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CORE MARKET VIEWS
These views reflect a short-term horizon and the potential direction and conviction of the Team’s quantitative and qualitative analysis.
Views are independent of portfolio construction considerations. 
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Equities & Credits
The generally constructive view for risk assets 
is supported by primary return drivers remaining 
intact – namely, potential earnings growth and 
tamed inflation. Across many developed 
markets, positive market momentum has 
become excessive, tempering the constructive 
view. In contrast, equity returns in emerging 
markets have been more muted, largely 
impacted by a bifurcation of returns for China 
vs. other key emerging economies. 

Fixed Income (Rates)
While it’s likely that the rate peak is behind us, 
rate volatility remains likely as the Fed seeks 
further confirmation of the disinflation trend 
before easing policy from current levels. In the 
Euro-zone, growth and inflation data have been 
less robust than in the U.S., suggesting rate 
cuts may come earlier.

Currencies & Commodities
The dollar has benefited from reduced 
expectations for rate cuts in the U.S., while Gold 
maintained its appeal as a safe-haven 
especially if the base-case of a soft landing 
proves too optimistic over the short term. 

Past performance is not indicative of future results. U.S. Large represented by S&P 500® Index; Europe by Euro Stoxx 50; Japan by TOPIX; EM by 
MSCI Emerging Markets Index; U.S. High Yield spread by Markit CDX.NA.HY 5-year excess return Index; EM spread by Markit CDX.EM 5-year excess 
return Index. U.S. 10yr and Euro-zone 10yr are represented by generic 1st futures contracts on 10-Year U.S. Treasury Notes and 10-Year German Bunds, 
respectively. For currencies, euro (EUR) and Japanese yen (JPY) are represented by each respective generic 1st futures contracts. For commodities, the 
indicated markets are represented by their generic 3rd futures contracts. Indexes are defined on page 2.

BROAD MARKET VIEWS

Equities The global economy remains resilient, supporting the base-case expectation of an 
economic soft landing. A key risk to this base-case is stickier than expected inflation 
causing policy rates to remain elevated for longer. The remaining battle towards 2% 
inflation is expected to be turbulent, as has been observed by recent inflation and growth 
data. Accordingly, market expectations for rate cuts, as proxied by fed fund futures, have 
been reined in to imply three cuts by year end, now aligned with the Fed’s dot plot. The 
US Dollar has benefited from the market’s reduced expectations for rate cuts, while 
equities were boosted by strong earnings and growth data. 

Fixed Income (rates)

Currencies (vs. USD)

Commodities
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Higher correlation exhibited when: 

Asset groupings: Closer

Line lengths: Shorter

Diversification structure of core markets: Hierarchical clustering is an unsupervised learning algorithm which was applied to an exponentially weighted 
correlation matrix (1-year lookback, 6-month half-life, weekly data).

Index definitions: The S&P 500® Index is a free-float market capitalization-weighted index of 500 of the largest U.S. companies. The index is 
calculated on a total return basis with dividends reinvested. The EURO STOXX 50 Index, is Europe's leading blue-chip index for the Eurozone, 
provides a blue-chip representation of supersector leaders in the region. The index covers 50 stocks from 11 Eurozone countries. The TOPIX, also 
known as the Tokyo Stock Price Index, is a capitalization-weighted index of all companies listed on the First Section of the Tokyo Stock Exchange. The 
MSCI Emerging Markets Index is a free float-adjusted market capitalization-weighted index designed to measure equity market performance in the 
global emerging markets. The index is calculated on a total return basis with gross dividends reinvested. U.S. HY Spread and EM Bond spread are 
represented by the Markit CDX.NA.HY and CDX.EM 5-year Excess Return Indexes, respectively, which are depicted by long and short unfunded 
positions measuring daily credit returns of the respective CDX index. The indexes always aim to track the on-the-run series and are rebalanced on a 
daily basis. Any coupons received are immediately reinvested back into the index. The indexes are unmanaged, their returns do not reflect any fees, 
expenses, or sales charges, and are not available for direct investment. 

All investments carry a certain degree of risk, including possible loss of principal.

The commentary is the opinion of Virtus Multi-Asset Team. This material has been prepared using sources of information generally believed to be 
reliable; however, its accuracy is not guaranteed. Opinions represented are subject to change and should not be considered investment advice or an 
offer of securities. 
Past performance is no guarantee of future results.
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Diversification structure of core markets

Why it matters: How markets move with each other sits at the core of portfolio construction and risk management. 

However, deciphering the market’s structure is both a complex and time varying task. As an example, with a universe 
of just 13 markets, there are 78 resulting cross correlations to consider, and these relationships change over time. 

To reduce the complexity, hierarchical clustering helps illustrate which markets might be adding diversification and 
which might be adding risks already present in a portfolio. 

Interpreting the correlation hierarchy

Correlation to: US Large 
Equities

US 10Yr 
Bonds

German 10Yr Bonds 0.34 0.83

US 10Yr Bonds 0.38 1.00

Gold 0.16 0.46

JPY (vs. USD) 0.19 0.57

EUR (vs. USD) 0.42 0.39

EM Equities 0.63 0.34

European Equities 0.62 0.25

EM Bond Spread 0.63 0.29

US High Yield Spread 0.81 0.32

US Large Equities 1.00 0.38

Japanese Equities 0.56 0.22

Copper 0.17 0.08

Oil (WTI) 0.07 -0.22


	Slide Number 1
	Slide Number 2

