
Market Update and Model Portfolio Reviews 5/31/2018
For the month of May, investment grade domestic bonds* were up 0.71% and down -1.50% on the year. Month over month, large cap domestic equities** finished 
up 2.41% and turned back to positive territory, year to date, up 2.02%.   Yields on Treasuries, reaching maturity over the next 1-6 months, rose higher over the month 
while yields on Treasuries with maturities in the 1-30 year range fell over the month. Treasuries reaching maturity in 1-6 months yielded their highest levels since 
2008, as the short end of the yield curve continues to drive higher.  June is a big month for central bank decisions, with policy decisions set to impact markets around 
the globe.  The U.S. Federal Reserve, the European Central Bank (“ECB”), and the Bank of Japan(“BOJ”) all meet the third week of June. As customary to these 
meetings, policy rate decisions as well as forward outlook on price levels (inflation) and labor market expectations will be discussed and presented to market 
participants. The consensus in the U.S. is that there will be another rate hike in June.  The ECB is expected to continue their net assets purchase program through 
September (quantitative easing / monetary stimulus).  The markets will be looking for any hints as to whether the ECB will continue their quantitative easing past 
September or whether they will start to wind down monetary stimulus in September.   Lastly, the BOJ will likely also exit the month of June without any policy rate 
changes with their stated mandate of keeping prices (CPI - inflation) targeted at 2% year over year growth. The BOJ is currently well below these price levels.

DISCLOSURE (Click links for sources. If in print, sources available upon request). Calculations & Definitions available upon request. Measured by the Barclays US Aggregate Bond Index* - Morningstar. S&P 500 Total 
Return Index**. See “Model Disclosure” page for important disclosures and information – Period Measured 12/31/2017 – 5/31/2018. Model Performance presented net of highest advisory fee, updated 4/1/2018.

Year to date, three of the eight model portfolios outperformed their benchmarks. Month over month, relative model performance to the benchmark was negative 
across the board. The continued strength of the dollar hurt our local currency sovereign debt exposures and was the largest detractor from the models overall 
underperformance.  We do not have allocations to any of the following countries through our bond allocations: Italy, Spain, Greece, Portugal and Venezuela. (Good 
luck buying any Venezuelan Debt, as the list of sanctions is seemingly endless). Brazilian Real and Mexican Peso denominated debt added to intra month detraction, 
as both currencies weakened against the dollar.  In all, both hedged and unhedged emerging market sovereign debt has been weighed down primarily due to 
concerns that dollar denominated foreign currency debt will become more difficult to service as the dollar trends higher.  The current account deficits are also a 
concern in some of these economies, such as Argentina.  Rising rates have also been a detractor for the year on both fixed sovereign and local government debt.  On 
the month and year, two closed end funds have performed very well, up 8.97% and 9.38%.  Tactically, the premiums were too high in our view to hold in client 
portfolios, so we put those allocations in cash as of the end of the month and are currently searching for a replacement.  We may reallocate if the premiums come 
back to a more attractive range.  Alternatively, Corporate U.S. Investment Grade Debt, Gold and long Yen to Dollar may be a good place to reallocate in our view (see 
below or following page for more on this).  Year to date, our long Yen to Dollar exposure is outperforming the S&P 500 TR Index up 3.39%.  Over the month, the move 
away from floating rate bank loan exposures to less than one year to maturity Treasuries yielded positive results on a total return basis.  The move to increase our 
consumer staples exposure in equities at the end of last month did not benefit over this month.  The spread in relative performance between consumer staples and 
consumer discretionary sectors continued to widen over the month of May.  

YTD 5/31/18
Net of Fees

% Return 
Strategy

% Return 
Benchmark

Relative Over
(Under) 

Performance
Ultra Conservative -0.79% -1.53% 0.74%
Conservative -0.80% -1.16% 0.36%
Moderate -0.79% -0.79% 0.00%
Balanced -0.84% -0.43% -0.41%
Growth and Income -1.08% -0.06% -1.02%
Growth -1.03% 0.31% -1.34%
Aggressive -1.06% 0.68% -1.74%
Ultra Aggressive -1.60% 1.04% -2.64%

MTD 5/31/18 
Net of Fees

% Return 
Strategy

% Return 
Benchmark

Relative Over
(Under) 

