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August 9, 2021 

 

Macro… From Great to Good  

For some time, our view is that the economy is 
accelerating from the “Covid-sized” hole 
created in 2020. As economies re-opened and 
activity began to surge, this view has now 
become consensus among investors, 
according to the Bank of America Fund 
Manager Survey (Chart 1).  

 

But as the tailwind from stimulus fades and the 
vaccination campaign winds down, economic 
momentum has likely peaked with 
expectations. Historically, a slowdown in 
growth has been associated with lower overall 
equity returns. But this is expected: the next 
leg of the rally in risk assets will not have the 
strength of the past year. However, we believe 
there are reasons to expect this “slowdown” to 
be relatively benign and remain overweight risk 
assets (especially certain pockets). 
 
First, US growth is slowing from exceptionally 
strong levels and will remain above-trend. The 
golden rule of investing is to stay bullish on risk 
assets unless one think’s there is a recession 
around the corner (Chart 2). In our view, 
growth is highly unlikely to turn contractionary 
anytime soon.  
 

 Much Ado About Inflation   

Concerns about higher than expected inflation have weighed on investors over the first half of the year. In our last Quarterly 
Commentary, we discussed our view that structurally higher inflation is not a near term risk. This quarter, we’d like to 
elaborate further on that view and add nuance because we believe that the data will continue to be a bit noisy.  
 
First, US consumer price inflation is trending up. But this is not surprising … expansionary factors like fast money supply 
growth (stimulus) and stronger demand (reopening) are driving up prices. However, base effects are a big part of the story. 
Inflation plunged during last spring’s lockdowns, resulting in a significant base effect over the last several months.  Now with 
investor inflation expectations at/near all-time highs, we believe these current inflationary dynamics are already priced into 
markets. For example, the 10-year treasury yield is down over 50 bps in the face of “blowout” CPI reports over the last 
couple months. And reflation assets that had been outperforming since September, have cooled down since May.  

http://donoghueforlines.com/wp-content/uploads/donoghue-forlines_commentary-q1-2021.pdf
http://donoghueforlines.com/wp-content/uploads/donoghue-forlines_commentary-q1-2021.pdf
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Moreover, a transitory pickup in inflation is a policy 
goal of the Federal Reserve. We believe the real 
risk to markets would be a more hawkish central 
bank. But we do not expect data over the next few 
months will make them flinch and future moves will 
continue to be dictated by labor market dynamics 
(which are a long way from normalization).  
 
Finally, after a transitory pickup in inflation, we 
believe structural deflationary trends will reassert 
themselves. Technology continues to produce 
more (and better) goods & services at a lower cost 
while suppressing workers’ wages at the same 
time. Globalization and free trade (global and 
domestic) allows bigger labor pools to be utilized, 
leading to the production of more goods at a lower 
cost. And the pandemic accelerated structural low-
end job losses and already plunging global birth 
rates. 
 
While structural deflation will continue to ease 
cost pressures, we believe that the biggest 
deterrent to near term inflation will be the 
dynamics of Pandemic stimulus. Inflation bulls 
point to the >$2T extra cash in household 
accounts from post-Covid stimulus. But we 
believe this data is skewed, because despite 
narratives, ~70% of this cash has gone to the top 
20%, which is always the group least likely to 
spend. Therefore, much of the extra cash will be 
saved and not unleashed into the economy. That’s 
why a savings glut on the balance sheets of 
already-wealthy households is unlikely to boost 
inflation in a sustained way.  

 
With no structurally higher inflation, the Fed can afford to sustain 
exceptionally easy monetary policy, which should keep growth above-trend 
and continue to support equity valuations. And if inflation fears recede, the 
economic environment will begin to change from a period of reflation to 
goldilocks.  
 
This would trigger rotations from cyclical/value exposures back into 
quality/growth exposures. The fuel for this rotation will come from one-
sided positioning into the inflation trade. Tech funds have seen their largest 
outflows since December 2018, another short-term bottom for the sector. 
We have an overweight to stocks with these characteristics within our 
portfolios. In this environment, bonds will likely remain rangebound over a 
tactical timeframe. However, we will continue to avoid allocations to bonds, 
as they provide very little asymmetric risk. Therefore, we remain 
overweight stocks and credit, with a focus on quality/growth factors. 



 

See important disclosures on the final page. 

Donoghue Forlines Portfolios 
 
In today’s interest rate environment, the 60/40 retirement rule is stuck in the past. Advisors are challenged to rethink 
foundational portfolio elements of investor portfolios – which means seeking out strategies that bolster the “core” going 
forward. With no cheap assets, tactical and unconstrained management is now more important than ever.  
 
