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Key Points 
 

 Inflation was widely expected to shift higher during the spring and summer months due 
to multiple factors related to the reopening of the economy and distorted comparisons 
with pandemic-depressed prices one year ago.   

 Even so, the actual data for inflation has been coming in higher than expected, yet interest 
rates have drifted lower since March, and U.S. stocks just notched a new record 
high…what gives? 

 We suspect the explanation lies in the details of recent inflation reports, which show the 
greatest upward pressure among variables that are widely expected to be temporary, 
including items like used cars, lumber, airfares, and rental cars. 

 Ironically, hotter-than-expected inflation data has been validating the inflation-is-
transitory thesis due to the transitory outlook for the factors that caused inflation to 
overshoot to the upside. 

 We continue to frame our investment decisions around the same three pillars we 
identified in the First Quarter Overview: 

a. Policy makers are embarking on a grand experiment in coordinated fiscal and 
monetary stimulus that has never been tried before. 

b. Inflation could overshoot to the upside…but it might not. 
c. If inflation overshoots, financial markets might throw a fit…or they might not. 

 We labeled this forecast as largely un-helpful back then, and it remains so today…and that 
is the point. 

 When the outlook is this uncertain, we believe it is prudent to design investment 
portfolios for resilience. 

 This attitude is reflected in the current design of our investment strategies to make them 
more resilient to rising inflation and interest rates, without abandoning important 
structural investment themes that we believe can drive long-term value creation. 

 Because our investment strategies never “over-prepared” for an inflation scare that has 
not happened (yet?), these strategies have participated fully in the constructive market 
climate of the past 14 months. 

 Although we have not over-prepared for inflation, we still consider it to be one of the 
most important risk factors for investors over the next several quarters, and we remain 
open to the possibility of adjusting further if conditions warrant. 

 We are also cognizant of the “natural order” of asset markets, whereby the events that 
cause the most damage tend to emerge from places least expected. 

 Although market shocks are unpredictable by their nature, we are tracking developments 
in the realm of Covid variants, vaccination trends, geopolitics, monetary and fiscal 
policies, and credit and currency markets for any signs of stress that might signal a change 
in the risk climate.  
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Current Design of Our Investment Strategies1 
 
The remainder of this report addresses the current positioning of each of our investment 
strategies.  Broadly speaking, we have continued adjusting to a changing market climate within 
our Managed Equity strategies.  Our Fixed Income strategies are positioned toward the shorter 
end of the maturity spectrum (relative to their respective priorities) to soften their sensitivity to 
rising interest rates.  The Tactical ETF Strategies are positioned to benefit from a broadening of 
market leadership to include international equities, small-caps, and the value factor. 
 
 

 
 
Managed Equity Strategies: Market Liquidity is in Focus While Secular Trends Endure 
 

As the global economy recovers, and monetary as well as fiscal stimulus remain significant 
(potentially too much so), we are identifying companies that lead cyclical trends as well as longer-
term opportunities that emerge from those trends.  We are also managing - through the 
gyrations of near-term market swings - core positions with companies that can shape the 
evolution of what are, or could become, very attractive market opportunities.    
 
Managed Equity Growth 
An example of one trend we believe has accelerated during the economic re-opening is 
“decarbonization” – an emphasis by governments to reduce the amount of carbon the global 
economy generates.  For instance, China’s authorities recently idled certain inefficient, pollution-
heavy factories, which helped support global commodity prices.   
 
While economic cycles are transitory, we believe the electrification of energy grids and 
transportation fleets represents an early-phase, multi-year opportunity.  Copper is one industrial 
metal we believe will be essential to electrification and decarbonization because it is the most 
efficient superconducting material that can be produced on a significant, industrial scale.   

