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Key Points 
 

 At the low point in mid-June, stocks had probably dropped enough to reflect a mild 
recession for the U.S. economy and a monetary tightening cycle no worse than the latest 
guidance from the Federal Reserve (Fed), which suggests a year-end interest rate target 
for Fed Funds in the range of 3.5%.1  

 We believe this notion makes it potentially hazardous to “wait for the bottom” in financial 
markets before taking investment actions because it is possible that the bottom may 
already be in for selective investment opportunities, even if the market index has yet to 
find its footing. 

 This should not be interpreted as a call to get aggressive, because there are also plausible 
scenarios for the future that would trigger further downside in many asset markets. 

 The focus of this report describes the recent positioning of our investment strategies, 
including specific steps we have taken to pursue opportunities while managing risk during 
these uncertain times. 

 We expect the upcoming cycle of quarterly earnings reports – beginning in mid-July – may 
prove pivotal for the near-term path of the equity market because it should provide 
incremental clarity around the outlook for corporate earnings. 

 There is a widely held view among investors (we agree) that the consensus earnings 
estimate for the S&P 500 Index looks too high. 

 We suspect some degree of negative earnings revision is already reflected in the stock 
market, based upon the 20%-plus decline stocks have already experienced in 2022.  

 The second quarter earnings reporting cycle should reveal whether the pessimism that is 
already embedded in stock prices is sufficient for now, or whether the actual health of 
corporate profits is worse than feared. 

 In addition to corporate earnings guidance, the near-term path for inflation will be critical 
to the direction of the asset markets, in our opinion. 

 The loss of purchasing power we have already suffered due to inflation is not coming back, 
in our view, but financial markets can stabilize if the inflation data simply stops getting 
worse. 

 On this front, it is not necessary for prices to fall back to their pre-pandemic level; All that 
is needed for the inflation rate to come down is for a preponderance of items in the typical 
consumption basket to stop shooting higher. 

 
 
 

 
1 Source:  Fed Funds futures prices and the Federal Reserve “Dot Plot” as of June 30, 2022. 
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Current Design of Our Investment Strategies2 
 

The remainder of this report addresses the current positioning of each of our investment 
strategies under current macro conditions.  The specific design of your portfolio is customized to 
match your return objectives and risk tolerance.  For a refresher on how your portfolio is 
designed, and why, please reach out to your Wealth Advisor any time.   
 
 

 
 
 
 
Managed Equity Growth 
Equities remained under pressure in the second quarter driven by economic fears, continued 
input cost challenges (supply chain bottlenecks and inflation), and economic as well as monetary 
policy uncertainties.  When adjusted for inflation, the stock market is on track for its worst year 
since 1872.3   
 
“Growth” stocks have been particularly weak, with the Russell 1000 Growth Index down 8% more 
than the S&P 500 year-to-date and 5% more in the second quarter alone.4  While Managed Equity 
Growth retains a decided “growth” tilt and a longer-term outlook, it has been able to keep up 
with the S&P 500 due to the risk management and flexibility the strategy affords. Several major 
companies have taken proactive steps to guard against a coming economic slowdown, though 
relatively few have announced tangible impacts from such a slowdown - yet.   
 
 
 

 
2 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. 
3 Source: MarketWatch, “Forget the 1970s — this market is drawing comparisons to the 1870s”, July 1, 2022 
4 Source: Bloomberg.  The Russell 1000 Growth Index was down 28% and 21% YTD and in 2Q, versus the S&P 500 down 
20% and 16% respectively. 
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Market uncertainty is particularly high regarding monetary, fiscal, regulatory, and geopolitical 
policies.  There is no “playbook” for such a combination, though there is much that previous 
cycles can tell us, going back at least to the late 1960s (or more).  Each of these key factors 
remains fluid, especially regulatory policy of late (for instance, the June 30 Supreme Court 
decision regarding the Environmental Protection Agency).  The November election is unlikely to 
have immediate, tangible impacts, but it could add some clarity to future policy directions and 
be a catalyst regarding investor sentiment.  
 
While few management teams have revised expectations lower due to softening economic 
demand, several have cited other factors such as currency movements as a reason to temper 
expectations.  As corporate budgets get reset later this year, more formal expectations may be 
conservatively reset.  This process could be particularly important to avoid mismatches between 
recent spending patterns (high at “cheap money” rates) and near-term income expectations 
(which could slow).  Such resets could add further clarity to the financial market landscape.   
 