Performance
Ultra Conservative 0.18% 0.91% -0.73%
Conservative 0.23% 1.08% -0.85%
Moderate 0.32% 1.26% -0.94%
Balanced 0.26% 1.44% -1.18%
Growth and Income 0.30% 1.61% -1.31%
Growth 0.36% 1.79% -1.43%
Aggressive 0.39% 1.97% -1.58%
Ultra Aggressive 0.41% 2.14% -1.73%

https://us.spindices.com/indices/equity/sp-500
https://us.spindices.com/indices/equity/sp-500
https://www.ecb.europa.eu/press/pr/date/2018/html/ecb.mp180426.en.html
https://www.boj.or.jp/en/mopo/outlook/gor1804b.pdf
https://www.altcapitalis.com/disclosure
https://www.treasury.gov/resource-center/sanctions/Programs/pages/venezuela.aspx


DISCLOSURE (Click links for sources. If in print, sources available upon request). Calculations & Definitions available upon request. Period Measured 12/31/1998 – 5/31/2018 Charts not to scale.  1. Charts are 
rescaled, using logarithmic computation and vertical axis titles define the respective asset % movements. Gold represented by: ICE Benchmark Administration Limited (IBA), Gold Fixing Price 10:30 A.M. (London 
time) in London Bullion Market, based in U.S. Dollars [GOLDAMGBD228NLBM], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/GOLDAMGBD228NLBM. Investment Grade 
Corporates represented by the Markit iBoxx USD Liquid Investment Grade Index. Long Yen-Dollar, inverted from original to show exposure as long Japanese Yen and short the U.S. Dollar pair: Board of Governors of 
the Federal Reserve System (US), Japan / U.S. Foreign Exchange Rate [DEXJPUS], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/DEXJPUS. Chart 1 base starts at 100%.

10/31/2008, -15.67%
Investment Grade Corporate Bond TR 

USD Index Value = 133.59,
From 1/23/2008 – 10/31/2008 the 

Index falls by -15.67% while over the 
same period the Yen to Dollar FX 

pairing increases by over 6.5% adding 
a decent diversification benefit.

5/31/2018, Investment Grade Corps  
YTD off -3.57% 
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10/31/2008, Markit iBoxx Investment Grade 
Corporate Bond TR USD Index Value = 133.59

5/31/2018 Long Yen to 
Dollar up over 3% YTD

5/31/2018,
Gold/Troy Ounce = $1,303.50

Spot price up 0.54% YTD
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Peak to Trough Draw 
Downs for  , U.S. 
Investment Grade 
Corporate Bonds and 
FX (Long Yen-Dollar).1

Investment Grade Corporate Bonds remain relatively rich in value (overvalued) when looking at historical yield spreads to Treasuries of similar maturities, and they have 
also had a very difficult start to the year.  The primary driver of this poor performance has been rising rates, without the deterioration of credit fundamentals (hence, why 
spreads of U.S. Corporate Investment Grade Bond Yields to Treasuries remain historically tight). Accordingly, with inflation starting to creep up, gold starts to become more 
attractive not only as an inflation hedge, but also a potential safe haven asset allocation towards the end of a business cycle. The third week of June is full of global Central 
Bank policy meeting decisions that may surprise the market for a host of reasons, including the potential 
that trade policies will be addressed, the dollar will continue to strengthen relative to other currencies, 
and hints that developed global central banks may begin to announce their intentions to reduce 
this historic era of monetary easing.  The U.S. led the way with monetary easing followed by 
tightening. Developed nations, although behind, have followed the same 
easing policy.  These upcoming Central Bank meetings may provide more 
insights for the second half of the year regarding bank policy rate 
decisions and the markets will pay close attention to the 
release of the meeting minutes.  

Gold, U.S. Investment Grade Corporate Bonds and FX (Long Yen-Dollar).1

https://www.altcapitalis.com/disclosure
https://fred.stlouisfed.org/series/GOLDAMGBD228NLBM
https://ihsmarkit.com/products/iboxx.html
https://fred.stlouisfed.org/series/DEXJPUS
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Model Disclosure