 
1 The portfolio strategy discussions in this section are supplemental to a compliant presentation.  A complete list of Capital Advisors’ 
portfolio models and compliant presentations are available by contacting Capital Advisors. 
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We also believe electric and autonomous technologies can continue to drive innovation within 
the transportation sector.  This year, we added copper-mining leader Freeport-McMoran (FCX 
~$37), and automobile parts supplier and contract manufacturer, Magna International (MGA 
~$93) to the Buy List for this strategy.  One example of a recent contract manufacturing project 
for Magna is the Fisker Ocean, an electronic car (EV) that features a solar roof.2 
 
We are also focusing on a diversified set of leaders in what we believe to be some of the global 
economy’s most attractive value creation trends.  While some of these companies specialize in 
technologies that help converge market opportunities, others are leaders of attractive markets 
that are far from traditional “Tech.” 
 

 
 

 
 

 
We believe risk management and portfolio “balance” do not have to mean sacrificing returns 
when we focus on the right mix of ingredients, or value drivers.  Over time, the Managed Equity 
Growth strategy has achieved generous returns while experiencing lower volatility than the 
overall stock market.3  This was accomplished though multi-layered risk management that starts 
with emphasis on portfolio balance among positions.  We also regard cash as “risk capital” that 
we use not only to help balance portfolio exposures, but also to serve as “dry powder” that can 
take advantage of opportunities that may arise without having to sell other important positions 
to do so.  
 

 
2 Source: Green Car Reports, “Fisker teases more power, unique clutch, for Ocean EV as production agreement signed”, 
June 21, 2021.  Production is currently scheduled to begin in late 2022.  Fisker is a publicly traded company (FSR ~$19) 
3 Source: Bloomberg:  A representative account in the Managed Equity Growth strategy had a 2020 beta versus the S&P 
500 Index of 0.9.  As of June 25, 2021, that same account has also delivered 24-month and 36-month betas of 0.9. 

Source: Orion as of June 25, 2020 
The chart shows positions in companies we believe have leadership positions in the listed themes 
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Managed Equity Dividend 
Our objective with this strategy continues to emphasize a cash dividend yield in the range of 3.5% 
to 4.5% during the foreseeable financial market environment.  As part of our risk management 
strategy, we deliberately balance leaders of mature industries (such as Energy and 
Pharmaceuticals) with leaders of longer-term, higher-growth economic trends (such as 5G and 
cyber security).   
 
During the 2020 economic shutdown we took advantage of opportunities to add iconic 
companies at what we viewed as highly discounted valuations and uncommonly high dividend 
yields – examples include Home Depot (HD ~$319) and Texas Instruments (TXN ~$193).  As the 
2021 economic recovery has matured, these stocks have recovered nicely, and consequently 
their dividend yields have declined.  We continue to actively manage these positions and 
carefully rotate the gains into higher-yielding investments.  The most recent example is the sale 
of UPS (UPS ~$206) - which reached a sub-2% yield - and purchase of Broadcom (AVGO ~$477), 
a wireless and networking semiconductor leader that also has a significant cyber security 
business.   
 

 
 
 

 

Fixed Income 
The second quarter experienced a moderate reversal in the level of interest rates after the sharp 
increases witnessed in the first quarter.  Most of Capital Advisors’ fixed income portfolios 
performed modestly positive with stable to rising bond prices.  As the market anticipated, 
inflationary prints came in relatively high as the economy re-opened and the question remains 
whether this is a transitory move higher, or a new regime.   For now, the Fed is signaling the 
former, and it seems on track to keep its Funds Rate near zero for the foreseeable future.   Within 
all our fixed income strategies, we are defensively postured to a rise in interest rates should the 
alternative outcome occur.  

Source: Orion as of June 25, 2020 
The chart shows positions in companies we believe have leadership positions in the listed themes 
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Individual Bond Management 
Our individually managed taxable (corporate focus) and tax-exempt (municipal focus) bond 
portfolios are customized according to three broad priorities – Liquidity, Income, or an Aggregate 
of the two.  A Liquidity portfolio invests exclusively in high credit quality securities and short-
term maturities to ensure stability of principal and ready access to capital.  An Income portfolio 
extends further out on the yield curve and includes a broader range of credit quality to generate 
a higher level of income.  The Aggregate approach incorporates elements of both designs for a 
“core” exposure to the fixed income asset class.   
 
