
® Trademark of Optimum Group Inc. used under license.

›  Financial markets rallied strongly in Q2. Bond yields reached record lows and some US 
Equity indices, notably NASDAQ, hit all-time-highs.

›  Markets expect that the enormous amounts of both fiscal and monetary stimulus that 
have been administered since the COVID epidemic started will be enough to compensate 
for the shortfall in economic activity.

›  An increase in COVID cases in some US states, notably in the South, has had a modest 
impact on market expectations.

›  The recovery in risk assets has been uneven with large gains in Technology but limited 
gains in Financial and Cyclical stocks.

›  There may be pockets of opportunity left in overlooked sectors of the US equity market 
such as Banks, Telecom and Automakers.

›  Corporate bonds look fully priced at current spreads due to the positive impact Federal 
Reserve buying has had on the sector.

At a Glance

Financial  
Outlook

The information and opinions presented in this report were prepared by Optimum Quantvest Corporation 
(OQC) and are intended strictly for informational purposes only. Views expressed in this presentation are 
solely the opinions of the investment professionals at OQC and are subject to change at any time without 
notice. The information in this document may not be reproduced in whole or in part without the express 
written permission from OQC. The external sources used in compiling of this report have been deemed 
reliable by OQC, however, we do not assume to reconfirm their absolute accuracy and limitations. Market 
data presented is provided by third party and OQC is not responsible for any errors or omissions in the 
data. OQC as a Registered Investment Advisor invests in many of the securities, security types, sector  
and/or industries discussed in this presentation. The information contained within this report does not 
constitute investment advice or guidance. Additionally, it should not be utilized as the singular basis for 
investment decisions.
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Point of View
Jan Erik Warneryd, Chief Investment Officer

After the see-saw action in financial markets so far this year  
– selling of risky assets in the first quarter followed by a rally 
in the second – we are back to where we started in some 
asset classes such as Equities, significantly higher in some 
such as Bonds and Precious Metals and much higher in 
specific areas that are seen as safe havens or benefiting from 
the COVID pandemic. The Fang+ stocks, which is Facebook, 
Amazon, Netflix, Google and a few others such as Apple, 
Microsoft and Alibaba, have accelerated higher as they are 
considered to be among the winners as Working From Home 
(WFH) becomes the new norm for many people globally. The 
high valuation multiples and general mania we are seeing 
today is reminiscent of the Dotcom bubble of the late 1990’s. 
And like then, there are pockets of value in overlooked parts 
of the market, just under the surface. While momentum has 
carried the above-mentioned stocks higher, cyclical and value 
stocks in sectors such as Banking, Autos and Telecom have 
lagged significantly.

While at first glance markets seems quite optimistic given 
equity indices close to all-time highs and tight credit spreads, 
a closer look reveals that, rather than expecting a strong 
recovery that will “lift all boats”, the market is actually very 
skeptical that the global economy will improve strongly. It 
appears instead that the strongest conviction in the market  
is that both monetary and fiscal stimulus will continue  
for a long time (no net FED tightening is currently priced  
in before Q3 2023 and in Europe not until 2027) without 

much impact on the economy (cyclical stocks haven’t 
recovered much since the lows in March 2020) and it will 
definitely not be inflationary (inflation expectations as implied 
by break-even rates on TIPS are around 1.5% for the next  
10 years). Interestingly, average annual CPI has been just 
over 2% for the last 20 years, so the market is expecting  
that inflation will be lower going forward even with record 
fiscal and monetary stimulus.

We think current stimulus efforts will be somewhat more 
successful than currently expected by the markets and,  
in addition, we think progress will continue on the medical 
side of the COVID issue. Some parts of the world appear  
to have overcome the worst of the pandemic and have been 
able to successfully re-open their economies. At the same 
time we are steadily getting closer to having a vaccine ready 
for deployment.

Adding it all together, we think value-driven investors should 
do well by patiently awaiting a recovery in beaten-down asset 
classes. We will leave the momentum-chasing to those who 
have no memory of how the Dotcom bubble ended. But 
anyone interested in market history should know that during 
the 6 year period starting on March 10, 2000 (the peak of the 
bubble) the S&P 500 Index had a compound total return of 
1% while the S&P 500 Pure Value (essentially the cheapest 
stocks in the S&P 500 Index) returned 122%.



Bond Markets
Mark McDonnell, Senior Portfolio Manager

The Bloomberg Barclays Aggregate Index has a year to date 
total return through July 31st of 7.72% .The second quarter and 
into July saw a continued rally in both treasuries and corporate 
credit with the yields on corporate debt dropping faster than 
Treasuries. This situation was the result of the Fed massive 
intervention. In fact, the Fed lowered its Funds rate close to 0% 
and implemented a purchase program of US Government bonds 
and Agency Mortgage Backed bonds. Also, in cooperation with 
the US Treasury, the Fed announced liquidity support programs 
for corporate debt, going so far as “fallen angel” junk bonds 
(which had had an investment grade credit rating prior to  
March 22, 2020).