We continue to focus on the need to help craft easy-to-understand, longer-term narratives for Advisors and their Clients. 
Panicking and abandoning diversified investment strategies during volatility and market crashes/surges is a time-tested 
losing proposition. 

Donoghue Forlines solutions are designed to be client-centric and deliver strong risk-adjusted return streams through 
both our rules-based, tactical strategies as well as our global macro, fundamentally driven tactical solutions. We aim to 
capture the majority of the upside but more importantly to avoid the majority of the downside.   

We have continued to carefully assess exposure across all our portfolios over the past quarter, as per our risk 
management process.  Our positioning is outlined in more depth below. We remain cautiously optimistic to the 
continuation of the recovery but recognize the possibility that the facts can change and will adapt.  
 
We will stay vigilant with our goal of seeking strong risk-adjusted returns. Please visit our website at 
www.donoghueforlines.com for our latest information including Fact Sheets for the entire suite of products. Thank you for 
your confidence in Donoghue Forlines. Please let us know if you have any questions.  
 
Regards,  

 

Jeffrey R. Thompson  
Chief Executive Officer  
 Portfolio Manager   

  

 

The following reflects Donoghue Forlines’ portfolios positioning as of June 30, 2021. 

Donoghue Forlines Dividend Portfolio 

Positioning: 100% allocated to large and mid-sized high yielding stocks with a diversified sector exposure and quality 
orientation.  

During the quarter, the portfolio did not receive a technical trigger and remained 100% invested. On June 4th, the 
portfolio was reconstituted and rebalanced.  

 

Donoghue Forlines Momentum Portfolio 

Positioning: 100% invested in large and mid-sized stocks exhibiting strong short-term momentum with a diversified sector 
exposure. 

During the quarter, the portfolio did not receive a technical trigger and remained 100% invested. On June 4th, the 
portfolio was reconstituted and rebalanced.  

http://donoghueforlines.com/
http://donoghueforlines.com/resources/
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Donoghue Forlines Treasury Portfolio 

Positioning: 100% invested in intermediate-term U.S. Treasury bonds via ETF exposure. 

The Donoghue Forlines Treasury Portfolio began the second quarter bullishly invested in long term US Treasuries. In 
early-April the portfolio’s technical signals triggered a shift into intermediate-term US Treasuries. The DF Treasury 
Portfolio was our best performing strategy in 2020 and has received wide recognition from peers within the industry for 
its strong performance and risk mitigation. In particular, the strategy was awarded a PSN Top Guns distinction by Informa 
Financial Intelligence’s PSN manager database, North America’s longest running database of investment managers. The 
award is a 3 Star Top Gun rating for our Donoghue Forlines Treasury SMA, meaning the Treasury SMA had one of the top 
ten returns for the three-year period in its respective universe.  

We continue to suggest that this strategy should not be utilized as a standalone solution, but rather should be blended 
with other solutions to provide a potential hedge in risk-off market environments. 

BLENDED SOLUTIONS 

The blended solutions combine the best ideas from our rules-based and global macro solutions into long-term investment 
solutions. 

Donoghue Forlines Income Portfolio 

The DF Income Portfolio’s asset allocation at the quarter end is as follows: 3% in cash, 80% in fixed income, 11% in 
equities, and 6% in alternatives.  

Target Allocations: *(55%) in Donoghue Forlines Tactical Income Fund; (31%) in Donoghue Forlines Risk Managed 
Allocation Fund; (12%) in Trim Tabs Donoghue Forlines Tactical High Yield ETF; and 2% Cash. 

Donoghue Forlines Dividend & Yield Portfolio  

The DF Dividend and Yield Portfolio’s allocations at quarter end are as follows: 3% in cash, 47% in fixed income, 45% in 
equities, 5% in alternatives.  

Target Allocations: Donoghue Forlines Tactical Income Fund (34%); Donoghue Forlines Tactical Allocation Fund (34%); 
Donoghue Forlines Risk Managed Income Fund (15%); Donoghue Forlines Dividend Fund (12%); Donoghue Forlines 
Momentum Fund (3%); and 2% Cash. 

Donoghue Forlines Growth & Income Portfolio  

The DF Growth and Income Portfolio’s allocations at quarter end are as follows: 3% in cash, 24% in fixed income, 70% in 
equities, and 3% in alternatives.  

Target Allocations: Donoghue Forlines Tactical Allocation Fund (48%); Donoghue Forlines Momentum Fund (21%); 
Donoghue Forlines Risk Managed Income Fund (5%); Donoghue Forlines Tactical Income Fund (10%); Donoghue Forlines 
Dividend Fund (15%); and 2% Cash. 

