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July Market Data

Asset Classes 1 Month 3 Month YTD 1 Year

US All Cap 5.68 13.88 2.01 10.93

US Large Cap 5.86 13.91 2.88 12.03

US Small Cap 2.77 13.32 -10.57 -4.59

US Large Cap Growth 7.69 19.93 18.26 29.84

US Large Cap Value 3.95 6.80 -12.95 -6.01

US Small Cap Growth 3.44 17.56 0.27 6.00

US Small Cap Value 2.06 8.03 -21.92 -15.91

Developed International 3.06 11.45 -8.61 -0.44

Emerging Markets 8.87 18.20 -1.77 5.89

US Treasury 1.14 0.98 9.96 11.84

US Investment Grade 3.25 6.92 8.44 12.44

US High Yield 4.69 10.37 0.71 4.14

Municipal Bonds 1.68 5.78 3.80 5.36

Real Estate 3.82 8.03 -9.99 -4.38

Commodities 5.71 12.81 -14.80 -12.07

Sources: S&P GSCI, Russell, Barclays, Key Private Bank.

Market review 
A broad range of markets enjoyed substantial 
gains in July as a result of improving economic 

conditions, limited additional lockdowns despite the 
surge in COVID cases in the West and South, and 
unprecedented fiscal and monetary stimulus. July was 
only the fifteenth month since January 1988 in which 
US equities, developed international equities, emerging 
equities, US Treasuries, US investment-grade (IG) 
fixed income, US high-yield (HY) corporate bonds, and 
commodities each gained at least 1%. The last time this 
occurred was in April 2011. While there are likely several 
common drivers, one appears to be a decline in the US 
dollar (USD): In 12 out of the 15 instances since 1988 that 
this occurred, the USD declined for the month.

The daily number of new COVID-19 cases in the US 
trended upward in mid-June, increasing from about 
20,000 to 65,000 by mid-July. Daily new cases began 
to trend downward after that time, and the month ended 
at nearly 60,000 new cases per day. While new cases 
in July far exceeded the previous peak of 30,000 in 
April, the net number of COVID-related hospitalizations 
at any given moment peaked at approximately 60,000 
in July compared with 70,000 in April, suggesting that 
the hospitalization rate during this wave is materially 
lower. New daily COVID deaths have followed a similar 
trend as hospitalizations, hitting 1,200 at the end of 
July compared with over 2,000 in April, leading to a 
materially lower fatality rate.

This wave has impacted younger persons who are 
better able to cope with the virus, thus lowering the 
hospitalization and fatality rates. It is essential to note 
the highly asymmetric impact that COVID is having on 
different age cohorts. The average age of deaths is about 
75, and 44% of US COVID deaths occurred in long-term 
care facilities. Persons aged 55 and older have accounted 
for 92.1% of COVID-related deaths while representing 
28.9% of the total US population. Persons under the age 
of 55 have accounted for 7.9% of COVID-related deaths 
and 71.1% of the population.

Better data, a better understanding of COVID and 
its impacts, and better treatment options have likely 
contributed to a lesser economic impact despite daily 
new cases peaking at over two times April’s high. 
Mobility data from Google and Apple provide timely 
data on the effects of COVID and lockdowns. The sharp 
upward trend in mobility from the April lows arrested 
in mid-June with the second wave of cases. However, 
mobility data has remained flat instead of rolling over 
despite the surge in new cases. Government authorities 
are opting for targeted restrictions and tightened mask 
policies instead of implementing broad lockdowns. With 
markets being forward-looking, the apparent peak in new 
cases and more limited economic impacts of the second 
wave likely contributed to substantial gains in July.
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Global equities
As measured by the Russell 3000 Index, US 
equities increased 5.7%, led by mega-cap 

stocks and growth-oriented sectors. The Russell 1000 
Growth Index increased by 7.7% and continued its 
dominance over the Russell 1000 Value Index, which 
increased 4%. For 2020, growth stocks are up 18.3% 
compared with value stocks that are down 13% for an 
unprecedented gap of more than 30 percentage points. 
Earnings announcements at the end of the month by 
mega-cap growth companies, including Apple, Google, 
Facebook, and Amazon, confirmed their respective 
business models’ durability as the companies exceeded 
already high expectations. Earnings season has been 
positive as S&P 500 companies delivered upside 
surprises of 22% relative to expectations, far above the 
normal range of 4% to 6%. Better-than-expected sales 
and margins were the key drivers.