Particularly high market uncertainty favors the “Staples” sector, companies that sell products 
necessary during any economic cycle (such as razors and beverages).  A rotation into the Staples 
sector has gradually pushed valuations to particularly high levels versus companies that have 
better, longer-term earnings growth prospects, in our opinion.  We are using this stage to “skate 
to where the puck is going,” and are very gradually rotating towards companies that have 
particularly strong balance sheet flexibility, proven management teams, and leadership of high-
conviction economic trends. The gradual pace recognizes that catalysts necessary to get the puck 
there may evolve over the course of the year, while the exact timing of such events is typically 
only certain in hindsight. 
 
Managed Equity Dividend 
In a time of high inflation and longer-term inflation uncertainty, we remain focused on solid cash 
payouts (dividend yields), abilities to steadily expand those payouts, and attractive longer-term 
equity market exposures.  This combination can help confront inflation in the near- and longer-
terms, accepting equity market risk tradeoffs while ‘getting paid while you wait.’  The strategy’s 
current dividend yield is approximately 4.6% percent, while the strategy has historically grown 
its cash payouts approximately 6% annually.5 
 
We continue to manage risk with a diverse set of business models while keeping the strategy’s 
aggregate “quality” metrics relatively attractive.  The average Standard & Poor’s credit rating of 
companies in the portfolio is approximately A-.6  Our focus remains on strong balance sheets, 
leadership of attractive markets and proven management teams.  To date this year, we have de-
emphasized companies that rely upon highly attractive capital market conditions (“cheap 
money”), and we are gradually redeploying that cash into companies that have been ‘thrown out 
with the bathwater’ during the market volatility.  

 
5 Source: Bloomberg, Capital Advisors, Inc. 
6 Source: Bloomberg, Standard & Poor’s 
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Tactical Global Growth Strategy 
The only noteworthy “theme” expressed by the current asset allocation is a material 
underweighting of international markets versus domestic equities, with all three ETFs for 
international markets in an under-weight position.  The tactical adjustments to the asset 
allocation in this strategy have been helpful this year, allowing the strategy to modestly 
outperform many domestic and global equity benchmarks through the first half of the year.  
 
There will be two changes to the asset allocation for the upcoming quarterly holding period.  The 
domestic large-cap growth sector was reduced from overweight to neutral, while the U.S. mid-
cap sector increased to over-weight from neutral. 
 

Tactical Global Growth Strategy 
Asset Allocation for the Upcoming Quarter 

Asset Class Current Weighting (7/1/2022) 

U.S. Large-Cap Value Overweight (17%) 
U.S. Mid-Cap Overweight (17%) 
Real Estate Overweight (17%) 

U.S. Small-Cap  Neutral Weight (11%) 
U.S. Large-Cap Growth Neutral Weight (11%) 

High-Yield Credit Neutral Weight (11%) 
International Small-Cap Underweight (5%) 

Emerging Markets Underweight (5%) 
International Developed Markets Underweight (5%) 

 
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.  
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Fixed Income 
Following a near doubling in market interest rates in the first quarter, the bond market continued to 
be under pressure in Q2 due to the stickiness of inflation pressures and what the market believes 
will be an aggressive Federal Reserve (Fed).  In fact, it now appears market yields may have already 
priced in a +/-3.5% Fed Funds rate by the end of 2022, up from zero at the start of this year.7  With 
the large difference between short/intermediate bond market yields and the Fed Funds rate, the Fed 
would need to follow through on its aggressive forecast just to catch up to where bonds are already 
trading, as current prices have already discounted this change in monetary policy.  Although longer 
rates may move up or down based upon the varying levels of economic activity and pricing pressures 
on goods (inflation), we suspect the short-to- intermediate end of the yield curve may remain 
relatively stable around current levels.  
 
On a small positive note, the significant increase in market yields has provided an attractive 
opportunity for active bond management.   In certain circumstances, we can add value to our taxable 
fixed income portfolios by designing bond swaps that generate a realized capital loss to offset capital 
gains elsewhere in the portfolio or carry over to a new tax year.   High quality bonds are well suited 
for this purpose because it is possible to replace a given bond with a certain credit quality, duration, 
and yield profile with a different bond having a similar profile (or bond index in the case of our ETF 
models).  Expect to see some of this activity throughout the rest of year where applicable. 
 
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 about the near-term behavior of interest rates 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.   
 
 
 
 
 

 
7 Source: Bloomberg 
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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.8  
We do believe our BBB exposure has better balance sheets than the broad market but are willing 
and able to further reduce this exposure should we see specific situations worsen.  We have also 
been modestly adding exposure to U.S. Treasuries, as applicable, to provide further credit 
diversification from a potential slowdown in the economy.  Although investment grade corporate 
credit performed slightly worse than the broad bond market, our relatively defensive duration 
posturing provided some guardrails to an upward rise in rates. 
 
Municipal Bonds  
Following their stand-out performance in 2021 as the best performing investment grade bond asset 
class, municipal bonds reversed course and fell in value on a mark-to-market basis in line with their 
taxable counterparts.9  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.”  Citing stretched valuations, portfolios have been generally 
positioned with less interest rate sensitively to rising rates relative to the benchmark.   
 
