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How Much Longer? 

 
Time flies.  It has – amazingly – already been five months since a 
large share of the global economy was mandated to a near-
subsistence crawl.  How much longer until we're back on our feet?  
It’s uncertain.  While there continues to be evidence of emerging 
green shoots, suggesting that we have likely seen trough activity 
levels, the persistence of the virus and related behavioral 
accommodations has dampened commercial appetites and made 
reopening the economy jagged (at best).  For those predisposed to 
a period of pause, reflection, and relaxation before the traditional 
chaotic churn of the fall season gets underway post-Labor Day, 
there remains much to distract the mind – and even prevent such 
attention to one's physical and mental wellbeing.  Inasmuch as there 
seems to be little to suggest our lives, at least in the short course, 
will either revert to their pre-pandemic norms (can they ever?) or, 
at least, evolve to a new, acceptable post-pandemic normal.  Of 
course, we know that day will come – eventually – but, for the 
moment, we seem to be in an almost suspended state.   
 
As always in this forum, we aim to focus and comment on the 
intersection of where we were and where we may be headed from 
an investors' vantage point.  We remain acutely aware, however, of 
the material impact the pandemic has had – and continues to have 
– on a personal and societal level.  There have been ~750,000 
deaths globally attributed to Covid-19, with ~165,000 tragically 
occurring in the United States, and it is estimated that nearly a fifth 
of the global workforce has lost work due to the contraction in 
economic activity; that's as many as 30 million in the U.S. alone.  
Those are big numbers. That’s bad – even in the abstract.  Now 
imagine if it's you, or a member of your family, that makes the count 
just one higher.  Not so abstract anymore.   
 
With this binary severity in mind, we see the investor presented 
with a series of decisions, increasingly well framed by varying time 
horizons, and most easily assessed – buy our lights – through the 
prism of valuation. 
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Admittedly, valuation is a poor timing tool, rendering its utility in 
the short-term questionable.  With prevailing nominal rates 
effectively anchored to the lower bound, across the curve (and 
negative in real terms at many points), an argument can even be 
presented attacking the utility of the exercise altogether.  So, in the 
near-term – in our suspended state – investment decisions seem to 
be largely informed by the flow (and some frustrating ebb) of 
monetary and fiscal policy.  As we write, the U.S. Congress 
continues to debate the size, shape, and focus of a fifth $1 trillion-
plus stimulus package. Rather than contemplating whether they 
should or shouldn't pass another bill, they are focused instead on 
what size and to what ends the bill should be targeted.  In the 
vacuum of Congress' disagreement, the President has taken 
executive action (despite if one agrees or disagrees with the legality 
or efficacy of such an order).  We feel it is safe to say that 
unconstrained policy accommodation, regardless of the efficiency 
of its timing or allocation, is fueling the market's advance.  In the 
wake of the Financial Crisis, we turned to the phase, "bullish 'til the 
bill comes due." We may need to dust it off again…  So, while it is 
likely that the bottom is in and clear that the market continues to 
favor flows over fundamentals in the short-term (which is bullish), 
we maintain that equity prices are ultimately a function of earnings 
and interest rates – not interest rates alone. 
 
To this end, we believe corporate profits will begin to come back 
into focus as investors look down the road.  Despite persistent 
uncertainty regarding the virus and lack of visibility of the path to 
normal (even a new normal), the Street continues to harbor rather 
optimistic expectations in the intermediate-term (six to twelve 
months) for a recovery to previous levels of activity, output, and 
profitability.  While fiscal policy in its current form has amounted 
to trillions of dollars of income replacement and, in turn, a notable 
increase in the consumption of goods, it is important to consider 
that: one, consumption is a far larger share of the U.S. economy 
(~67 percent) than it is in the aggregation of S&P 500 revenue (~20 
percent); and two, absent the President's executive order, which 
attempts to re-allocate unspent CARES Act funds, Congress has 
allowed specific extended unemployment allocations to expire.  A 
greater challenge will be the re-assembly of the S&P revenue stack, 
heavily dependent on the provision of services.  The jaggedness of 
the reopening has impaired the slope of recovery in the service 
economy, which helped the Index achieve cycle (and all-time) peak 
profitability in the second half of last year.  The continued 
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dislocation – and a lack of pent-up demand – in the service 
economy makes us uncertain of the broader economy's ability to 
transition from an income replacement-driven recovery to an 
organic expansion fueled by private sector capital investment.   
 

