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STRATEGY REVIEW – February 28, 2019 

Market Recap 
Equity markets continued to rebound in February from the 

plunge of late-2018.  The S&P 500’s 11.1% year-to-date 

gain through February was the best first two months of the 

year for the index since 1991. The gains in February 

remained broad-based and were again led by U.S. small-cap 

stocks. International equities were also positive on the 

month but notably lagged U.S. shares.  The fixed income 

market, as represented by the Bloomberg Barclay’s U.S. 

Aggregate Bond Index, was slightly negative during 

February. However, high yield bonds continued to post strong returns and on a total return basis the Bloomberg Barclays U.S. 

High Yield Index recovered to new all-time highs.  

 

The performance of financial markets to start 2019 appears to reflect receding investor fears over a major global economic 

downturn developing in the near-term.  The initial catalyst for this newfound optimism seemed to be a dovish shift from the 

U.S. Federal Reserve, whose recent commentary has led investors to almost entirely discount the possibility of further rate 

hikes in 2019. As of March 6th, in fact, the pricing of Fed Funds futures contracts implied the market sees less than 10% odds 

of another rate hike before year-end. Signals that monetary policymakers in China and Europe are becoming more dovish has 

also likely contributed to the recovery in risk assets and inflation expectations.  

 

In addition to shifting expectations for global monetary policy, several other factors have likely aided the improvement in 

sentiment toward risk assets. Most notable among these factors is the growing expectations that the U.S. and China will 

reach an agreement to settle at least some of their recent trade disputes that have resulted in an exchange of escalating 

tariffs. A recent series of policy announcements out of China has also contributed to increasing optimism that the country’s 

economic activity will soon rebound in a manner that has helped stabilize global growth several times over the past decade. 

 

These recent catalysts for improved investor sentiment help explain how stocks have experienced such a strong start to the 

year despite falling first quarter earnings estimates, a flattening U.S. yield curve, and still deteriorating global economic data. 

While the macroeconomic backdrop remains somewhat fragile, there has been broad-based improvement for equities across 

several indicators we monitor. Most notably, momentum for equities is now positive on multiple time-frames and inflation 

expectations have sharply increased. Should incoming global data begin to indicate that economic momentum is likely 

stabilizing and measures of investor optimism moderate from currently elevated readings, our bias will likely shift toward 

moderately increasing equity exposure in the coming weeks. 

 

Portfolio Adjustments 
February saw a continuation of strength in global equities, although not quite at January’s breakneck pace. We entered 

February with an underweight position in equities.  Although many of our indicators became substantially more bullish as the 

month progressed, the extended technical nature of the rally limited our enthusiasm for adding equities given our 

unfavorable assessment of risk and reward.  The risk of a material pullback seemed elevated given the substantial rise in 

equities from late December though the end of February. Thus, we are waiting patiently for a better entry point to add to our 

equity exposure. 

As mentioned, in February there was broad-based improvement for equities across the array of indicators we look at—

momentum became positive on multiple time-frames, equities relative strength versus bonds once again turned positive, 

inflation expectations increased, and institutions became substantially long the market.  

 

Index Returns as of February 28, 2019 

  MTD 1-YR 
Domestic 

Equity 
S&P 500 TR 3.21% 4.67% 
Russell 2000 5.19% 5.54% 

Intl 
Equity 

MSCI EAFE NR 2.55% -6.04% 

MSCI Emerging NR 0.22% -9.89% 

Fixed-
Income 

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

-0.06% 
1.66% 
0.11% 

3.17% 
4.31% 
2.76% 
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However, one of our preferred indicators of relative value for equities deteriorated during the month.  Our measure of 

expected annualized returns for U.S. equities over the next 10 years (which historically has been highly correlated with actual 

10-year forward returns) fell to 3.5% during February. When compared to the 10-year Treasury yielding 2.75%, the equity 

market is not particularly attractive from a relative valuation perspective at these levels.  

That said, we exited our long-duration bond position in late February and added to high yield and aggregate bond positions. 

Our tactical bond indicators, which encompass fundamental, technical, and sentiment signals (and are independent from our 

equity signals), have all shifted towards high yield bonds, emerging market bonds, and TIPs and away from long-duration U.S. 

Treasury bonds. This confirms the shift in risk-appetite that we are seeing in the majority of our equity indicators.  

Given the market’s relentless advance during January and February, some consolidation or pullback would be natural and 

even healthy in our opinion. If and when such a pullback materializes, we would expect to increase our tactical equity 

exposure. 

Indicator Readings 
 

Bearish 
Moderately 

Bearish 
Neutral 

Moderately 
Bullish 

Bullish 

Macro-Economic   X   

Technical    X  

Sentiment     X 

Risk Triggers   X   

 

Current Positioning and Outlook 
• We entered the month of March with 30% equity exposure (10% U.S., 20% non-U.S.) and 67% bond exposure  

• Although our indicators suggest having a larger exposure to equites, this equity underweight stems from a desire 

not to chase the equity market higher until it has either consolidated its gains or some form of pullback from current 

levels 

• With long-term expected U.S. equity returns and U.S. bond yields now at roughly the same levels, the market 

environment is likely to be one of increased volatility for the foreseeable future. This suggests a landscape in which 

reversion rather than momentum will be the dominant force driving the market. 

SATELLITE TACTICAL 

Asset Class 
Current 

Mo. 
Previous 

Mo. 
Change 

U.S. Equities 10% 10%  0% 

International Equities 20%  20% 0% 

Total Equities 30% 30% 0% 

U.S. Aggregate Bonds 35% 30%         -5% 

U.S. Government Bonds 10% 20% -10% 

U.S. Corporate Investment Grade 12% 12% 0% 

U.S. Corporate High Yield 10% 5% 5% 

Total Bonds 67% 67% 0% 

Cash 3% 3% 0% 

 

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 
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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.      

 

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 foreign ers 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.  

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. 

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 

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, v olatility 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 volat ile 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 i ndex 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. 

Strategies offered directly by Columbus Macro, through broker/dealer, or advisory firms who have entered into distribution agreements with Columbus Macro, 

LLC. These firms are under separate ownership and not affiliated with Columbus Macro.   