By structuring bond portfolios in a “ladder” with maturities typically contained within the 1-to-
10-year range, the cost of being wrong should be minimal unless rates rise significantly.  We seek 
to enhance the benefit of the laddered portfolio structure with active management.  By 
deliberately emphasizing certain maturities, and diversifying across different sub-sectors and 
credit profiles, we hope to optimize the risk and return profile of our fixed income strategies.  In 
all cases we will not reach for yield unless the merits of the underlying strategy prove worthwhile 
relative to the risk.   
 
Managed Credit Strategies 
Within our Managed Credit Strategies, we have attempted to tilt the portfolios toward better 
credits, with roughly 70% of our clients’ exposure to companies currently rated A- or better, on 
average.4  Although the growth outlook for corporate America seems to be supportive in what is 
still an accommodative, low borrowing cost environment, we want to remain well balanced and 
under-exposed to lower quality credits.  We do believe our BBB exposure has better balance 
sheets than the broad market, and we are willing and able to further reduce this exposure should 
we see specific situations worsen.   
 
Municipal Bonds  
Within our Municipal Bond portfolios, we continue to focus on “A” and above credits with strong 
debt coverage and liquidity profiles.  We have also intentionally over-weighted essential service 
revenue bonds (water & sewer, utilities, etc.) and general obligation bonds with an average 
portfolio credit quality of “AA.”  Although the nearly $200 billion of direct aid coming to states 
from Washington is promising to help make up for the fiscal hit of the pandemic, we still maintain 
caution and focus on organically sound issuers with stable to improving credit fundamentals. 
 
ETF Bond Models 
Within our Aggregate Bond (ETF) strategy we continue to emphasize “defined maturity,” 
investment-grade corporate bond ETFs.  Today, there is a relatively even laddered maturity 
structure of ETFs ranging between 2023-2027, thus remaining somewhat conservative from an 
interest rate sensitivity perspective.  Combining the higher yield of corporate debt with a lower 
duration profile has provided some downside protection from rising rates in 2021. 

 
4 Source: Orion 
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Within our Income Bond (ETF) strategy we have focused on maximizing cash flows within the 
construct of balancing risks.   Our strategic exposure to the SPDR Blackstone/GSO Senior Loan 
ETF (SRLN: ~$46), a limited duration, senior secured, floating-rate portfolio of corporate loans, 
and the SPDR Bloomberg Barclays Emerging Markets Local Bond ETF (EBND: ~$26), an emerging 
market, local currency sovereign debt fund were the best performers this quarter.   The strategy 
also retains sector and quality balance with approximately 40% exposure in “AAA” government 
guaranteed agency mortgage bonds and Treasuries via our investments in the iShares Mortgage-
Backed Securities ETF (MBB: ~$108) and the SPDR DoubleLine Total Return Tactical ETF (TOTL: 
~$48). 
 
Tactical Global Growth Strategy 
The Tactical Global Growth strategy provides a strategic allocation to nine major risk markets 
globally.  Broad diversification across multiple geographies, factors, asset classes and market caps 
support the risk-adjusted return profile of the strategy.  We strive to further enhance long-term 
returns by systematically adjusting the weightings among the nine sectors to overweight markets 
that demonstrate relative strength, while reducing the allocation to markets that exhibit relative 
weakness.  
 

Tactical Global Growth Strategy 
Asset Allocation for the Upcoming Quarter 

Asset Class Current Weighting (7/1/2021) 
U.S. Small-Cap Overweight (17%) 
U.S. Mid-Cap Overweight (17%) 

International Small-Cap Overweight (17%) 
Large-Cap Value  Neutral Weight (11%) 

International Neutral Weight (11%) 
Emerging Markets Neutral Weight (11%) 
High-Yield Credit Underweight (5%) 

Large-Cap Growth Underweight (5%) 
Real Estate Underweight (5%) 

