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Don’t Move the Goal Posts, Change the Play 

 
Conservative is too charged a word at this moment.  Pragmatic is 
better; cautious circles the wagons.  However you get there, humans 
tend to be most protective when it comes to their family, their 
health, and their livelihood.  Very rarely in history – and all the more 
so outside the envelope of war – has society been forced to face 
potentially dire circumstances for all three.  The global pandemic 
and unprecedented decision to mandate billions of people to shelter 
in place in an effort to mitigate the spread and “flatten the curve” 
had the effect of both shocking the global economy to a near-
subsistence crawl and creating the universal uncertainty against 
which we are not just reminded of the broad philosophical divisions 
rooted in society – and (again) made witness to some of its uglier 
and altogether too frequent tragic manifestations – but are now, 
more than ever, compelled to do something about it.  As we 
described it a month ago, this is a “generational moment.”  Any 
one of these issues would require time to reconcile (at least 
universally, if not to your satisfaction); taken together and made 
personal, the road to resolution will likely be longer than 
anticipated.    
  
In periods of heightened uncertainty, we believe investors are wise 
to stick with first principles.  Isolate the handful of directional 
markers that will aid – in this case – in understanding the depths of 
decline and breadth and durability of an ensuing recovery.  To this 
end, in the chaotic volatility of March, we identified a list of four 
signposts:    
  
1. The containment & cure of the virus;  
2. An understanding of trough levels of activity;  
3. The slope of the normalized forward demand curve; and,  
4. An organic growth catalyst to transition the economy from 

recovery to expansion.    
  
As the selloff metastasized into the period of yawning market and 
economic divergence that defined late-April and May, and 
throughout the current period of consolidation and fundamental 
realignment beginning in early and mid-June, this simple exercise, 
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meant to help organize our thoughts and provide unbiased 
guidance, has remained a helpful framework around which we’ve 
built our outlook on the economy and the markets.    
  
The virus, presumed (by some) to have been contained enough for 
the economy to reopen, now appears to be severely impacting new 
areas and, without question, remains uncured.  With this in mind, 
we return to the conventional wisdom that human beings will 
(generally) act with consideration in matters related to their health, 
well-being, and livelihood.  Thus, it would seem that only the 
development and distribution of therapeutics to treat the infected 
or a vaccine to inoculate those not yet exposed would be able to 
truly arrest the broad behavioral accommodations that continue to 
dampen commercial appetites in their absence severely.  By this 
measure, it would appear necessary to temper any unconstrained 
optimism.      
  
Setting the epidemiological aspect aside, we should be careful not 
to conflate signs of recent economic improvement and the initial 
bounce off of Depression-comparable activity levels, however 
notable and robust, as anything more than helping to define the 
trough in activity.  This, however, is an important step in the 
process, as it both aids in the resetting of the valuation baseline 
(which still matters), and informs the necessary growth calculus for 
the economy to recover to previous levels of activity, output, and 
profitability.  Though we have likely experienced the bottom in 
economic activity – inasmuch as we are unlikely to shutter the 
whole of the economy again – and are now defining it numerically, 
we remain suspicious (and without discernable information) on the 
slope of the normalized forward demand curve or the durability of 
the nascent recovery.  Now, bring unanswered questions and a 
broadening set of concerns related to the virus back into the 
equation, and visibility becomes increasingly cloudy.    
  
Where from here?  To a degree, market action in June and July has 
helped to renew our faith in the longstanding relationship between 
the underlying health and growth trajectory of the economy, and 
the valuations reflected in shares.  The yawning disconnect 
presenting itself in late-May appears to have relaxed. It seems less 
prone to tease the conditions typically preceding a volatile 
recalibration should the economy not live up to its end of the 
bargain.  The second quarter earnings season – now underway – 
will help to level set expectations.  While the Street remains 
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generally optimistic about previous peak levels of activity, output, 
and profitability by the tail end of next year (2021), bear in mind 
that prevailing estimates for S&P 500 profits remain flat for the 
next twelve months.  The gap between the 12-month horizon and 
the quarters on the long-end of the estimate curve is typically not 
so wide.  Either the Street is too cautious on the next 12 months, 
or too optimistic on the 6 months thereafter.  What do you think?  
In the absence of solutions to the persistently vexing public health 
concerns – to ignite a durable recovery – and without a discernable 
organic catalyst – to attract capital and feed the transition from 
recovery to expansion – we suspect longer-dated expectations will 
need to be revised lower.    
  

 
 
All is not lost, however.  Such an environment provides a 
compelling backdrop for both tactical allocators.  We remain 
comfortable with our current allocation across Stocks (64%), 
Bonds (27%), and Cash (9%).  This translates to a modest (+400bp) 
overweight in equities, a significant (-1,100bps) underweight in 
fixed income, and a material reserve of cash and equivalents 
(+700bps above benchmark).  We did introduce a 2% allocation to 
Gold in June as a subset of our Cash & Equivalents allocation as 
we watch the peaking of the U.S. Dollar and an uptick in the 
volatility of inflation/deflation expectations.  While keeping a 
particularly close lookout for any green shoots, we are not in any 
rush to draw on cash reserves to jump at perceived pockets of 
strength (though we are particularly mindful of investors stated 
desire for equities to decline before putting money to work).    
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Believing the recovery will play out over a longer period than the 
consensus believes, our style bias remains tilted in favor of Growth 
shares from the neutral positioning we’ve held over the last six 
months.  When growth is scarce, go for Growth.  The natural 
calculus of economic data is very likely to present investors with an 
urge to rotate into value during the anticipated “3Q bounce.”  It is 
our current position that this bounce will amount to a “v-shaped 
head fake.”  In addition, we have pulled down our exposure to both 
International shares and Local EMD, allocating to Domestic (U.S.) 
shares in the equity column and Agencies on the debt side.  What’s 
more, it seems reasonable that, in order to get to a sustainable rally 
in equities, bond yields would need to go up.  Funding of increased 
equity exposure is more likely to come at the expense of longer-
dated fixed income exposure, particularly in U.S. Treasuries.    
  