Developed international equities increased by 3.1%, and 
emerging markets jumped 8.9%. The 4.2% drop in the 
USD versus developed currencies accounted for more 
than all the gains in developed international equities 
priced in USD. Developed market indexes have greater 
cyclical and value exposure than the US, which partially 
explains the difference in local currency terms. China 
led the gains in emerging markets, returning 8.9%. India, 
Brazil, and Taiwan also enjoyed strong gains. China is 
furthest along in dealing with COVID, and its economic 
data continued to improve. Government officials explicitly 
supporting equity gains added to strong conditions. 

Fiscal and monetary coordination to provide massive 
stimulus in the US and economies around the world 
has increased concern on the sustainability of high 
government budget deficits. Concerns over deficits, 
potential monetary debasement, and higher inflation 
contributed to substantial gains in gold and other 
alternative stores of value for the month. Modern 
Monetary Theory (MMT) has reappeared as a popular 
topic as investors and commentators see elements of 
MMT being applied in the current environment.

Modern monetary theory (MMT) demystified
A controversial subject, MMT usually triggers strong 
reactions and conversations comparable to those that 
many seek to avoid on holiday visits with extended 
family. In this section, we provide an overview of MMT’s 
core tenants to explain a unique perspective compared 
with traditional economic and market viewpoints. We 
take no stand on what should happen and focus on 

what is happening or could happen and the potential 
ramifications. MMT’s focus on sectoral accounting 
provides a unique lens that can help understand 
how government spending affects the private sector 
(businesses and households). Mental flexibility and the 
capacity to envision multiple scenarios that could occur 
can lead to better investment decisions.

A key element of MMT is how fiat money works and 
what role taxes and government spending serve. First, 
a country with currency that is in demand and holds 
reserve or near-monopoly status can decide to never 
default on its debt denominated in its currency. A default 
could occur due to a lack of willingness (e.g., the US 
refusing to raise the debt ceiling), but such a country 
never lacks the ability to default, given that the issuer 
can always issue more currency to pay all liabilities. 

As a monopoly issuer of fiat currency, the US has special 
privileges and does not have to budget its finances like a 
household. The US federal government has the authority 
to tax, which creates demand for USD. Additionally, 
the US has laws that prevent other forms of currency 
from being accepted as legal tender. While running a 
balanced budget may seem “right” or “natural,” it is fair 
to say that if a household had these special privileges, it 
is unlikely that it would constrain its spending to exactly 
match revenue. While this may seem controversial, we 
think it is intuitive that monopoly issuers of currency with 
the ability to tax have special privileges that households, 
businesses, and even states do not have.

MMT flips the order of taxing and spending on its head. 
MMT states that the fiscal authority spends first and 
taxes later. The US government does not need to raise 
revenue before it spends: It orders the Federal Reserve 
(Fed) to credit reserve accounts of private banks when  
it disperses money regardless of the level of tax receipts 
or bond auction receipts.

High debt levels do not increase default risk as 
long as the debt is denominated in the issuer’s 

currency. Issuers that fit this profile are said  
to have monetary sovereignty, and countries 
that fit the description include the US, Japan, 
Canada, China, and Australia, to name a few.



Key Investment Perspectives

Page 3 of 6key.com/kpb

This raises an interesting question: If an entity can 
effectively print money, why would it ever need to tax 
simply to raise revenues in the currency it can create at 
will? According to MMT, there are several reasons. First, 
the US government wants to provide itself with goods and 
services (e.g., the military, roads, courts) and to circulate 
and create demand for USD. A tax liability incentivizes 
people to produce goods and services to earn USD 
in order to satisfy tax liabilities denominated in USD. 
The second reason is to control inflation as excess net 
government spending could cause aggregate demand to 
exceed aggregate supply, leading to higher prices. Third, 
the US uses the tax code to redistribute income and 
support lower-income households. Lastly, the tax code 
encourages and discourages certain types of activity.

The most common misperception surrounding MMT is 
that it creates a framework for US government spending 
without limits. A leading MMT economist Stephanie 
Kelton summarizes the MMT view as follows: “MMT is 
not a free lunch. There are very real limits and failing 
to identify—and respect—those limits could bring 
great harm. MMT is about distinguishing the real limits 
from self-imposed constraints that we have the power 
to change.” In other words, government spending is 
constrained by creating excess demand leading to 
inflation, not an arbitrary budget determined by self-
imposed financial constraints.