 
The most noteworthy change in the asset allocation for this strategy is a reduction in Large-Cap 
Growth stocks to underweight (5%) for the first time in many years.  This sector was overweight 
(17%) for nearly four years between July 1, 2017, and March 31 of this year, delivering a 
substantial benefit to the strategy during this period.  After dropping to a neutral weight (11%) 
in March, the Large-Cap Growth sector will be reduced further to 5% for the upcoming quarterly 
holding period. 
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The shift in market leadership beyond large-cap growth stocks reflects a broadening out of 
market participation to include small-cap stocks, international equities, and emerging markets, 
all of which stand to benefit from the ongoing re-opening of the global economy.  We note that 
cycles of relative performance between domestic and international equities have tended to be 
persistent historically.  It remains to be seen whether the recent pick-up in relative performance 
for international and emerging market equities might have legs.  However, the previous cycle of 
under-performance for these markets has been the longest on record dating back to 1970, 
implying plenty of capacity for potential mean reversion.5 

 
Cycles of Relative Performance Between 

Domestic and International Equities 
Jan. 1, 1970 to March 31, 2021 

 
 
 
Dynamic Allocation Strategy 
This strategy can be incorporated into a diversified portfolio to systematically adjust the equity-
to-fixed income mix in the portfolio based upon prevailing market conditions. Portfolio changes 
are driven by a quantitative marker called a "moving average."  Each of five risk market sectors 
is retained in the portfolio whenever they demonstrate a positive price trend, and they are 
removed when the trend turns negative. The strategy is designed to complement the core of a 
diversified portfolio by delivering tactical adjustments to market exposures unemotionally. 
 
 

 
5 Source: J.P. Morgan Asset Management, FactSet; MSCI 
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This strategy has been invested in four of its five of its risk-market sectors since August of 2020, 
and all five risk-market sectors since November of last year.  This allowed the strategy to 
participate in a strong second half of 2020, and a solid first half in 2021.  The portfolio will enter 
the third quarter in a fully invested position with all five risk-market sectors included in the 
allocation. 

 
International Focus Strategy 
The International Focus strategy provides a strategic commitment to international equities to 
expand the universe of companies for investment beyond the U.S. market. To enhance the 
potential diversification benefits of this expansion, the strategy seeks to capture a return 
premium relative to common international equity benchmarks through disciplined emphasis on 
three market factors that have demonstrated a long-term history of attractive risk-reward 
characteristics: Value, Momentum and Low Market Capitalization, or “small cap."  
 
The graphic below reflects the target allocations among three broad sub-sectors of international 
equities – developed markets, emerging markets, and international small-cap.  All three 
subsectors have performed well thus far in 2021, with year-to-date total returns in the 9% to 12% 
range.6 

 
 

6 Source:  Bloomberg 
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The International Focus strategy performed well in 2020, and it has continued to advance through 
the first half of 2021.  One variable that makes international equities look particularly attractive 
today is relative valuation.  Following several years of under-performance versus U.S. equity 
markets, measures of valuation like the price-to-earnings ratio (P/E) look favorable for 
international equities, as the chart below reflects.  While valuation is a notoriously ineffective 
tool for timing short-term market movements, it can be an important predictor of longer-term 
trends in the asset markets. 
 

Relative Valuation Indicator 
International Stocks vs. U.S. Stocks 

Jan. 1, 2001 to March 31, 2021 
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DISCLOSURES 
This presentation is not an offer or a solicitation to buy or sell securities. The information contained in this presentation has been compiled from third party 
sources and is believed to be reliable; however, its accuracy is not guaranteed and should not be relied upon in any way, whatsoever. This presentation may 
not be construed as investment advice and does not give investment recommendations. Any opinion included in this report constitutes the judgment of Capital 
Advisors, Inc. as of the date of this report, and are subject to change without notice.  
 
This commentary does not purport to be a statement of all material facts relating to the securities mentioned. The information contained herein, while not 
guaranteed as to accuracy or completeness, has been obtained from sources believed to be reliable. Opinions expressed herein are subject to change without 
notice.  
 