Alternative Capitalis, LLC is a registered investment adviser. Information presented herein is for educational purposes only and does not intend to make an offer or solicitation for the sale or 
purchase of any specific securities, investments, or investment strategies. Investments involve risk and unless otherwise stated, are not guaranteed. Model Performance Disclosure: The 
performance shown represents only the results of Alternative Capitalis, LLC’s model portfolios for the relevant time period and do not represent the results of actual trading of investor assets.  
Model portfolio performance is the result of the application of the Alternative Capitalis, LLC’s proprietary investment process. Model performance has inherent limitations. The results are 
theoretical and do not reflect any investor’s actual experience with owning, trading or managing an actual investment account. Thus, the performance shown does not reflect the impact that 
material economic and market factors had or might have had on decision making if actual investor money had been managed. Model portfolio performance is shown net of the model advisory 
fee of 1.25%, the highest fee charged by Alternative Capitalis, LLC.  This reflects a change from Alternative Capitalis, LLC highest fee charged to a client(s) account from 1% to 1.25% 
annually.  April 1, 2018 model performance to most recent date presented adjusts for the higher 1.25% annual fee. Model portfolio performance is shown net of the sample trading costs based on 
our Custodian’s, TD Ameritrade Institutional, trading costs. Performance does not reflect the deduction of other fees or expenses, including but not limited to brokerage fees, custodial fees and 
fees and expenses charged by mutual funds and other investment companies. Performance results shown include the reinvestment of dividends and interest on cash balances where applicable. 
The data used to calculate the model performance was obtained from sources deemed reliable and then organized and presented by Alternative Capitalis, LLC.   The performance calculations 
have not been audited by any third party. Actual performance of client portfolios may differ materially due to the timing related to additional client deposits or withdrawals and the actual 
deployment and investment of a client portfolio, the reinvestment of dividends, the length of time various positions are held, the client’s objectives and restrictions, and fees and expenses 
incurred by any specific individual portfolio. The performance calculations are based on a hypothetical investment of $100,000 for both the model and benchmarks presented.  Benchmarks: The 
performance results shown are compared to the performance of the performance of a blended ETF (exchange-traded-fund) portfolio comprised of the following two ETF’s symbols, SPY & 
AGG, are described below.  The benchmarks used are investible ETFs and their performance calculation is inclusive of the highest fee charged to a client(s) account, 1.25% annually.  This will 
reduce the total return of the investable benchmark by the annualized rate of 1.25%.  The ETF symbol SPY (SPDR® S&P 500® ETF Trust) which seeks to provide investment results that, 
before expenses, correspond generally to the price and yield performance of the S&P 500® Index (the "Index").  Visit https://us.spdrs.com/en/etf/spdr-sp-500-etf-SPY for more information about 
the ETF. The S&P 500® Index results do not reflect fees and expenses and you typically cannot invest in an index.  The ETF symbol AGG (iShares Core U.S. Aggregate Bond ETF). The 
iShares Core U.S. Aggregate Bond ETF seeks to track the investment results of an index composed of the total U.S. investment-grade bond market. (the "Index"). Visit 
https://www.ishares.com/us/products/239458/ishares-core-total-us-bond-market-etf for more information about the ETF. The index composed of the total U.S. investment-grade bond market 
results do not reflect fees and expenses and you typically cannot invest in an index.  The benchmark is blended representing a weighting of a percentage (%) to SPY and percentage (%) to AGG 
based on the respective model weights below. Unless otherwise indicated, the benchmarks are not rebalanced to maintain their original weighting over the period measured. Instead, they are 
comprised of the starting allocation and will shift given the prevailing market environment over the period measured.  Return Comparison: To benchmark the results, the ETF (exchange-
traded-fund) symbol SPY (SPDR® S&P 500® ETF Trust) which seeks to provide investment results that, before expenses, correspond generally to the price and yield performance of the S&P 
500® Index (the "Index").  The S&P 500 was chosen as it is generally well recognized as an indicator or representation of the stock market in general and includes a cross section of equity 
holdings. In addition, the ETF symbol AGG was chosen as a benchmark. The iShares Core U.S. Aggregate Bond ETF seeks to track the investment results of an index composed of the total U.S. 
investment-grade bond market.  The total U.S. investment-grade bond market was chosen as it is generally well recognized as an indicator or representation of the bond market in general and 
includes a cross section of debt holdings. For each respective model benchmark the performance measurement weightings are as follows to SPY / AGG %: 20/80, 30/70, 40/60, 50/50, 60/40, 
70/30, 80/20, 90/10 % respectively for Ultra Conservative, Conservative, Moderate, Balanced, Growth & Income, Growth, Aggressive, Ultra Aggressive. OPTIONS TRADING RISK 
DISCLOSURE: Options Trading – Both the purchase and writing (selling) of options contracts –involves a significant degree of risk not suitable for all investors.  Investors should carefully 
consider the inherent risks and financial obligations associated with options trading as further detailed in the Options Clearing Corporate booklet “Characteristics and Risks of Standardized 
Options.”

The results do not represent actual trading and actual results may significantly differ from the theoretical results presented.

https://www.theocc.com/about/publications/publication-listing.jsp
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