To see it from another angle, the compounding set of challenges 
faced by investors attempting to drive alpha by constructing 
portfolios of well-considered, long-dated, single-stock investments 
can perhaps best be viewed in the conception of the three largest 
single-stock weights in the S&P: Microsoft (6%), Apple (6%), and 
Amazon (5%) now make up nearly a fifth of total index share.  
They’re effectively their own quintile.  Beginning roughly with the 
bursting of the Tech Bubble, the shift to holistic product-based 
wealth management and the proliferation of ETFs helped 
emphasize flows over fundamentals in price discovery (i.e., the 
active to passive shift).  Over the past two decades, this trend has 
been exacerbated and reinforced by fundamental (no pun intended) 
changes in market structure: decimalization, the volume shift away 
from the Floor, and the advent of co-location and HFT, to name a 
few.  The coup de grace came in the form of permanently 
accommodative monetary policy and the marked increase in 
corporate share repurchase, which presented the interesting 
dichotomy of both lifting share prices and not allowing the market 
to clear dead weight.  
  
Historically, following a market-clearing recession, the dispersion 
in operating results among companies is low, and aggregate forward 
returns are high (+18.7%  when starting below the 25th percentile 
since 1990), which creates a high bar for stockpickers; better to be 
in the market than be selective.  As the cycle matures, however, 
stronger operators pull away from pack, marginal operators fall 
from it, and the variance increases.  When operating dispersion is 
high, aggregate forward returns tend to be low (+6.6% when 

 



July 17, 2020 

 

 

Strategas Asset Management | 52 Vanderbilt Ave, New York, New York 10017 | (855) 273-7227  Page | 5 

starting above the 75th percentile since 1990); better to trim the fat 
and concentrate holdings.  While this cyclical ebb and flow persists, 
the lower bound has been raised: dispersion is higher inasmuch as 
the market is not clearing.  Market performance remains more a 
function of flows than fundamentals.    
  
For all the pockets of uncertainty, discover the market-moving 
force, and use it to your advantage.  
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IMPORTANT DISCLOSURES 
 
This communication was prepared by Strategas Asset Management, LLC ("we" or "us").  Recipients of this 
communication may not distribute it to others without our express prior consent.  This communication is provided 
for informational purposes only and is not an offer, recommendation or solicitation to buy or sell any security.  This 
communication does not constitute, nor should it be regarded as, investment research or a research report or securities 
recommendation and it does not provide information reasonably sufficient upon which to base an investment 
decision. This is not a complete analysis of every material fact regarding any company, industry or security. Additional 
analysis would be required to make an investment decision. This communication is not based on the investment 
objectives, strategies, goals, financial circumstances, needs or risk tolerance of any particular client and is not presented 
as suitable to any other particular client.  
  
For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify 
the intended recipients of this communication as "professional clients" or "eligible counterparties" with the meaning 
of MiFID II and the rules of the U.K. Financial Conduct Authority. The contents of this report are not provided on 
an independent basis and are not "investment advice" or "personal recommendations" within the meaning of MiFID 
II and the rules of the U.K. Financial Conduct Authority. 
 
The information in this communication has been obtained from sources we consider to be reliable, but we cannot 
guarantee its accuracy. The information is current only as of the date of this communication and we do not undertake 
to update or revise such information following such date. To the extent that any securities or their issuers are included 
in this communication, we do not undertake to provide any information about such securities or their issuers in the 
future. We do not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, 
financial models or other guidance on any particular securities or companies. Further, to the extent that any securities 
or their issuers are included in this communication, each person responsible for the content included in this 
communication certifies that any views expressed with respect to such securities or their issuers accurately reflect his 
or her personal views about the same and that no part of his or her compensation was, is, or will be directly or 
indirectly related to the specific recommendations or views contained in this communication. This communication is 
provided on a "where is, as is" basis, and we expressly disclaim any liability for any losses or other consequences of 
any person's use of or reliance on the information contained in this communication. 
 
Strategas Asset Management. LLC and Strategas Securities, LLC are affiliated with Robert W. Baird & Co. 
Incorporated ("Baird"), a broker-dealer and FINRA member firm, although the firms conduct separate and distinct 
businesses.  A complete listing of all applicable disclosures pertaining to Baird with respect to any individual 
companies mentioned in this communication can be accessed at http://www.rwbaird.com/research-
insights/research/coverage/third-party-research-disclosures.aspx. You can also call 1-800-792-2473 or write: Robert 
W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, Milwaukee, WI 53202. 
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