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Time to Draw a 
Distinction

Only time will tell whether the United 
States and China will reach an accord 
on their much-discussed “phase one” 
deal, but it would seem the political 
dynamics—in both countries—almost 
require something to be done. We 
have not been all that surprised by the 
volatility of the news flow dissecting 
every utterance from the principal 
(and not-so-principal) negotiating 
participants. Although we remain 
optimistic, at a minimum we would 
posit (and believe a good slug of 
market participants can likely agree) 
that a palatable deescalation in the 
counterproductive rhetoric—from both 
sides—has dominated the process 
over the past year. Though not yet 
a deal, this has been an essential 
step at a critical time for the global 
economy and a welcome complement 
to the Federal Reserve’s “mid-cycle 
adjustment.”

Data outside the US are showing 
hallmarks of a durable bottom with 
signs of sustainable improvement 
emerging. Stateside, the outlook has 
shifted positively since mid-summer—
from the appearance of more 
concerning prerecession signposts to 
a more manageable, slowing-growth 

posture today. This shift is more in 
line with our house view: We continue 
to see little evidence of a domestic 
recession on the horizon. As we have 
written in these pages in the past, 
our Economics team would lamp 
the probability of such an outcome 
occurring before 2021 at one in three. 
(Bear in mind, even when the economy 
is firing on all cylinders, a 10%-15% 
chance of recession 12 months out is 
always possible.)

Where does that leave us? We remain 
focused on two threads that we view 
as critical to portfolio construction in 
the current phase of this extended bull 
market: 

1) For all the hand-wringing over 
the direction of monetary policy 

and outlook for US-China trade 
negotiations, good money can 
be made in the intermediate-
term (three to 12 months) that 
appreciates the transitory nature 
of recession signposts during 
the third quarter AND focuses on 
the widening dispersion—both 
fundamental and price—between 
superior and marginal operators; 
and,

2) Beta-led rallies—which we have 
enjoyed since Labor Day in the 
US—generally resolve in one of 
two ways, either (positively) into 
the arms of more substantive 
leadership, or (negatively) with 
gains reversing as optimism proves 
transitory and unsubstantiated 
fundamentally.
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OECD Real GDP (YoY%, LHS) vs. 
OECD Total LEI (6 Mo. % Chg, 6 Mo. Lead, RHS) 
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Both threads emphasize the impact 
of granular security selection. Despite 
strong evidence to the contrary—
note the proliferation of ETFs and the 
outperformance of passive shares in 
recent years—many investors believe 
they have a strong contrarian streak. 
If our conversations with clients 
are any guide, we view investors’ 
sentiment as neither wildly ebullient 
nor sublime. By our lights, the current 
backdrop still could prove to be an 
opportunity for those looking to buck 
the trend. It is the end of the year. 
At this writing (December 10, 2019), 
the S&P 500 Index is up 25% year to 
date. Are investors perhaps apathetic? 
If we believe the consensus, the 
noncontrarian call for the equity 
market over the next year is for either 
a double-digit (percentage) up year 
or a double-digit down year. Given 
the balance of risks, which scenario 
will occur? Of course, most investors 
feel better when the market goes up, 
and this is a transition period that 
requires vigilance. But the sharp move 
in value shares since late summer 
may be providing the visibility on the 
“substantive leadership,” signaling 
continued economic growth that could 
carry the tape into 2020.

We remain bullish and have increased 
our overall allocation to equities. (We 
maintain our recommended less-
than-benchmark exposure to fixed 
income.) As we alluded to last month, 
this shift in asset class exposure 

makes us inclined to tilt portfolio 
positioning toward value versus growth 
and international versus domestic. 
The recent back up in global long 
bond yields (signs that global central 
bank balance sheets are once again 
growing), and the modest steepening 
of the U.S. Treasury yield curve paired 
with the bottoming in the various 
Economic Surprise Indices suggest the 
risk-reward ratio is favorable to start 
tilting portfolios in this direction.  
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Thank you, Mr. Chairman

Earlier this week, Paul Volker passed 
away in New York at the age of 92. A 
central figure of our post-war economic 
history, Chairman Volker will, of course, 
be most prominently remembered for 
his deft maneuvering and uncommon 
leadership on display during our 
darkest economic hours. First, for 

‘breaking the back’ of the near-runaway 
inflation that choked real economic 
growth during much of the decade that 
preceded his term as Chairman of 
the Federal Reserve (1979 to 1987). 
Then later, serving as Chairman of the 
Financial Crisis-era Economic Recovery 
Advisory Board that produced a series 
of restrictive banking policies aimed, 
ultimately, at protecting us (and the 
banking system) from overzealous and 
destabilizing profit-seeking overreach, 

colloquially known as ‘the Volker Rule.’ 
However, more than the worthiness, 
application, or success of any 
specific policy prescription, it is worth 
considering the principles that guided 
his work. In an era that, more often 
than not, can be viewed as harried 
and dissonant, Paul Volker was guided 
by the altruistic virtue of principle. He 
possessed the intrepidity to champion 
the often moiling path to defending 
those principles, but appeared, by all 
lights, not altogether too mulish to be 
uncompromising in tactic. Although 
the choices we make may not have 
such lasting and far-reaching impact 
as those that Chairman Volker made 
on our behalf, he is not a bad model 
to hold our leaders to, or to emulate 
ourselves. 

We wish you all a Merry Christmas, 
very happy holidays, and a healthy and 
prosperous New Year.
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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.
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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.


