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2020: Volatility And More Mini-Bond Cycles
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2020 Themes: Smith Capital Investors View of What to Watch 

We anticipate another year of volatility and increased mini-cycles of bond and stock returns

1. Politics

2. Inflation and Inflation Expectations

3. Interest Rates: Another year of volatility and uncertainty 

4. Credit: The Have and Have Nots

5. Cost of Capital, Value Creation and Creativity

6. Active Management: The great debate will continue but results will speak for themselves
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Theme 1 – Politics

Presidential Elections Can Create Uncertainty in the Markets

▪ At this time, markets seem to be predicting a status quo outcome, but uncertainty around that 

outcome during the year will contribute to mini-cycles in stocks and bonds. 
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Theme 2 – Inflation and Inflation Expectations

Global Central Banks Let it Run…

▪ We warned about 
rebasing in 2019.

▪ Is inflation working its 
way through the 
system?

▪ Expectations and hard 
data continue to tell 
different stories.

▪ Globalization, 
technology, and 
demographics will all 
come into play.

▪ Global Central Banks will 
let inflation run hot.
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Theme 3 – Interest Rates

Another Year of Volatility and Uncertainty

▪ Remember the inverted 
yield curve?

▪ Mini-Cycles of rising and 
falling rates will continue 
in 2020.
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Theme 3 – Interest Rates

The High Yielding Country?

▪ Pensions, Banks, 
Insurance Companies all 
have lower for longer 
problems. 

▪ Why real rates matter, 
and negative interest 
rates make zero 
common sense.

▪ Fiscal policy path in play 
2020.
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Theme 4 – Credit

The Have’s and Have-Not’s – Downgrades Matter

▪ Downgrades will create 
volatility and repricing.

▪ The power of a strong 
capital structure.

▪ Why margins and FCF 
matter more today.

▪ Options are a CFO’s best 
friend.

▪ Downgrades, upgrades 
and defaults.

▪ When Dividend yields 
are higher than 30-yr 
corporate bond yields.
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Theme 5 – Cost of Capital

Where is the Risk Premium?

▪ Leveraged finance in 
public/private capital 
markets.

▪ Loans, CLOs, and 
Private Credit.

▪ Shadow banking.

▪ Rational capital 
structure execution = 
enhanced returns and 
greater prospects… Or 
levered capital 
destruction?
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Theme 6 – Active Management

Bloomberg Barclays U.S. Aggregate Duration Has Been Going Higher

▪ The power of ZERO. 

▪ The math behind return 
seeking.

▪ The real issue = risk 
mitigation and capital 
preservation.
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Theme 6 – Active Management

Mortgage Duration Wild Card

▪ Extension risk and 
volatility. 

▪ Mortgage duration has 
ranged from 1.52 to 5.66 
years over the past ten 
years.
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2020 Wildcards: Smith Capital Investors View of What to Watch 

1. Rising Rates - Domestically and Globally (no more negative rates).

2. Change in Inflation and Inflation expectations - stagflation, acceleration, or deflation.

3. Negative interest rates touch every developed country. Pension funds, insurance companies, 

banks, and other financial institutions start the process of altering expectations around returns 

and risks.

4. Election Outcomes – significant regulatory change. Massive tax policy change.

5. China - Outright conflict with the U.S.

6. Fed and Central Bank Credibility comes into play. They lose control. Monetary policy viewed as 

completely ineffective.

7. Rating Agencies lose patience - significant downgrades including some top contributors to the 

credit index. The high yield market experiences significant disruption and repricing. The volatility 

flows into the loan market. CLO problems emerge.

8. European unrest - UK executes exit out of the EU. Italy and Greece start a similar process.  

France questions the viability of the EU. 
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2020 Wildcards: Smith Capital Investors View of What to Watch
(continued) 

9. Massive LBOs - Walgreens/Boots is just a start. Massive deals. Too much P/E capital.

10. Disruption in the leveraged finance markets - CLO problem.  Equity wiped out, large mark 

downs.  Spreads widen significantly. 

11. Energy – significant decline in prices. Triggers significant downgrades and defaults. 

12. FX - currency management programs finally breakdown (Swiss)

13. PE fails to successfully exit prior deals (IPO market closes, levered finance market 

closes). Large mark downs are realized by pension funds, endowments and high net 

worth portfolios. The infallible PE model is challenged. Reality hits that returns were all 

liquidity premiums and high leverage. Large redemptions of PE Capital due to poor results 

and liquidity concerns.

14. Stocks produce returns that rival 1999/2000 returns as large cash balances on the 

sidelines chase the equity markets higher in a true FOMO wave of hysteria. 

