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Before we comment on the month of June, it’s worth noting that the equity markets have had their worst start to the year in more than half a century. Not only have stocks pulled back in historical fashion, but bonds have also set records for their dismal performance – a double whammy for the typical balanced investor. This doesn’t mean everything will continue as it has, although there are some stats to back that up. Please read on. 
Global Equity Market Performance - June
So much for the breather in May – June was the worst month so far this year. 
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The S&P/TSX60 finally cracked after hanging in admirably for the first five months of the year and ended down 8.3% on the month. 

Our active program raised more cash in May, so that allocation is now flat across the four equity indexes: the S&P/TSX60, S&P 500, EAFE (Europe, Australasia and Far East) and Emerging Markets, the latter two for more than a year.   

The way our systems are designed exposes us to the first down moves in the indexes, but we exit early enough to avoid as much of the subsequent drawdown as possible. On the opposite side of the coin, we may miss the earlier part of a rebound because our systems are built to detect positive trends that are expected to persist. In both cases, this is to avoid whipsaws, or signals that fail quickly, as much as practically possible.  

Here is how that looked for the S&P/TSX60 as represented by the Horizons ETF, HXT. The red arrows are where we sold.
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When constructing portfolios, we apply multiple types of diversification to achieve good risk adjusted returns. The active component of our portfolios is now in ‘wait-and-see’ mode. The systems will need to detect positive price momentum before they re-deploy cash into equities.
If you would like to stay current on our measures of trend and momentum in the markets we follow, please click here.
North American Equity Markets – Year-to-date

We have used some of the cash that has been raised to invest in the True Exposure Exogenous Risk Pool (TERP). TERP is a liquid alternatives mutual fund that employs Inukshuk-designed systems to invest in the major North American equity indexes as represented by some of the largest ETFs trading in the U.S. The mutual fund structure is necessary because this strategy has a long-short component as a hedge against market shocks. Since its launch in January, the S&P 500 is down over 15% while the fund is down, excluding re-invested distributions, only 0.88%. This allocation further diversifies our client portfolios.
Here’s a look at North American stock index performance year-to-date.
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Stocks and Bonds – Year-to-date

Most of our portfolios have an allocation to fixed income. This is a standard method to balance the overall risk of investing. Fixed Income has been an effective hedge against equity drawdowns for decades, but this has not been the case for many months. 
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Bonds are having one of the worst starts to any year going back decades. There has been almost no benefit allocating to fixed income considering their equity-like returns year-to-date.

Global Equity Market Performance – Year-to-date

Geographical diversification hasn’t helped either. Here is the performance so far this year of the four global indexes we actively trade.
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Investing outside of North America has been hazardous to returns for more than a year. 
Despite all of this, we stick to the plan: follow our models and asset allocation and wait for opportunities to present themselves. It is not always comfortable, but we do know that deviating from a plan is typically not a good idea. 

That’s fine, a reader may think, but the question is: what’s next?

Historical Returns
We are not in the prediction business. However, looking at historical returns can provide insight into how a year like this compares to years in the past. The short answer: it’s right up there with the worst. 
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The bronze medal standing is nothing to brag about. Being in the top three of the worst, in anything, going back 70 years is difficult. Of the other nine instances where we know the result, only two resulted in a net gain on the year – although it should be noted that 1970 almost made it back to flat.
Let’s look at how this top 10 was distributed over time. In this chart, the first half of the year’s performance is represented by solid red bars and the full-year by the dashed line. The ‘clueless’ bar is now.  
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Admittedly, that is not a lot of data, but five of the years saw second-half rallies. The question is: where does [image: image8.png]


 end up? 

Nasdaq 100 Analogue 
Another way to look at historical comparisons is by looking at the path of the same market in the past. In this example, we chose the Nasdaq 100 because it is the worst broad index performer this year and some of us still remember the dot.com crash. 

As noted in the May letter, the 2000-2001 drawdown in the Nasdaq was historic. In this thought experiment, let’s look at what happened after the March 24, 2000 peak. It’s fairly simple. Take the Nasdaq’s all-time high in 2000, line it up with the most recent all-time high in November 2021 and compare. 
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We don’t use analogues as drivers of our systems. We use historical data, but not in this manner. This is simply a comparison of what happened then, to what is happening now. There are so many interactions of politics, policy, economics, prior behaviour and experience that contribute to the current price of any asset. That’s the reason we rely on price. Trends exist but it’s not always clear, even in the aftermath, why they started or how far they will go.  
In Summary
These are historic times. The list of things troubling global markets is long. Many market participants have not experienced this kind of environment in their careers. At Inukshuk, our portfolio managers have experienced all kinds of market disruptions – the Sterling-ERM crisis (1992), Quebec referendum (1995), Irrational Exuberance (1996), Asian financial crisis (1997), Long-Term Capital Management (1998), dot.com crash (2000), Global Financial Crisis (2007), Mystery of 2018, Pandemic Panic (2020) and now. 1970 is a wee bit early for us, but it’s nice to have the data. 
While this sell off, and those listed above, all caused stress and angst, the stock markets have gone on to reach new highs in subsequent years and we feel comfortable saying that the stock market will recover, we just do not know when. Our systems will give us a clue, so stay tuned. 
As the baseball sage Yogi Berra once said: You’ve got to be very careful if you don’t know where you are going, because you might not get there.
At Inukshuk, we always have a destination in mind with a plan to get there. 
Health is Wealth
