect 

corporate defaults to remain very elevated for an extended period, our long-term return expectations 

for high yield bonds are significantly higher than for other segments of the fixed income market and 

modestly higher than our forecasts for U.S. large-cap equities. 

• Tactical exposure to silver was also recently added, which we believe will continue to benefit from 

negative real interest rates and supportive supply-demand dynamics. 

• International equities remain overweight relative to benchmarks in the strategic core portion of the 

portfolios. This reflects the significantly higher long-term return expectations we have for international 

equities versus U.S. equities.  

• The portfolios continue to include an allocation to U.S. and international small-cap stocks. Smaller 

companies are generally thought to be more economically sensitive and reliant on healthy credit 

markets than very large firms. As a result, we believe the group may build on its recent outperformance, 

particularly if the pandemic is brought under control and additional fiscal stimulus is enacted in 2021. 

DYNAMIC GLOBAL PORTFOLIOS 

 Aggressive Growth Moderate Balanced Conservative 

Asset Class 
Curr. 
Qtr. 
% 

Prev. 
Qtr. 
% 

Chg 
% 

Curr. 
Qtr. 
% 

Prev. 
Qtr. 
% 

Chg 
% 

Curr. 
Qtr. 
% 

Prev. 
Qtr. 
% 

Chg 
% 

Curr. 
Qtr. 
% 

Prev. 
Qtr. 
% 

Chg 
% 

Curr. 
Qtr. 
% 

Prev. 
Qtr. 
% 

Chg 
% 

U.S. Equities 43 40 +3 35 32 +3 26 23 +3 16 14 +2 9 7 +2 

Int’l Equities 45 43 +2 40 39 +1 31 30 +1 20 20 0 10 10 0 

Total Equities 88 83 +5 75 71 +4 57 53 +4 36 34 +2 19 17 +2 

U.S. Govt Bonds 0 2 -2 9 15 -6 22 26 -4 42 43 -1 55 55 0 

U.S. Corp. Inv. Grade 0 8 -8 1 3 -2 4 5 -1 5 7 -2 11 11 0 

U.S. Corp. High Yield 0 0 0 3 3 0 4 4 0 4 4 0 4 4 0 

International Bonds 5 2 +3 4 2 +2 4 3 +1 4 3 +1 4 4 0 

Total Bonds 5 12 -7 17 23 -6 34 38 -4 55 57 -2 74 74 0 

Commodity, Alts 5 3 +2 6 4 +2 7 7 0 7 7 0 5 7 -2 

Cash 2 2 0 2 2 0 2 2 0 2 2 0 2 2 0 
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Index Definitions 
BofAML 3-Month U.S. T-Bill: An index of short-term U.S. Government securities with a remaining term to final maturity of less than three months. 

 

Barclays U.S. Aggregate: A broad base index, maintained by Barclays Capital, and is often used to represent investment grade bonds being traded in the U.S. 

Barclays Capital (BarCap) U.S. Aggregate Bond Index is made up of the Barclays Capital U.S. Government/Corporate Bond Index, Mortgage-Backed Securities 

Index, and Asset-Based Securities Index, including securities that are of investment grade quality or better, have at least one year to maturity, and have an 

outstanding par value of at least $100 million. 

 

Barclays U.S. Corporate High Yield: A measurement of the market of USD-denominated, non-investment grade, fixed-rate, taxable corporate bonds. 

Securities are classified as high yield if the middle rating of Moody’s, Fitch, and S&P is Ba1/BB+/ BB+ or below, excluding emerging market debt. 

 

Barclays U.S. Corporate: A measurement of 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.      

 

ISM Manufacturing Index: Also known as the purchasing managers' index (PMI), is a monthly indicator of U.S. economic activity based on a survey of 

purchasing managers at more than 300 manufacturing firms. It is considered to be a key indicator of the state of the U.S. economy. 

 

MSCI EAFE NR: A free float-adjusted, market capitalization index that is designed to measure the equity market performance of developed markets 

consisting of 21 developed country indexes, excluding the U.S. and Canada. Net return (NR) indices subtract from dividend reinvestment calculations the 

withholding taxes retained at the source for foreigners who do not benefit from a double taxation treaty. 

 

MSCI Emerging NR:  An index that serves as a benchmark of the performance in global emerging markets as represented by 23 emerging economies. Net 

return (NR) indices subtract from dividend reinvestment calculations the withholding taxes retained at the source for foreigners who do not benefit from a 

double taxation treaty. 

  

Russell 2000: An index measuring the performance of approximately 2,000 small-cap companies in the Russell 3000 Index, which is made up of 3,000 of the 

biggest U.S. stocks. The Russell 2000 serves as a benchmark for small-cap stocks in the U.S. 

 

S&P 500 TR: An index of 500 stocks chosen for market size, liquidity and industry grouping (among other factors) designed to be a leading indicator of U.S. 

equities and is meant to reflect the risk/return characteristics of the large cap universe. 