15. Global recession – led by China. Reality Hits: China is just a levered growth machine

16. Geopolitical Risks accelerate
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The opinions and views expressed are as of the date published and are subject to change without notice. Information presented herein is for discussion and illustrative purposes 

only and should not be used or construed as financial, legal, or tax advice, and is not a recommendation or an offer or solicitation to buy, sell or hold any security, investment 

strategy, or market sector. No forecasts can be guaranteed. Any investment or management recommendation in this document is not meant to be impartial investment advice or 

advice in a fiduciary capacity and is not tailored to the investment needs of any specific individual or category of individuals. If you are an individual retirement investor, contact 

your financial advisor or other fiduciary unrelated to Smith Capital Investors, LLC about whether any given investment idea, strategy, product or service described herein may be 

appropriate for you. Opinions and examples are meant as an illustration of themes, are not an indication of trading intent, and are subject to change at any time due to changes 

in market or economic conditions. There is no guarantee that the information supplied is accurate, complete, or timely, nor are there any warranties with regards to the results 

obtained from its use. It is not intended to indicate or imply that any illustration/example mentioned is now or was ever held in any portfolio.

Past performance is not a guarantee or a reliable indicator of future results. Investing in a bond market is subject to risks, including market, interest rate, issuer, credit, inflation, 

default, and liquidity risk. The bond market is volatile. The value of most bonds and bond strategies are impacted by changes in interest rates. Bond investments may be worth 

more or less than the original cost when redeemed. The return of principal is not guaranteed, and prices may decline if, among other things, an issuer fails to make timely 

payments or its credit strength weakens. High yield or “junk” bonds involve a greater risk of default and price volatility and can experience sudden and sharp price swings.

Please consider the charges, risks, expenses and investment objectives carefully before investing. Please see a prospectus, or, if available, a summary prospectus containing 

this and other information. Read it carefully before you invest or send money. Investing involves risk, including the possible loss of principal and fluctuation of value. There is no 

guarantee that any particular investment strategy will work under all market conditions or are suitable for all investors. Investors should consult their investment professional prior 

to making an investment decision.

All indices are unmanaged. You cannot invest directly in an index. Index or benchmark performance presented in this document does not reflect the deduction of advisory fees, 

transaction charges, and other expenses, which would reduce performance.

This material may not be reproduced in whole or in part in any form, or referred to in any other publication, without express written permission from Smith Capital Investors, LLC.

Smith Capital Investors, LLC is an investment adviser registered with the U.S. Securities and Exchange Commission.

Important Disclosures
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An investor should consider investment objectives, risks, charges and expenses carefully before investing. To obtain a prospectus, which contains this and 

other information, call 1.866.759.5679 or visit www.alpsfunds.com. Please read the prospectus carefully before investing. 

An investment in the Funds involves risk, including loss of principle. 

Please note that the Funds are new and have limited operating history. 

Fixed Income Securities Risk. A rise in interest rates typically causes bond prices to fall. The longer the duration of the bonds held by a fund, the more sensitive it will likely 

be to interest rate fluctuations. Duration measures the weighted average term to maturity of a bond’s expected cash flows. Duration also represents the approximate 

percentage change that the price of a bond would experience for a 1% change in yield. For example: the price of a bond with a duration of 5 years would change 

approximately 5% for a 1% change in yield. The price of a bond with a duration of 10 years would be expected to decline by approximately 10% if its yield was to rise by 

+1%. Bond yields tend to fluctuate in response to changes in market levels of interest rates. Generally, if interest rates rise, a bond’s yield will also rise in response; the 

duration of the bond will determine how much the price of the bond will change in response to the change in yield. 

The Fund’s investments in fixed-income securities and positions in fixed-income derivatives may decline in value because of changes in interest rates. As nominal interest 

rates rise, the value of fixed-income securities and any long positions in fixed-income derivatives held by the Fund are likely to decrease, whereas the value of its short 

positions in fixed-income derivatives is likely to increase. 

Market Risk. Overall securities market risks may affect the value of individual instruments in which the Fund invests. Factors such as domestic and foreign economic growth 

and market conditions, interest rate levels, and political events affect the securities and derivatives markets. When the value of the Fund’s investments goes down, your 

investment in the Fund decreases in value and you could lose money.

Colleen Denzler is a Registered Representatives of ALPS Distributors, Inc.

ALPS Portfolio Solutions Distributor, Inc. is the distributor for the Funds. 

ALPS Distributors, Inc. and ALPS Portfolio Solutions Distributor, Inc. are affiliated.

Important Disclosures
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