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Though the odds of a 2022 recession remain low, it’s hard to find 

many “cheap” assets, and we remain skeptical that the policy mix 

will shift enough to ease the sense that stocks are the only real 

option for those seeking adequate returns. Thus, as we enter 2H21, 

we might best be described as “somewhat unenthusiastic bulls.” 
 

 

THEME #1:  STICKY INFLATION & THE NEED FOR SHORTER DURATION EQUITIES 

As the markets’ muted reaction to higher-than-expected inflation has indicated, the Federal Reserve appears to have done 

a great job in convincing investors that signs of higher inflation will be temporary. To summarize our view: We remain 

skeptical. And we don’t need to see 1970s-style inflation for outcomes to be affected—even a shift to 3% from 2% inflation 

over the coming decade would mark a meaningful change for investors. To account for this possibility, we believe 

investors should start to think about their equity portfolio in terms of duration (much like fixed income), defined broadly as 

how long it takes to be repaid by an investment’s cash flows.  

Higher inflation + higher long-term interest rates should prompt investors to seek out equities where cash flows (dividends, 

share repurchases) are returned to investors more quickly. We think this strategy is far less risky than holding stocks with 

prices tied largely to value to be created far out in the future, where an increase in interest rates would have a direct and 

immediate negative impact on value. In line with this view, we remain overweight the Energy, Materials, Industrials, 

and Financials sectors. Within Technology, we would stick with high-quality names throwing off large amounts of cash. 

THEME #2:  A “HOTEL CALIFORNIA” POLICY MIX 

The iconic Eagles tune may serve to describe the difficulties of 

weaning the country off ultra-accommodative fiscal and monetary 

policies—you can check out any time you want, but you can never 

leave. The Fed has the tools to fight inflation should it prove 

problematic, but does the political capital exist to use those tools if 

the country is still far from full employment? Raising interest rates 

preemptively to battle inflation would undoubtedly curb the 

economic recovery. With GDP and corporate profits poised to 

reach new highs despite ~7.5 million fewer people in the workforce 

(versus pre-Covid), many firms may have learned how to do more 

with less labor. While that’s a boon for profits and productivity, it 

could lead to even greater attempts to ease the financial pain of 

those displaced in the post-Covid economy via more permanent 

policy accommodation. Of course, productivity gains (i.e. output 

per hour worked) could be the great equalizer, offsetting 

inflationary pressures while strengthening the recovery. But a 

graceful transition from one economic regime to another may 

be more difficult than anticipated. 
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THEME #3:  LOWER REAL RETURNS FROM FINANCIAL ASSETS 

With the S&P trading at more than 22x forward earnings and the 10-year Treasury at about 1.5% (both rich by historical 

standards), it seems unlikely that the returns on financial assets we saw over the last ten years will be reproduced 

in the next decade. And as we noted in Theme #2, without strong productivity growth, inflation could continue to be a thorn 

in our economy’s side. While friendly fiscal and monetary policy can lead to much-better-than-expected growth in revenues, 

profit margins are likely to struggle for companies held hostage by higher input costs (such as labor and raw materials). 

Strong revenue growth can obscure a deterioration in margins for a long time until, perhaps, too late.  

Finally, some quick back-of-napkin math we think could be insightful: Since 1970, the sum of the average price-to-earnings 

ratio of the S&P 500 and the rate of inflation in any given year has equaled 20 (“the rule of twenty”). The higher the result is 

above 20, the lower equity returns are likely to be in the future. A forward P/E of 22.5 paired with inflation expectations of 

2%–3% doesn’t leave a lot of room for error. 

THEME #4:  THE US DOLLAR AS INVESTORS’ MOST IMPORTANT PRICE SIGNAL 

If, at any time over the last 50 years, you’d asked a group of money managers to choose one single indicator with which to 

make investment decisions, it would have likely been the 10-year US Treasury yield (as it represents the safety and 

soundness of the financial system of the United States). However, we believe the rapidly expanding balance sheet at the 

Federal Reserve makes it more difficult to trust the some of the signals from the Treasury market today. 

Therefore, we think that the U.S. dollar may be a 

better measure in the current environment, as the 

currency markets are deeper and less prone to 

manipulation. While it’s the consensus view at this 

point, we remain bearish on the near-term 

prospects for the US dollar, particularly with the US 

economy running a funding gap (budget + trade 

deficits) of ~25% of GDP. Still, if you sell the USD, 

you must buy another currency, and we’re the first 

to admit that there aren’t a lot of great options on 

that front. However, it’s not difficult to imagine 

fiat currencies continuing to decline versus 

hard assets (commodities, real estate) in the 

current environment of unlimited policy 

accommodation and inflationary pressure. 

THEME #5:  POPULISM ISN’T DEAD, IT’S RESTING 

While the recovery continues, it seems likely to us that the economic response to the Covid-19 pandemic has both widened 

the wealth gap and heightened middle class concerns over globalism, free trade, and immigration. Although there is a 

general sense that the Biden administration has reestablished the generally accepted world order as it existed post-WWII, 

we believe it would be unwise to forget Brexit and the election of President Trump. Plenty of other examples from across 

the globe in recent months have driven this idea home. Stateside, the ability of President Biden to pass a large infrastructure 

package and increased taxes is likely to have a big impact on the midterm elections in 2022. The benefits of infrastructure 

spending are notoriously long and variable, while tax increases tend to be immediate. We think it’s worth watching 

the implications of such policy decisions for both resurgent populism and investment outcomes. 
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IMPORTANT DISCLOSURES 

This communication was prepared by Strategas Securities, 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; therefore, this communication should 

be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 

conducting their own analysis, risk evaluation, and decision-making regarding their investments.  

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 UK 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 UK 

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 Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 

adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 

LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA 

member firm, although the two 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/thirdpartyresearch-

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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