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The Marshallian 
Shift
Stocks just keep going up. Fueled by 
the Federal Reserve’s (the Fed) ‘mid-
cycle adjustment’ and the ‘phase one’ 
agreement between the US and China 
in their protracted trade negotiations, 
the S&P 500 has tacked on more 
than 10% over the last three months, 
topping off a near 27% advance over 
the last 12 months. The move in the 
NASDAQ has been even more robust, 
advancing more than 14% since early 
October 2019 and 32% on a year-
over-year basis. To a growing number 
of investors, the recent move seems 
almost impregnable; to us, there are 
hallmarks of previous episodes of 
late-cycle multiple expansion. This 
performance profile begs for vigilance. 
Candidly, we would not be altogether 
surprised to see the major indices 
evidence a period of increased 
choppiness as 4Q2019 earnings are 
reported and the Democratic primary 
season gets underway. We are far from 
bearish, given—by our lights—that few 
exigent prerecession signposts are 
apparent, and that broader economic 
data actually appear to be bottoming-
to-improving. Yet we do not view the 
outlook for equities to be materially 
higher, in the aggregate, from current 
levels over the intermediate term 
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(three to six months). It is difficult to 
describe shares as ‘expensive,’ on a 
price/earnings basis, when considered 
against the standard prerecession 
reference point (i.e. ~30x in 1999). 
But it would be difficult to justify a 
furtherance of the current advance 
should corporate operators continue to 
be cautious with near-record corporate 
cash reserves, particularly in the 
context of price/sales and enterprise 
value/EBITDA regimes. 

Historically, the combination of above-
trend market advances and periods 
of notably lackluster earnings growth 
fosters a tension that generally has 
reconciled in one of two ways: Either 
1) fundamentals show sufficient 
improvement to substantiate the 
market’s optimism; or 2) prices reset 
to levels that are justified by a revised 
outlook on the strength of the broader 
economy. We can envision a reversal 
of this relationship (stronger change 
in earnings, lower change in price), 
if growth reaccelerates into 2020. 
To that end, the economy continues 
to give broadly mixed signals, and 
a number of points of uncertainty 
remain worrisome. First, the recent 
military engagement with Iran is top of 
mind, despite the—mercifully—quick 
de-escalation. Second, protracted 
production delays at Boeing will be 
an intrinsically meaningful weight on 
growth. Finally, ratcheting political 
rhetoric, now that the impeachment 
articles against the President have 
been turned over to the Senate, 
will likely weigh on the three legs 
of confidence: consumer, business, 
and investor. To be sure, a number 
of recent headwinds have eased: 
Following the Conservative party in the 
UK, Brexit should proceed; the Fed has 
relaxed dislocation in the overnight 
market; and Congress appears poised 
to pass the USMCA (aka New NAFTA).

In our view, the current state of 
economic affairs remains skewed 
toward continued expansion, albeit 
the pace of the expansion has 

continued to slow. We may even be 
in the midst of a ‘Marshallian shift.’ 
Broadly expansive monetary policy 
creates an increase in “Marshallian 
k”—Alfred Marshall’s measure of 
liquidity growth and the theory that 
the amount in excess of nominal GDP 
will find its way into risk assets—
which tends to manifest in cyclical 
multiple expansion. The rising-tide 
phenomenon dampens the urgency 
to pick winners versus losers. That 
both phenomena have been extant 
as a derivative of the excesses that 
caused the Great Recession seems 
to provide a reasonable explanation 
for the market’s outsized returns off 
its 2009 low. What seems critical to 
determine going forward, however, is 
whether these two boosters of passive 
management are ebbing. We think 
so. This should lead, in a secular 
framework, to more granular portfolio 
construction if, as Marshal posited, 
the opposite is true: The more the real 
economy grows the more liquidity gets 
siphoned away from financial assets. 
As our chief strategist, Jason Trennert, 
wrote earlier this week, the last two 
years were almost textbook examples 
of the phenomenon. Spurred by 
supply-side tax cuts passed at the end 
of 2017, the economy strengthened 
meaningfully in 2018 while the Fed 
tightened and money growth slowed. 
The whole process reversed in 2019, 
as concerns about a trade war slowed 
the economy, the Fed eased, and long-
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term interest rates fell. Investors, 
in turn, sought higher returns in 
financial assets and got them. Almost 
everything—stocks, bonds, gold, 
etc.—appreciated in price. With the 
trade war largely behind us, and the 
Administration likely to maneuver the 
wheels of government to provide a 
tailwind for economic growth, we would 
expect the economy to strengthen, 
long-term interest rates to rise, and 
returns on risk assets to fall this year. 
The greater the increase in interest 
rates the greater the dispersion in 
those assets will likely be.