The spread, or additional yield one gets paid to invest in 
corporate bonds rather than Treasuries, fell faster than the 
treasury yields. However, the first quarter left a lot of damage in 
its wake. When we look at the excess return, or the return on a 
corporate bond after adjusting for movements of a comparable 
treasury, we see several subsectors that have performed quite 
poorly. Led by Leisure, Energy, and Airlines we see significant 
losses year to date in some areas. These losses show up most 
clearly in the negative excess returns for BBB rated debt. So why 
did the overall Index perform so well? Treasuries had a powerful 
rally in the first quarter and only added to those gains. Corporate 
bonds still have negative excess returns year to date. However, 
we believe the worst is clearly behind us and we are now entering 
a phase where active issue selection should allow the savvy 
investor to generate higher returns.

In order to generate those returns one needs a clear 
understanding of where we have come from and what lies ahead. 
The first quarter saw Treasures rally and corporate bonds sell 
off. That was in some ways technically driven as investors rapidly 

withdrew money from the market. March saw investment grade 
mutual fund withdrawals at a near record $86 billion. Those 
flows have reversed over the following months.  Now we look 
at what is driving the corporate bond market up. There are a 
number of cross currents in the bond markets these days but  
we will focus on two major drivers. The Federal Reserve is a large 
buyer of corporate debt as is the retail investor. Credit Sights 
provides a good summary of the buying by the Federal Reserve.

Fed Bond Purchases by Week (Market Value, $mn)

Sector 6/16- 
6/19

6/22- 
6/26

6/29-  
7/3

7/6- 
7/10

7/13- 
7/17

7/20- 
7/24

7/27- 
7/30 Total

Healthcare 114 85 82 49 62 30 12 435
Autos 28 114 72 81 67 26 8 396
Utility 81 81 55 53 54 26 7 356
Tech 85 77 58 53 47 23 9 351
Energy 75 73 60 55 49 24 5 340
Cons Goods 71 72 36 72 48 18 5 322
Cap. Goods 55 51 43 44 33 22 2 249
Insurance 23 66 30 47 40 8 10 224
Basics 25 40 25 21 33 8 7 159
Retail 75 7 17 24 14 4 4 147
Telecom. 31 30 33 17 28 2 3 144
Media 28 35 11 34 17 11 5 142
Real Estate 28 27 13 16 15 9 3 111
Fin. Serv. 14 27 25 13 4 7 1 91
Transp. 21 21 14 13 14 5 2 91
Services 17 7 4 3 1 - 5 37
Leisure 7 8 - - - 1 - 15
Total 778 820 579 593 527 225 88 3,610

Source: CreditSights

In addition to the mutual fund inflows mentioned earlier, many 
companies chose to issue substantial amounts of debt earlier 
in the year so as to have cash on hand should a credit crunch 
continue. We believe the record amount of corporate bond 
issuance is about to slow down. This technical set up, a solid 
buying base coupled with lesser issuance going forward should 
be supportive. However, the active bond manager now needs  
to carefully review all the issues in his or her portfolio and make 
sure one is adequately compensated to the credit risk. Some 
sectors performed markedly better than others.  We are in the 
process of doing just that- Looking at our winners that have 
performed very well and determining whether there is more value 
in other subsectors of the corporate bond market and rotating 
into those areas where we can. With the pandemic, we can 
expect some issuers to default, therefore in our opinion, active 
credit management can improve significantly the credit risk  
of a portfolio.
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We spent the first half of this year 
looking to get the broad sector 
allocation right, changing the 

allocations to Treasuries, Corporate 
Credit, and Mortgages as we saw fit. 
Going forward we look to use both 

relative value and periods of volatility  
to generate value in the subsectors  
of the credit market.

STRATEGY

Bloomberg Barclays US Aggregate 
Group Name: Bond Index: Major Components

YTD Total Return Excess Return YTD
U.S. Aggregate 7.72% -1.08%
Intermediate 5.26% -0.40%
Aaa 7.36% -0.24%
Aa 8.53% -2.11%
A 9.65% -2.28%
Baa 6.63% -5.53%
1-3 Yr 2.84% -0.10%
3-5 Yr 5.04% 0.06%
5-7 Yr 7.43% -0.26%
7-10 Yr 9.98% -1.65%
10+ Yr 18.80% -4.56%

Data in the above chart was sourced from Bloomberg Barclays Indices as at July 31, 2020.



