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Equities. The S&P500 is giving a misleading view of 
the performances 
Since its launch in 1957, the S&P 500 has grown with 

the stock market and has become the most widely used 

benchmark. Although it initially tracked the entire stock 

market, it still captures 80-85% of the current market. 

To be included in the S&P 500, a stock must be a 

common stock of a US company, with a minimum 

market cap of $6.1 billion, at least half of outstanding 

shares available for trading, and a positive sum of the 

most recent 4 quarters of earnings and with the last 

one positive. Once the stocks are in the index, they 

don't necessarily need to meet these criteria to remain 

in it. There are currently 505 constituents with a median 

market cap of $21.6 billion and average one of $48.4 

billion. The stocks are weighted by float-adjusted 

market capitalization. The top 10 constituents make up 

over 20%, and IT is the biggest sector with c. 25% of 

the index. Together with the financial sector, they 

represent 40% of the index.  

 

Another way of looking at the market is with equal-

weight indices. They have a smaller market 

capitalization, so have outperformed the market cap-

weighted indices over the long term. The S&P 500 

Equal Weight Index rebalances quarterly to equal-

weight each stock at a level of 1/500 = 0.02%. So, the 

top 10 amounts to about 2.5% of the index, while the 

consumer discretionary sector rises to the top of 

weights, but with IT, industrials, financials and 

healthcare not far behind. The largest holding is Netflix 

at 0.34%, taking into the performance since the last 

quarterly rebalance. This is far more diversified than 

the top 10 of the S&P 500 that make up over 20%, with 

nearly 4% in Apple. The equal-weighted indices across 

the sizes have outperformed their market cap weight 

counterparts in the long run. This is because the equal-

weighted indices have smaller market capitalization 

bias. 

 

Lastly, when looking at the annual performances, there 

are specific periods where the S&P 500 Equal Weight 

outperforms the S&P 500. Equal weights tend to 

underperform when smaller companies were beaten 

down by the credit environment i.e. crisis periods, and 

more recently, when the market was anticipating US 

tax cuts, but these were delayed and the excitement 

over small caps diminished. In 2017, large caps have 

outperformed small caps by the most since 1999, which 

historically does not hold. 

 

In an environment where rising interest rates, 

accelerating growth, possibly rising inflation and a 

falling USD are in place, it may help small and mid-

caps. However, on an annual basis, the S&P 500 equal

-weighted is underperforming. This highlights two 

phenomenon: a solid IT growth sector and a most 

challenging environment going forward. 
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Equities. Volatility and dispersion regime change 
The extended period of record low volatility recorded by 

the equity markets, which has held for most of the past 

decade, due to the central banks price-control policies 

towards interest rates, came to an end. February 

volatility sharp come back has clearly signaled a 

regime change. We are no longer in a market that 

rewards equity investors to think less and hold more. 

The S&P 500 finally snapped that prolonged period 

without any significant pullback we have all been 

watching for months. 

This break caused the largest short volatility unwinding 

in the history of the VIX complex. The one day move on 

February 5th set records for the largest point move and 

percentage move in the VIX index. This up move 

caused the VIX futures term structure to trade at levels 

last seen in the 2008 global financial crisis  

Currencies. The Rubble remain a source of 
diversification 
After 3 years, Russia is back as an investment-grade 

issuer after the S&P rating agency upgrade. The key 

reasons are that the government has established a 

track record of prudent policy decisions, which allowed 

the economy to absorb the double shock of lower oil 

prices and international sanctions. These trends are 

signaling a higher likelihood of a positive economic 

development going ahead. Russia's policy decisions 

included the switch to a flexible exchange rate, 

adequate support for the banking system, and a 

demonstrated commitment to a conservative fiscal 

policy. The Russian economy is now in a better state. 

The economy is out of recession and inflation is 

contained. In addition, Russia's government debt is low 

and the economy's position as a net external creditor 

has strengthened. There is, of course, uncertainty 

about how extensively the new sanctions bill will be 

applied, but Russia has adequate policy flexibility to 

soften the blow. Finally, the Russian central bank has 

maintained financial stability amid a cleanup of the 

banking sector. Bank lending has started to recover, 

which signals its ability to influence domestic monetary 

conditions. After a two-year recession, the recovery is 

set to continue, but it is modest and fragile, as 

illustrated by the volatility of the activity. The economy 

seems to be regaining some momentum. Factors 

supporting growth in the short term include historically 

low inflation and unemployment, a rebound in lending, 

and generally improved confidence. The upturn in 

global economic growth is supporting oil prices, but 

also nonenergy exports. The CBR does not rule out 

further easing of the monetary conditions in order to 

help domestic demand and lift inflation to the bank’s 

target. The RUB remains an attractive diversification 

currency in a still low-yielding world 
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Gold remains an asset of choice 
Decline in gold demand in 2017 is due to lower demand 

from investment products... but demand in jewelry has 

progressed for the first time since 2013. India and 

China account for 41% of total gold demand. Mining 

production continues to slow down.  

Gold should benefit from the erratic policy from the US 

government. US debt and rising deficits are also 

supporting gold. A sudden rise of real interest rates 

would impair gold prices. With the collapse of 

cryptocurrencies and the questioning of multilateral 

agreements by Trump, gold has regained its role of 

capital preservation and risk management tool. 

 

 

 

 

 

 

 

 

INVESTMENT LANDSCAPE 

 Monetary policy transmission into financial markets 

takes several channels, particularly since 

developed countries major central banks largely 

relied on unconventional policies and tools.  

 When it comes to regime, one could argue that the 

Anglo-Saxon central banks, under the Fed 

leadership, are attempting to exit financial 

repression. Very gradually so... This actually spells 

restoring positive real rates over time, downsizing 

balance sheets and no longer repressing financial 

market’s volatility. This process is now well 

underway.  

 Equity bull market is not invalidated. Macro is 

supportive, but the ongoing regime change creates 

potential vulnerabilities, which may have significant 

short-term impact on markets. Higher macro 

volatility will translate into growing uncertainty and 

a delicate transition phase for markets. 

 Sharp slowdowns / recessions impact very 

differently on asset classes. Bond markets tend to 

anticipate it earlier, and some segments of it benefit 

dramatically. It is very premature to consider asset 

allocation changes in this respect for now! But still, 

it reminds us that lengthening gradually duration 

and maintaining a sizable portion of bonds will 

prove appropriate over next quarters, despite rising 

yields risks... A definite defensive stance in equities 

- be it allocation or positioning - should be 

necessary to consider from 2019.  
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