MMT contends that the fiscal authority rather than 
monetary policy is the preferred mechanism to 
create desired economic outcomes and stimulus in 
recessionary periods. Fiscal spending can be targeted 
and can ensure that the stimulus enters the real 
economy by direct spending. Monetary stimulus is an 
indirect route that tries to entice the private sector to 
spend with lower interest rates. Another monetary policy 
tool is to produce a wealth effect by creating conditions 
conducive to higher asset prices. MMT points out that 
monetary stimulus can reach its limits when the private 
sector has reached debt capacity limits. The wealth 
effect also favors households that hold financial assets. 
It may not create a strong impulse for demand: Higher-
income households have lower propensities to spend 
and thus have higher saving rates. About 50% of US 
households have no savings and likely do not benefit 
directly from a wealth effect.

A common argument is that high government deficits 
crowd out private investment as borrowing competes 
with a limited supply of savings and pushes up interest 
rates. Market participants should at least question this 
theory as US Treasury and municipal yields have been 
in a steady downtrend since the early 1980s despite 
an average aggregate government deficit of 4.5% of 
GDP per year. Since 1980 there have only been two 
years—1999 and 2000—in which the government sector 
ran a surplus. The cost of capital has not hindered 
businesses from investing. Investment has stagnated in 
certain periods due mostly to concerns about sufficient 
future demand. 

After the Fed launched a series of bond-buying programs 
known as quantitative easing (QE) to combat the 
Global Financial Crisis in 2008–2009, several respected 
economists and investors penned a letter warning of 
materially higher inflation. Many investors took heed and 
have avoided longer-duration fixed income and allocated 
funds to inflation hedges. MMT would have provided 
a different perspective, noting that QE was mainly a 
maturity swap of government liabilities—new dollars were 
not entering the economy and were being held as excess 
reserves at the Fed. In other words, QE did not lead to 
increased spending and had little direct real effects on the 
economy. Envisioning multiple perspectives could have 
prevented investors from allocating dollars to inflation 
hedges that materially underperformed long-dated fixed 
income as time passed.

Today, concerns are back regarding high deficits to 
combat the severe economic downturn and spending 
financed in more direct coordination with the Fed. 

 

MMT is not a free lunch. There are very 
real limits and failing to identify—and 

respect—those limits could bring great 
harm. MMT is about distinguishing the real 

limits from self-imposed constraints that 
we have the power to change.

Stephanie Kelton, MMT economist
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Commodities
The Bloomberg Commodity Index increased by 5.7% 
in July but is still down 14.8% for the year. Precious 
metals led gains in July with gold rising 8.6% and silver 
up 30%. Investors are seeking safe-haven alternatives 
with low bond yields, negative real interest rates, and 
an increased risk of higher inflation with significant 
government spending. The durability of higher inflation 
expectations will be dependent on increases in actual 
inflation. As previously mentioned, an MMT framework 
can provide valuable insight into the interaction of 
deficit spending and inflation. However, in the short-
to-intermediate term, higher inflation expectations 
can lead to higher prices for inflation hedges. Cyclical 
commodities such as oil and industrial metals also 
gained during the quarter as a result of improving global 
economic trends, especially in China.

Real estate
Public real estate investment trusts (REITs) continued 
to lag the overall equity markets, gaining 3.8% for 
the month and bringing the YTD return to -10%. The 
impacts of COVID have created wide dispersion in 
property types. The beneficiaries are industrial due to 
growth in e-commerce, data centers, and cell towers 
with the penetration of cloud computing and high 
growth for data demand and single-family homes. 
These sectors are up 15%, 33.7%, 18%, and 2.8% YTD, 
respectively. The laggards include retail, particularly 
malls, lodging, and office. These sectors are down 
39.7%, 53.1%, and 23.4% YTD, respectively. Retail has 
been structurally impaired for the past several years as 
e-commerce continues to grow share.

Private real estate markets are catching up with public 
market pricing. Some of the pricing differentials are 
due to timing along with property mix, quality, and 
location differences. Private core real estate declined 
1.75% for the quarter ending June 30, as measured 
by the NCREIF NFI ODCE Index, a popular private real 
estate fund index. The ODCE Index is down about 1% 
for the year. We expect private core real estate could 
experience markdowns for the next quarter or two. 
However, we believe private core real estate can provide 
valuable attributes to a portfolio, particularly inflation-
resistant, stable income. Private real estate funds 
currently provide yields of 4% to 5%, which is attractive 
given the current level of bond yields.