IMPORTANT RISK INFORMATION  
 
The views expressed are current as of the date of publication and are subject to change without notice. There can be no assurance that markets, sectors or regions will perform 
as expected.  These views are not intended as investment, legal or tax advice. Investment advice should be customized to individual investors objectives and circumstances.  
Legal and tax advice should be sought from qualified attorneys and tax advisers as appropriate. 
 
Past performance is no guarantee of future results. The material contained herein as well as any attachments is not an offer or solicitation for the purchase or sale of any financial 
instrument. It is presented only to provide information on investment strategies, opportunities and, on occasion, summary reviews on various portfolio performances. Returns 
can vary dramatically in separately managed accounts as such factors as point of entry, style range and varying execution costs at different broker/dealers can play a role. The 
material contains the current opinions of the author, which are subject to change without notice. Statements concerning financial market trends are based on current market 
conditions, which will fluctuate. References to specific securities and issuers are for illustrative purposes only and are not intended to be and should not be interpreted as 



recommendations to purchase or sell such securities. Forecasts are inherently limited and should not be relied upon as an indicator of future results. There is no guarantee that 
these investment strategies will work under all market conditions, and each advisor should evaluate their ability to invest client funds for the long-term, especially during periods 
of downturn in the market. Some products/services may not be offered at certain broker/dealer firms.  

The investment descriptions and other information contained in this Markets in Motion are based on data calculated by Donoghue Forlines LLC (DF) and other sources including 
Morningstar Direct. This summary does not constitute an offer to sell or a solicitation of an offer to buy any securities and may not be relied upon in connection with any offer 
or sale of securities. This report should be read in conjunction with DF’s Form ADV Part 2A and Client Service Agreement, all of which should be requested and carefully reviewed 
prior to investing.  

There can be no assurance that the purchase of the securities in this portfolio will be profitable, either individually or in the aggregate, or that such purchases will be more 
profitable than alternative investments. Investment in any Portfolio, or any investment or investment strategy involves risk, including the loss of principal; and there is no 
guarantee that investment in Donoghue Forlines’ Portfolios or any other investment strategy will be profitable for a client’s or prospective client’s portfolio. Investments in 
Donoghue Forlines, or any other investment or investment strategy, are not deposits of a bank, savings, and loan or credit union; are not issued by, guaranteed by, or obligations 
of a bank, savings, and loan, or credit union; and are not insured or guaranteed by the FDIC, SIPC, NCUSIF or any other agency. The composite strategy provides diversified 
exposure to various asset classes such as equities, fixed income, and alternatives utilizing liquid exchange-traded products. Diversification does not guarantee a profit or protect 
against a loss.  

Investors cannot invest directly in an index.  Indexes are unmanaged.  Index returns assume the reinvestment of distributions, but do not reflect the deduction of a management 
fee, transaction and custodial charges, or other expenses; the incurrence of which would reduce the indicated historical performance results. Economic factors, market conditions 
and investment strategies will affect the performance of any portfolio, and therefore there are no assurances that any portfolio will match or outperform any particular 
benchmark. 

The BLOOMBERG PROFESSIONAL service, BLOOMBERG Data and BLOOMBERG Order Management Systems (the "Services") are owned and distributed locally by Bloomberg 
Finance L.P. (“BFLP”) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan, and Korea (the “BLP Countries”). BFLP is a wholly-owned subsidiary 
of Bloomberg L.P. (“BLP”). BLP provides BFLP with all global marketing and operational support and service for the Services and distributes the Services either directly or through 
a non-BFLP subsidiary in the BLP Countries. The Services include electronic trading and order-routing services, which are available only to sophisticated institutional investors 
and only where necessary legal clearances have been obtained. BFLP, BLP and their affiliates do not provide investment advice or guarantee the accuracy of prices or information 
in the Services. Nothing on the Services shall constitute an offering of financial instruments by BFLP, BLP or their affiliates. BLOOMBERG, BLOOMBERG PROFESSIONAL. 
BLOOMBERG MARKET. BLOOMBERG NEWS, BLOOMBERG ANYWHERE, BLOOMBERG TRADEBOOK, BLOOMBERG BONDTRADER. BLOOMBERG TELEVISION, BLOOMBERG RADIO, 
BLOOMBERG PRESS, and BLOOMBERG.COM are trademarks and service marks of BFLP, a Delaware limited partnership, or its subsidiaries. Bloomberg ©Charts  

© 2021 Morningstar. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; 
and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this 
information. Past performance is no guarantee of future results. Morningstar Rating is for the I share class only; other classes may have different performance characteristics.  

Donoghue Forlines LLC is a registered investment advisor with the United States Securities and Exchange Commission in accordance with the Investment Advisors Act of 1940. 
Registration does not imply a certain level of skill or training. 