Although the outlook showcases 
potential, we are mindful that 
should corporate operators remain 
unmotivated to engage capital in 
profit-maximizing endeavors, we fear 
the natural properties of economic 
gravity may take hold sooner than we 
thought. Improvement in corporate 
fundamentals, (even if average by 
order of magnitude) could be enough 
to redress any concern that shares 
look toppy. We remain vigilant to this 
point. The major gauges of corporate 
activity owe investors a strong quarter, 
or two, before we would give the all-
clear. This may result in a softening 
of the aggregate advance—the recent 
run to a succession of new highs 
notwithstanding—and an increased 
emphasis on security selection, as 
would be expected in the later stages 
of the business cycle. 

FOR ONE-ON-ONE USE WITH A CLIENT’S FINANCIAL ADVISOR ONLY.  2



FOR ONE-ON-ONE USE WITH A CLIENT’S FINANCIAL ADVISOR ONLY. 3

Index Overview & Key Definitions
Fed, The Fed or FED refers to the Federal Reserve System, the central bank of the United States. Fed Funds Rate, the interest rate at which a depository 
institution lends funds maintained at the Federal Reserve to another depository institution overnight. The Gross Domestic Product (GDP) rate is a 
measurement of the output of goods and services produced by labor and property located in the United States. Real Gross Domestic Product (GDP) is 
an inflation-adjusted measure that reflects the value of all goods and services produced by an economy in a given year. Nominal Gross Domestic Product 
is gross domestic product (GDP) evaluated at current market prices. The S&P 500 Index is an unmanaged index comprised of 500 widely held securities 
considered to be representative of the stock market in general. The Russell 1000 Index is a market capitalization weighted benchmark index made up 
of the 1000 largest U.S. companies in the Russell 3000 Index. The Russell 2000 Index is an unmanaged index considered representative of small-cap 
stocks. The PCE (Personal Consumption Expenditure) Index of Prices is a US-wide indicator of the average increase in prices for all domestic personal 
consumption. Using a variety of data including U.S. Consumer Price Index and Producer Price Index prices, it is derived from personal consumption 
expenditures; essentially a measure of goods and services targeted towards individuals and consumed by individuals. The Producer Price Index (PPI) 
program measures the average change over time in the selling prices received by domestic producers for their output. The prices included in the PPI are 
from the first commercial transaction for many products and some services. FAANG is an acronym for the five of the market’s most popular tech stocks, 
namely Facebook, Apple, Amazon, Netflix and Alphabet’s Google. The North American Free Trade Agreement (NAFTA) is an agreement signed by Canada, 
Mexico, and the United States, creating a trilateral trade bloc in North America. The Seasonally Adjusted Annual Rate (SAAR) is a rate that is adjusted to 
take into account typical seasonal fluctuations in data and is expressed as an annual total. SAARs are used for data affected by seasonality, when it could 
be misleading to directly compare different times of the year. The Atlanta Fed GDPNow forecasting model provides a “nowcast” of the official estimate prior 
to its release by estimating GDP growth using a methodology similar to the one used by the U.S. Bureau of Economic Analysis. GDPNow is not an official 
forecast of the Atlanta Fed. Rather, it is best viewed as a running estimate of real GDP growth based on available data for the current measured quarter.