The investment return and principal value of an investment will fluctuate so that an investor’s portfolio may be worth more or less than its original cost at any 
given time.  Due to differences in portfolio timing and position weightings, the returns for any individual portfolio managed by Capital Advisors may be lower 
or higher than any performance quoted.  
 
The S&P 500 Index is a stock market index based on the market capitalizations of 500 leading companies publicly traded in the U.S. stock market, as determined 
by Standard & Poor's.  The index is calculated on a total return basis with dividends reinvested and is not assessed a management fee. 
The Russell 1000 Growth Index seeks to track the investment results of an index composed of large- and mid-capitalization U.S. equities that exhibit growth 
characteristics. 
The Russell 1000 Value Index seeks to track the investment results of an index composed of large- and mid-capitalization U.S. equities that exhibit value 
characteristics. 
MSCI EAFE Index is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, 
excluding the U.S. 
MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global 
emerging markets. 
MSCI EAFE Small-Cap Index is a free float-adjusted market capitalization index that is designed to measure the equity market performance of small- and mid-
cap stocks in the developed markets, excluding the U.S. 

 
Estimated portfolio yield represents the 12-month run-rate of interest and/or dividend payments in a strategy divided by the market value of the securities 
and cash reserves invested in the strategy.  Estimated interest/dividend payments and market values are calculated by a portfolio accounting system from 
Orion using a single client portfolio that Capital Advisors believes to be representative of clients’ portfolios invested in the same strategy.  The actual portfolio 
yield for any single client portfolio may be lower or higher than the yield quoted.  The underlying holdings of any presented portfolio are not federally or FDIC-
insured and are not deposits or obligations of, or guaranteed by, any financial institution.   
 
Security Recommendations: The investments presented are examples of the securities held, bought and/or sold in the Capital Advisors strategies during the 
last 12 months. These investments may not be representative of the current or future investments of those strategies. You should not assume that investments 
in the securities identified in this presentation were or will be profitable. We will furnish, upon your request, a list of all securities purchased, sold, or held in 
the strategies during the 12 months preceding the date of this presentation. It should not be assumed that recommendations made in the future will be 
profitable or will equal the performance of securities identified in this presentation. Capital Advisors, Inc., or one or more of its officers or employees, may 
have a position in the securities presented, and may purchase or sell such securities from time to time. 
 
Items of Note Regarding Exchange Traded Funds: An Exchange Traded Fund (ETF) is an investment company that typically has an investment objective of 
striving to achieve a similar return as a particular market index. The ETF will invest in either all, or a representative sample of the securities included in the 
index it is seeking to imitate. Like closed-end funds, ETFs can be traded on a secondary market and thus have a market price that may be higher or lower that 
its net asset value (NAV). If these shares trade at a price above their NAV they are said to be trading at a premium. Conversely, if they are trading at a price 
below their NAV, they are said to be trading at a discount. 
 
The information provided is supplemental to a fully compliant presentation. A complete list of Capital Advisor’s portfolio models and compliant presentations 
are available by contacting Capital Advisors at the number listed below.  The actual return and value of an account fluctuate, and at any time the account may 
be worth more or less than the amount invested.  
 
Additional information, including management fees and expenses, is provided on Capital Advisors’ Form ADV Part 2, available upon request or at the SEC’s 
Investment Adviser Public Disclosure site, https://adviserinfo.sec.gov/firm/summary/104643  

 
As with any investment strategy, there is potential for profit as well as the possibility of loss.  Capital does not guarantee any minimum level of investment 
performance or the success of any portfolio or investment strategy.  All investments involve risk (the amount of which may vary significantly) and investment 
recommendations will not always be profitable.  The investment return and principal value of an investment will fluctuate so that an investor’s portfolio may 
be worth more or less than its original cost at any given time.    Past performance is not a guarantee of future results.  Capital Advisors, Inc. does not provide 
tax or legal advice and recommends you consult with your tax and/or legal adviser for such guidance.  Presentation is prepared by: Capital Advisors, Inc. 
Contact Capital Advisors for a list and description of all firm composites and/or copy of our most recent Form ADV Part 2: 1-866-230-5879     
www.capitaladv.com    
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