 
 
As the broader equity market presses back to pre-pandemic highs 
– having already achieved it in some corners, most notably Big Tech 
– the question is whether corporate profits will hold-up their end 
of the bargain. By our lights, this outlook is built mostly on a 
"return-to-normal" thesis. The post-Financial Crisis earnings 
recovery had "return-to-normal" undertones inasmuch as the 
material impairment of asset prices (the major cause of the earnings 
decline) was slowly reversed or written off, while traditional 
economic sectors, notably in services, recovered. The post-
Lockdown recovery appears to have the opposite construction.     
 
Putting pen to paper, the S&P 500 currently trades ~23 times 
trailing twelve months (TTM) earnings (~$144). A modest (and 
conceivable) +10% move in the Index from current levels (to 
~3,600) and the realization of prevailing consensus CY'20 earnings 
estimates (~$124) and the trailing multiple on the S&P would 
eclipse 30 times by the end of this year.  That will raise eyebrows.  
For those inclined to keep an eye on the horizon, the same price 
move (+10%) on next twelve month (NTM) estimates (~$150) 
would keep multiples at a more acceptable 25x.  Bear in mind, the 
Index has only traded above a 25x multiple in eight quarters over 
the last 70 years (all of which occurred in the late-'90s and early-
'00s).   
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To put this into context, as we've examined through numerous 
numerator/denominator pairings, there appear to be two distinct 
trends driving multiples at any point in time.  One is secular, 
informed not only by interest rates, but also inflation expectations, 
regulation, and by the supply/demand of the capital stock of 
equities (IPOs vs. buybacks).  The other is cyclical, driven by the 
slope of the earnings curve (or, the outlook for corporate profits).  
Their combination yields four distinct expansion/contraction 
scenarios.  Each interestingly has been extant approximately 25% 
of the time (measured in months) over the last ~70 years.  The 
sensitivity of multiples in each regime varies.   
 

 
 
During periods that pair secular and cyclical expansion, multiples 
can expand quickly.  This was the case in the late-'90s, which saw 
multiples expand from ~16x, when former Fed chairman Alan 
Greenspan warned of investors' "irrational exuberance" in 
December '96, to over 30x three short years later.  The application 
of aggressive monetary policy (globally) arguably provides the 
catalyst for financial prices to move higher.  However, in the 
absence of a discernable growth driver to attract capital and help 
the economy transition from an income-replacement recovery to 
an organic expansion, the economy becomes increasingly reliant on 
the efficient allocation of the growing mountain of fiscal "stimulus" 
to drive earnings higher.  So, it would seem that there is merit to 
being bullish…at least until the bill comes due.  Such an 
environment begs for either caution or hope (and hope has not 
proved itself a sound investment strategy).  
 
Stay healthy.   
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P/E 12M 

Fwd

1 Expansion Expansion ↗ 1.17 → 27.1x

2 Expansion Contraction → 1.03 → 23.9x

3 Contraction Expansion → 0.97 → 22.4x

4 Contraction Contraction ↘ 0.91 → 21.0x

S&P 500 P/E Sensitivity Analysis
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Equities Bonds

US LC Growth IG Corporates

US MC Growth

Dev AC Core

US LC Value Agencies

US LC Core ABS/CMBS

US MC Value US Dollar EMD

US MC Core TIPS

US SC Core High Yield

EM AC Core

US MBS

U.S. Treasuries

Strategas Recommended Asset Allocation (Aug'20)
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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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