Disclosures
Envestnet and Strategas are non-affiliated entities. This commentary is provided for educational purposes only and does not necessarily reflect the views of 
Envestnet. The information, analysis and opinions expressed herein reflect the judgment of the author as of the date of writing and are subject to change 
at any time without notice. They are not intended to constitute legal, tax, securities or investment advice or a recommended course of action in any given 
situation. All investments carry a certain risk and there is no assurance that an investment will provide positive performance over any period of time. 
Information obtained from third party resources are believed to be reliable but not guaranteed. Past performance is not indicative of future results.

Exchange Traded Funds (ETFs) are subject to risks similar to those of stocks, such as market risk. Investing in ETFs may bear indirect fees and expenses 
charged by ETFs in addition to its direct fees and expenses, as well as indirectly bearing the principal risks of those ETFs. ETFs may trade at a discount to 
their net asset value and are subject to the market fluctuations of their underlying investments. Income (bond) ETFs are subject to interest rate risk which 
is the risk that debt securities in a portfolio will decline in value because of increases in market interest rates.

Alternative Investments may have complex terms and features that are not easily understood and are not suitable for all investors. You should conduct 
your own due diligence to ensure you understand the features of the product before investing. Alternative investment strategies may employ a variety of 
hedging techniques and non-traditional instruments such as inverse and leveraged products. Certain hedging techniques include matched combinations that 
neutralize or offset individual risks such as merger arbitrage, long/short equity, convertible bond arbitrage and fixed-income arbitrage. Leveraged products 
are those that employ financial derivatives and debt to try to achieve a multiple (for example two or three times) of the return or inverse return of a stated 
index or benchmark over the course of a single day. Inverse products utilize short selling, derivatives trading, and other leveraged investment techniques, 
such as futures trading to achieve their objectives, mainly to track the inverse of their benchmarks. As with all investments, there is no assurance that any 
investment strategies will achieve their objectives or protect against losses.

Index Performance is presented for illustrative purposes only and does not represent the performance of any specific investment product or portfolio. An 
investment cannot be made directly into an index.

© 2020 Envestnet, Inc. All rights reserved. ENV-STRA-0120

About Strategas
Strategas is a global institutional brokerage and advisory firm. The Firm provides macro research, capital market and corporate advisory services, and 
investment management solutions to institutional investors and corporate executives in more than twenty countries around the world.

Founded in 2006 by Jason DeSena Trennert, Nicholas Bohnsack, and Don Rissmiller, the Firm was acquired by Baird Financial Group in 2018. Strategas 
operates independently as a wholly-owned subsidiary of Baird and offers institutional securities services through Strategas Securities, LLC, a broker-dealer, 
and investment management solutions, including this commentary, through Strategas Asset Management, LLC, a registered investment advisor.

About Envestnet
Envestnet, Inc. (NYSE: ENV) is a leading provider of intelligent systems for wealth management and financial wellness. Envestnet’s unified technology 
empowers enterprises and advisors to more fully understand their clients and deliver actionable intelligence that drives better outcomes and improves lives.

Envestnet Wealth Solutions enables enterprises and advisors to better manage client outcomes and strengthen their practices through its leading Wealth 
Management Operating System and advanced portfolio solutions. Envestnet | Tamarac provides portfolio management, reporting, trading, rebalancing and 
client portal solutions for registered independent advisers (“RIAs”). Envestnet | MoneyGuide provides goals-based financial planning applications. Envestnet 
Data & Analytics enables innovation and insights through its Envestnet | Yodlee data aggregation platform.

More than 100,000 advisors and more than 4,700 companies including: 16 of the 20 largest U.S. banks, 43 of the 50 largest wealth management and 
brokerage firms, over 500 of the largest RIAs and hundreds of internet services companies, leverage Envestnet technology and services. Envestnet solutions 
enhance knowledge of the client, accelerate client on-boarding, improve client digital experiences and help drive better outcomes for enterprises, advisors 
and their clients.

For more information on Envestnet, please visit www.envestnet.com and follow us on twitter @ENVintel.