U.S. Equities
Jan Erik Warneryd, Chief Investment Officer
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The second quarter offered a positive reversal after a 
tumultuous first quarter of 2020, when global equity markets 
fell and credit spreads widened. Stocks and corporate bonds 
rallied after governments provided both fiscal and monetary 
stimulus. In the US, the market’s idea of a “FED put” i.e. that 
the Federal Reserve would cut rates if the stock market sold 
off, turned out to be correct. 

However, although the overall S&P 500 Index rallied 20.54% 
in Q2, ending the quarter down only about 3% for the year  
so far, certain S&P 500 Index sectors such as Financials and 
Energy were still down 35% and 23%, respectively, year-to-
date at the end of June. While the market appears to expect 
a strong recovery, under the surface there is wide dispersion 
in performance, as witnessed by Information Technology, the 
leading sector in S&P 500 Index in 2020, being up almost 
15% since the beginning of the year.  The message from the 
market appears to be that the recovery will be tepid and only 
companies with a secular growth story are worth buying. 
This would explain why the FAANG names (Facebook, Apple, 
Amazon, Netflix, and Google) together with a few other, 
mostly Technology stocks, have done so well this year. The 
equal-weighted FANG+ index which includes the previously 
mentioned stocks plus a few others such as Tesla and Alibaba, 
had a YTD total return of 32.33% as of June 30. To reiterate, 
this has happened in a market that is still so worried about 
the economy that financial and cyclical stocks still are down 
significantly for the year. We believe there is value in some 
of the parts of the market that have had negative YTD 
performance such as Health Care, Financials and Telecom. 

An overall valuation of the S&P 500 Index in a historical 
context, using the current Price/Earnings ratio gives very 
little guidance since we currently face significant uncertainty 
regarding the earnings outlook for the next few quarters. 
Using a historical Cyclically Adjusted Price/Earnings Ratio 
(CAPE Ratio) may give us better information at this juncture 
since it looks at the last 10 years of earnings in real terms. 
If we invert the CAPE ratio to obtain the market’s earnings 
yield and then compare it to the current real interest rate 
on Treasury Inflation-Protected Securities (TIPS) we get the 
following chart, going back to 1997, when TIPS were first 
issued by the US Treasury. (see graph below)

As we can see, unless the longer-term earnings capacity  
of large US corporations has been permanently affected  
by the COVID-19 pandemic, the current level of valuation  
is favorable for the S&P 500 Index relative to real bond  
yields. While the current CAPE ratio is just under 30,  
when interest rates are taken into account, the equity  
risk premium relative to real rates looks fairly high.

This leads us to the conclusion that, as long as fiscal  
and monetary stimulus continue until the pandemic  
has been beaten, the equity market still holds value  
for careful investors.

Disclosure: Please contact us for a full list of recommendations 
made within the 12-month period preceding the date of this 
communication. It should not be assumed that the recommendations 
made in the future will be profitable or will equal the performance  
of the securities in this list.

Chart courtesy of Bloomberg LLC, 07/24/2020. The graph shows the spread between the historical CAPE earnings yield and the 
implied forward real yield on 10 year TIPS
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OPTIMUM QUANTVEST CORPORATION 
We take a different approach to traditional US fixed income and equity investing. Our combination of macro-economic and fundamentally-
based analysis aims to outperform over the long-term. While our expertise is investment management, becoming a trusted partner and advisor 
defines our purpose.
With a track record of over 30 years, we have assisted pensions, insurance companies, corporations, endowments, foundations and high-net 
worth individuals with their investment needs. Our approach to US fixed income strategies combines a macro-economic perspective with  
an inherent value bias, with an objective to reward investors over the long-term. Our equity strategy aims to outperform the S&P 500 Index 
while maintaining lower than market volatility.
We collaborate with our sister companies in Montréal and Paris and share a proprietary analytical technology providing us with a quantitative 
edge in making investment decisions. 
Optimum Quantvest Corporation is a subsidiary of Optimum Group, a private and diversified financial group with international operations.

To subscribe to a quarterly distribution list for our Financial Outlook report,  
please email a request to info@optimumquantvest.com or call us at 203 425-1420.

We would be pleased to send it to you personally.

Our Team

Jan Erik Warneryd
Chief Investment Officer
Telephone: 203 425-1430 
jwarneryd@optimumquantvest.com

Anders Ekernas
Senior Investment Strategist
Telephone: 203 425-1424
aekernas@optimumquantvest.com

Radha Lai
Portfolio Manager
Telephone: 203 425-1427
rlai@optimumquantvest.com

Mark McDonnell
Senior Portfolio Manager
Telephone: 203 425-1428
mmcdonnell@optimumquantvest.com
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