 

S&P CoreLogic Case-Shiller National Home Price Index:  Also known as simply the Case-Shiller Home Price Indexes, are a group of indexes that track changes 

in home prices throughout the United States. 

 

Treasury Inflation Protected Securities (TIPS): A type of Treasury security issued by the U.S. government that are designed to 

provide protection against inflation. The principal of a TIPS increases with inflation and decreases with deflation, as measured by the Consumer Price Index.  

 

Important Disclosures 
Columbus Macro LLC, is an independent, globally-engaged boutique asset manager that employs financial science and academic rigor to construct diversified, 

risk-aware multi-asset portfolios. 

There is no assurance that any securities discussed herein will remain in the portfolio at the time this report is received. The securities discussed do not 

represent the entire portfolio. It should not be assumed that any of the securities transactions or holdings discussed were or will be profitable, or that the 

investment decisions we make in the future will be profitable or will equal the investment performance of the securities discussed herein. 

Past performance is not a guarantee of future results. Further, the prior performance figures indicated herein represent portfolio performance for only a short 

time period, and may not be indicative of the returns or volatility each portfolio will generate over a long time period. Please refer to Columbus Macro’s Form 

ADV for additional information.  

Exchange traded funds (ETFs) and mutual funds are sold only by prospectus. They are subject to administrative fees which are explained in detail in each fund 

prospectus. These fees are incurred in addition to any fees paid for portfolio management or charged by program sponsors.   Investing in ETFs and mutual 

funds is subject to risk and potential loss of principal. ETFs incur trading and commission costs similar to stocks and frequent trading can negate the lower cost 

structure of an ETF. There is no assurance or certainty that any investment or strategy will be successful in meeting its objectives. 

Before investing in ETFs and mutual funds, investors should carefully consider a fund’s investment objectives, risks, charges and expenses.  Fund prospectuses 

contain this and other information and may be obtained by asking your financial advisor.  Read prospectuses carefully before investing.   

Many asset classes are subject to unique potential risks. The return and principal value of bonds fluctuate with changes in market conditions.  If bonds are not 

held to maturity, they may be worth more or less than the original value.  Bonds and bond funds will decrease in value if interest rates rise.  The yield on high 

yield bond funds is due, in part, to the volatility and risk of the high yield securities market.  High yield bonds are sometimes referred to as “junk bonds.”  Income 

from tax free bonds may be subject to local, state, and/or alternative minimum tax.  

Additional risks are associated with international investing such as currency fluctuations, political and economic instability and differences in accounting 

standards.  Emerging markets have heightened risks related to the same factors as well as increased volatility and lower trading volume. Small cap stocks may 

be subject to a higher degree of market risk than large cap stocks, or more established companies’ securities.  Furthermore, the illiquidity of the small cap 
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market may adversely affect the value of an investment so that shares, when redeemed, may be worth more or less than their original cost. Non-traditional 

asset classes as well as non-traditional strategies are subject to risks including stock market risk, credit and interest rate risk, floating rate risk, volatility in 

commodity prices, liquidity and currency risk.  Some strategies may have direct or indirect exposure to derivatives, which may be more volatile and less liquid 

than traditional securities. As the name implies, leveraged mutual funds and ETFs seek to provide leveraged returns at multiples of the underlying benchmark 

or index they track. Leveraged funds generally seek to provide a multiple (i.e., 200%, 300%) of the daily return of an index or other benchmark for a single day 

excluding fees and other expenses. In addition to using leverage, these funds often use derivative products such as swaps, options, and futures contracts to 

accomplish their objectives. The use of leverage as well as derivative instruments can cause leveraged funds to be more volatile and subject to extreme price 

movements. Inverse mutual funds and ETFs, which are sometimes referred to as "short" funds, seek to provide the opposite of the performance of the index 

or benchmark they track. Inverse funds are often marketed as a way to profit from, or hedge exposure to, downward moving markets. Some inverse funds 

also use leverage, such that they seek to achieve a return that is a multiple of the opposite performance of the underlying index or benchmark (i.e., -200%, -

300%). In addition to leverage, these funds may also use derivative instruments to accomplish their objectives. As such, inverse funds are volatile and provide 

the potential for significant losses. 

Nothing in these materials should be construed as offering or disseminating specific investment, tax, or legal advice to any individual without the benefit of 

direct and specific consultation with an investment advisor representative authorized to offer Columbus Macro services.  Information contained herein shall 

not constitute an offer or solicitation of any services.  

Securities offered through a broker/dealer firm of Cetera Financial Group.  “Cetera Financial Group" refers to the network of independent retail firms 

encompassing Cetera Advisors, Cetera Advisor Networks, Cetera Investment Services (marketed as Cetera Financial Institutions), Cetera Financial Specialists, 

and First Allied Securities. All firms are members FINRA/SIPC.  Cetera firms are under separate ownership from any other named entity. 

  

 

 

 

 

  