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 2024-2028, thus remaining relatively conservative from an interest rate sensitivity 
perspective.   In May of this quarter, we took the opportunity of higher market interest rates to sell 
our shortest maturity iShares iBonds Dec. 2023 Corporate ETF (IBDO: ~$25) and buy the iShares 
iBonds Dec. 2028 Corporate ETF (IBDT: ~$25) to lock in higher yields with only a modest increase in 
interest rate risk.   Thankfully, our overall defensive stance relative to the benchmark has provided 
some downside protection from rising rates in 2022.  The same can be said for the upcoming 
discussion on the Income Bond (ETF) strategy. 
 
Within our Income Bond (ETF) strategy we have focused on maximizing cash flows within the 
construct of balancing risks.  The model continues to be defensively postured from both an interest 
rate and credit risk perspective, as evidenced by a lower duration profile relative to the benchmark 
and significant exposure to the highest quality securities, such as “AAA-rated” Agency-backed 
mortgage bonds and U.S. Treasuries.  We continue to look for opportunities to add yield in this 
volatile market but until we can see some stability in either inflation and/or rates, retaining dry 
powder seems to be the right bet until the trend changes 
 
 
 

 
8 Source: ORION 
9 Source: Bloomberg 
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Dynamic Allocation Strategy 
The strategy entered the new year in a relatively conservative position with 40% of its allocation 
in short-term Treasuries and cash reserves.  It became more conservative at the end of January 
when the allocation to short-term reserves increased to 60%, and then shortly after the Russian 
invasion on March 7th, the portfolio reached its maximum defensive position with 90% of its 
assets set aside in short-term reserves.   
 

These tactical adjustments helped to truncate the downside for the strategy relative to most 
equity market benchmarks.  The defensive positioning of the portfolio would have been even 
more helpful were it not for the historic rise in interest rates during the first half of the year.  
Rapidly rising interest rates caused the fixed income out-position in the portfolio to decline by 
roughly 3% thus far in 2022.10  While this is dramatically better than the equity sectors that were 
sold from the portfolio, it is unusual historically for short-term U.S. Treasuries to deliver a 
negative total return simultaneously with a bear market for stocks. 
 

We recently adjusted the trading rules for re-entering the equity market (following an exit) for 
the two largest equity sectors in the strategy – S&P 500 Index and MSCI EAFE Index (developed 
international markets).  The change incorporates a secondary metric for re-purchasing these 
sectors that we expect can be triggered at a deeper point in the drawdown whenever markets 
experience anything close to a “V-shaped” bottoming process.   
 

 
Specifically, the strategy will repurchase one-quarter of the amount that was sold upon achieving 
a 25% drawdown for either of these two sectors.  If these sectors reach a drawdown of at least 
35%, the strategy will re-purchase a second tranche to bring the allocation to one-half of its fully 
invested target.  The final 50% of the allocation will not be re-purchased until the ETF for that 
sector crosses back above its moving average trend line, which is the primary decision metric for 
all sectors in the strategy. 
 

 
10 Source: Bloomberg; Vanguard 
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The global financial crisis in 2008-09 seems to have ushered in a new era of ultra-active monetary 
policy.  During this period, stock market downturns have often been arrested quickly by central 
bank policies of one kind or another (recall the barrage of interest rate cuts and asset purchase 
programs launched by the Fed in March 2020).  The introduction of this secondary trading rule 
seeks to hedge against the risk of missing substantial early gains in a stock market recovery 
whenever external events – like central bank interventions – trigger a V-shaped reversal in the 
equity markets. 
 

This secondary decision metric was triggered for the International Equity sector in June, resulting 
in the purchase of a 6.0% allocation to the MSCI EAFE Index on June 16th.  The fully invested 
target for the International Equity sector is 24.0%, suggesting that this sector is now one-quarter 
of the way back to its fully invested position. 
 

International Focus Strategy 
An extended period of under-performance for international equities relative to the U.S. has 
produced an unusually large valuation discount for these markets based upon common valuation 
metrics like price-to-earnings ratio, price-to-sales ratio, and dividend yield.11  This valuation 
support may be at work in the recent market environment, where international equities have 
performed slightly better than domestic markets despite greater exposure to the negative effects 
of the war in Ukraine.  The International Focus strategy has been further supported by its factor 
tilt toward value.  The value sub-sector of the strategy includes numerous stocks in industries like 
natural resources, pharmaceuticals, and telecommunications, which have performed relatively 
better thus far in 2022.12 

 
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."  

 
11 Source: MSCI; Standard & Poor’s 
12 Source: Bloomberg 
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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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