A key difference today is that fiscal stimulus is more 
aggressive than monetary in leading to freshly minted 
dollars entering the real economy. While to some this 
may seem “unnatural” since households lack this 
ability, these operations may or may not lead to higher 
inflation. If Fed-financed deficits lead to excess demand 
compared with aggregate supply, inflation could arise. 
However, there is substantial slack to absorb higher 
demand. The broadest measure of unemployment plus 
underemployment is currently 18%. Capacity utilization 
is 68.6%. The risk of inflation in the near-to-intermediate 
term appears low as government spending compensates 
for materially lower private spending and investment. High 
government borrowing does not appear to be crowding 
out private borrowing as US Treasury yields remain at 
all-time lows. Corporate bond issuance is setting records 
in terms of volume.

We recognize that MMT is not a panacea and has its 
flaws. However, its framework and core tenants can 
provide valuable insights, and successful investors and 
economists have used MMT tools to improve results. 
Given the complexity of global markets and economies, 
we believe investors can increase the probability of 
success by retaining their mental flexibility and attempting 
to best understand what is happening and could happen 
compared to what should happen.

Fixed income
US bond markets generated substantial 
gains in July with the Bloomberg Barclays 

Aggregate Bond Index increasing 1.5% for the month, 
bringing year-to-date (YTD) gains to 7.7%. Lower yields 
across the curve led to strong gains in Treasuries. The 
US 10-year yield fell from 0.66% to 0.53% for an all-
time closing low. The US 30-year yield decreased from 
1.41% to 1.19%, leading to a gain of 5.6% for the month 
and 31.8% for the year. Municipals continued their rally, 
gaining 1.7% for the month as the yield-to-worst on the 
Bloomberg Barclays Municipal Index decreased to  
1.2% from 1.5%

Improving economic trends and direct Fed intervention 
led to continued gains in corporate credit in July. The 
Bloomberg Barclays US Corporate Bond Index (IG) 
increased by 3.3% as credit spreads tightened to 1.3% 
from 1.5%. US high-yield bonds gained 4.7%, and 
spreads fell to 4.9% from 6.3% at the beginning of the 
month. With low yields, liquidity needs, and insatiable 
investor demand for income, corporate bond issuance  
is up a staggering 70% on a year-over-year (YOY) basis.
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Hedge funds
Global hedge funds increased by 1.4% for the month. 
Gains were led by event-driven-oriented strategies. 
Increased distress and corporate activity provide greater 
opportunities for event-driven managers. Relative 
value-oriented managers gained 2% for the month, with 
continued dislocations across asset pricing, providing 
interesting opportunities. Key Private Bank emphasizes 
relative-value-oriented strategies that generate a majority 
of returns through relative security selection compared 
with beta to risk markets such as equities and credit. It is 
inefficient to incur higher hedge fund fees to gain access 
to beta when passive vehicles such as exchange-traded 
funds (ETFs) can provide the same exposure essentially 
for free. Alpha, through security selection, is scarce 
and highly valuable to portfolios and should be worth a 
premium. A diversified basket of low-beta hedge funds 
can provide benefits to a portfolio, especially given the 
low return prospects for bonds. It is feasible for a well-
constructed hedge fund portfolio to deliver returns of 5% 
to 7% with volatility similar to core bonds.

Tactical asset allocation
In July, we increased our equity allocation 
to neutral to reflect the improving economic 

trends and reduced risk of a further sharp sell-off 
with continued stimulus from the monetary and fiscal 
channels. Within equities, we favor the US compared 
to developed international given a higher weight to 
more dynamic sectors such as Information Technology. 
Europe has less fiscal flexibility due to its governance 
structure, but we note that the European Union (EU) 
has made important inroads recently. Within fixed 
income, we prefer investment-grade corporate bonds 

For more information about how the market climate might impact your portfolio, 
contact your Key Private Bank Advisor.
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Tactical Asset Allocation

Stocks Bonds Cash Alts/Diversifiers

Neutral Neutral Neutral Emphasize– 
Client specific

Equity Geographic Emphasis

United States International –  
Developed

International –  
Emerging

Emphasize De-emphasize Neutral

Key Private Bank Asset Allocation Recommendations  
as of August 2020

Fixed Income Emphasis

Duration Treasuries/ 
Government

Investment 
Grade Corp. High Yield

Neutral De-emphasize Emphasize Neutral – 
Active Mgt.

over Treasuries based on the potential for further spread 
tightening. Spreads are at the long-term average, but we 
believe the direct intervention by the Fed increases the 
probability that spreads could continue to tighten. We 
continue to emphasize alternative investments for suitable 
clients, especially in light of low bond yields that point to 
lower future returns and reduced portfolio diversification 
benefits. As previously mentioned, a well-constructed 
hedge fund portfolio to emphasize relative value compared 
with beta has the potential to deliver attractive returns at a 
level of volatility similar to core bonds.
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