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June 22, 2020 
 
I want to cover five areas in today’s update: 

1. Everything but the kitchen sink – Fiscal stimulus #5 on the way? 
2. Infrastructure spending – will it really happen this time? 
3. Are the FAAMGs/tech really expensive? What about the S&P 500 or Euro Stoxx 600? Are they expensive too? 
4. Positive US economic momentum – but will it have legs? 
5. TINA’s looking more like a secular story – will she continue to support risk assets? 

  
Everything but the kitchen sink - Fiscal policy #5 coming? 
 
 Discussions about a possible new infrastructure package has reignited investor interest in what is happening on the 

next round of stimulus. A growing number of Wall Street firms and economists believe Congress will pass another 
round of stimulus over the next 4-6 weeks, and the midpoint for the size of the package is around $1.25 trillion.1,2 
Adding infrastructure spending would make the package even bigger, although I remain skeptical Congress can reach 
an infrastructure deal in the near term. The July jobs report will have an outsized impact on the negotiations, with a 
good jobs report pushing the size of the package lower and vice versa.  
 

 There are two noticeable items missing from this list detailed in the graphic below:2 1) infrastructure spending, which 
some in the Trump Administration are pushing, and 2) a tax rebate and/or payroll tax cut. Since the CARES Act provided 
$1,200 checks in second quarter, we could see a drop-off in consumer income in 3Q relative to 2Q. 

 
 Below are items that could be included in the package and a rough cost estimate to the dollar amount for each of the 

provisions: 
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 So far, how much fiscal stimulus have we seen, both here in the US and abroad, to combat this virus-induced 

recession? You can see in the graph below that we are approaching an astounding 20% of annual GDP’s worth of fiscal 
and monetary stimulus – and the chart below was BEFORE the announcements of a potential round #5 detailed above 
and another $1 trillion on an infrastructure bill. The numbers below are expressed as a percentage of the respective 
country’s GDP.3 

 

 
 
Infrastructure spending? Will it finally happen? 
 
 Bloomberg is reporting the Trump Administration is pushing for infrastructure spending. A couple of key points:1 

 
1. Infrastructure spending is not an effective near-term stimulus as it takes nearly a year for the money to begin to 

trickle out; 
2. $1 trillion sounds large, but this is spread over 10 years. $1 trillion equates to approximately $100 billion per year 

or just 0.5% of GDP. Also, $100 billion per year would be about $45 billion for new highway spending. The US 
currently spends about $50 billion on highways and capacity would need to double (not easy); 

3. Democrats will want significant climate initiatives included for their support; 
4. Senate Republican leadership is vehemently opposed to new infrastructure spending; 
5. How to pay for it remains a major issue; and 
6. If Trump is successful in getting this passed, it would certainly help infrastructure companies and their 

commensurate securities. 
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 Market participants should tread cautiously here about the prospects of infrastructure spending being included in the 

stimulus package. Strategas Research is currently assigning only a 25% probability of infrastructure spending being 
included.2 This could change depending on how much the president pushes the package, if Democrats do not push for 
Green New Deal items, and whether Senate Republicans get more practical in the wake of bad polling. But for now, 
highway spending is more likely to get attention as part of the highway authorization package than stimulus #5. 

 

 
 
FAAMG Tech stocks are not as expensive as we have seen in previous periods of 'growth leadership.' 
 
 How often do high-flying tech stocks get mentioned in financial press? It seems like I see something written on them 

almost every day! So much is said about their meteoric rise in price, their large and growing weights present in market 
indexes, the extent which growth stocks have been trouncing value stocks, and most recently, “These stocks are 
expensive.” But are they? How “expensive” are they relative to the S&P 500 on the whole, as well as compared to 
other similar high-flying stocks from other periods throughout history? These other companies had cool nicknames, 
and were often talked about and gobbled up by investors looking for outsized returns. 

 
 Below, you can see that today’s current set of “tech darlings” are currently trading at less than half the valuation 

level we saw during the Tech Crisis, and almost 1.5 times cheaper than the Nifty Fifty stocks of the 1970s.3 Not to 
mention, the current set of tech darlings are driving both absolute as well as relative sales and earnings (see 
subsequent charts that follow the below) to levels unseen in US history.  
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 Also, higher growth companies are in rare supply.3 Only approximately 15% of all companies in the global equity 

landscape (MSCI World Index) have sales growth in excess of 8% per year (bottom left). Additionally, post the Great 
Financial Crisis, tech companies have trounced all other sectors in terms of actual earnings as opposed to forward or 
projected earnings (bottom right). Is this the beginning of a longer-term secular growth trend brought on by the 
normal evolution of our world and the growing technological needs of a more modern society, or is this just a normal 
cyclical rotation of corporate industries seen throughout time? Only time will tell, but my gut tells me our world will 
never stop changing, and the demand for technology is only likely to grow stronger over time. 
 

 One very significant word of caution:  Please do not wrongly conflate my positivity on a longer-term secular growth 

story with the current and future intrinsic value of a given set of companies/stocks. Just because tech sounds like it 
may make sense for the long haul does not mean that it is always (or currently) a good buy. Almost all companies and 
industries regularly go through periods of being expensive or cheap. Thus, it is critically important to always do one’s 
homework before investing - or better yet, seek out the help and guidance of a professional manager! 
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 Speaking of tech industry valuations, where are we today in terms of broader equity market (S&P 500) valuations 

relative to history?3 See the two graphs below. 
 

 
 
 Many people that talk about market valuations - specifically the media - tend to often focus solely on the market’s 

price to earnings ratio, or “P/E” ratio. This ratio estimates what a given investor is willing to pay for a dollar of earnings.  
This ratio can be either backward-looking, (i.e. LTM P/E, or 12-month trailing P/E), or forward-looking (NTM P/E of 
Next Twelve Months). But there is a virtual cornucopia of valuation metrics and justified price multiples that market 
participants can use to value a company and its activities. Below is a graphic that highlights some additional valuation 
metrics beyond just the P/E ratio and where the market stands relative to its own history (bottom left S&P 500, bottom 

right Euro Stoxx 600).3 

“LTM” refers to “Last 
Twelve Months” 
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Positive US economic momentum – can it last? 
 
 Economic growth rates are picking up. U.S nominal retail sales bounced off lockdown numbers last month, surging 

+17.7% month-over-month in May. Clothing stores increased +188%. Separately, U.S. industrial production rose +1.4% 
month-over-month, with capacity utilization up to 64.8% (though April was revised lower). The NAHB Homebuilders 
Index also rose a record +21 points to 58, indicating a solid bounce in U.S. housing.1,2  
 

 These bounces matter because while local virus lockdowns remain concerns (e.g., renewed issues in Beijing), a 
renewed national/global “Great Lockdown” is not the consensus base case.  

 
 Bottom line: The economic bounce looks durable at this point, and record-strong growth numbers are following 

record-weak readings. There’s likely more to go, but this re-acceleration in economic activity needs to be put into 
perspective. The most important concept to remember during the next several months (and even quarters) is 
recognizing the difference between growth rates and levels. After the cataclysmic fall in US and global economic 

activity as a result of this global pandemic, economic LEVELS have fallen to historic lows. As a result of this base effect, 
future GROWTH RATES will look great – maybe even amazing.  

 
o For example, if one had a dollar of net worth and lost 90 cents, their new net worth is 10 cents. In the 

subsequent market, a 100% increase would leave their net worth at only 20 cents – not a very good level, but 
the growth rate of 100% from the low of 10 cents is amazing!  
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TINA is starting to look more like a secular story 
 
 Investors still, and likely will always, demand a reasonable real return on their investments. With global cash and fixed 

income around the world yielding virtually zero to negative real returns, that desire for a positive real return will 
likely continue to support stocks and other risk assets. Thus, our wonderful friend TINA is back – There Is No 
Alternative. Maybe more importantly, TINA is starting to feel more and more like a secular story, rather than a cyclical 
or transitory situation.  
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Consider the following: 
 
 Currently over 97% of global central banks are easing monetary policy and reducing rates. All growth in the global 

stock market since 1989 has occurred when over 50% of global central banks were easing. When 50% or more of 
global central banks have been easing, global stocks returned on average 8.1% per year. When less than 50% of global 
central banks are easing, subsequent global equity market returns have been a practically flat -0.3%.4 As such, if history 

is any indication, having 97% of all global central banks easing monetary policy will likely continue to fuel a risk asset 
rally (bottom left). 

 
 The Fed is on hold (with rates) through 2022 at the earliest, barring any unforeseen economic or geopolitical 

circumstances (bottom right).5 As such, the US Treasury curve is very much likely to be range-bound, with Treasury 
yields staying lower for longer. Additionally, discussion about another central bank strategy for controlling rates is 
heating up.1 The strategy is called Yield Curve Control, or “YCC.” This strategy involves using bond purchases to pin 
down yields on certain maturities to a specific target. It was once deemed an extreme and unusual measure, only 
deployed by the Bank of Japan four years ago after it became clear that a two-decade deflationary spiral wasn’t going 
away. YCC is no longer seen this way. This year, the Reserve Bank of Australia adopted its own version of YPP. Also, 
despite officials’ attempts to cool it, speculation is rife that the U.S. Federal Reserve and Bank of England will follow 
later this year.1  

 
 The confluence of all these Fed actions - massive liquidity injections via purchases of Treasuries and mortgage-backed 

securities (Fed balance sheet expansion), credit market purchases, a massive Main Street lending program about to 
begin, and now the possibility for YCC - is not only feeding “lower for longer” expectations and creating bond market 
pricing distortions, but it is further reducing future expected returns for fixed income. This confluence of events is 
further fueling market participants’ need for more risk assets in their portfolios in order to supply some semblance 
of real return in the future, and as such is acting to drive risk asset prices higher.  
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 Global breakeven inflation rates for the next decade remain subdued for the developed world.1 

 

 
 
 Over 80% of the developed world’s sovereign bonds have a yield at or below 1%, among ~$11 trillion with negative 

yields, including $1.3 trillion of negative-yielding corporate debt.6 
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1Bloomberg / Bloomberg data 
2Strategas Research Partners 
3Goldman Sachs Global Investment Research 
4Ned Davis Research 
5US Federal Reserve 
6JP Morgan – Guide to the Markets, 5/31/20 
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