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❑ Market valuations, since 2010, have nearly doubled. The S&P 500 now trades for  

22x forward earnings.   [See Chart Page 2]

❑ Fed micro-management of assets, artificially low rates and increasing debt levels 

have made economic growth more dependent on financial assets. [See Chart Page 3]

❑ The nature of the economy has changed dramatically.  Economic growth is driven 

by knowledge-based sectors. These industries bring greater probability for both 

exponential growth and higher margin enterprises [See Chart Page 4]

❑ Each of the above has specific implications for portfolio design. Advisors should 

consider:

✓ Allocating to macro/top-down or opportunistic strategies

✓ Reducing reliance on Morningstar style boxes

✓ Increasing exposure to quality dividend payers / income carry strategies

✓ Larger allocations to exponential growth firms

✓ Incorporating ‘true’ risk offset strategies
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S&P 500 now trades at its highest multiple since 2000

• The multiple for 

the S&P 500 is 

near 22x forward 

price to earnings. 

At the early stage 

of the last cycle, it 

was 13x. 

• During this time 

period, the U.S. 

10 Year Treasury 

has fallen from 

over 3.5% to 0.5%

• While cash has 

spent 7 years 

near 0.0%. 

Source: FactSet, Inc. and Boutique CIO calculations
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Financial markets dwarf real economy, Fed actively manages assets

Source: SIFMA for U.S. credit markets, March 31, 2020, World Federation of Exchanges for U.S. equity markets, June 30,  2020,

U.S. Bureau of Economic Research for GDP, June 30, 2020 

• Economic growth is now very 

sensitive to financial asset 

pricing

• U.S. Credit markets are now 

2.5x larger than the U.S. 

economy.

• U.S. equity markets are 1.9x 

larger than the U.S. economy. 

• Since the 2008, the Fed has 

grown its balance sheet by 

800% from $800B towards 

$7T. 

• Today, aggressive Fed policy 

directives manage / distort / 

manipulate prices of  various 

credit and lending asset 

categories. 

$46

$19

$36

U.S. CREDIT MARKET U.S. GDP U.S. EQUITY MARKET CAP

GDP vs Financial Markets
Trillions $
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Changing nature of economy drives enterprise value

Source: Boutique CIO, Illustrative Purposes only. 

• As the U.S. economy 

evolves further 

toward a knowledge-

based economy, 

opportunities for 

industries to drive 

exponential sales 

growth proliferate. 

• Successful firms 

feature innovate 

ideas but more 

importantly, they 

typically provide 

higher margin 

businesses with 

faster segment 

penetration ratios.  
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Considerations 

For 

Portfolio Design
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Incorporating Macro/Top down or Opportunistic Strategies

✓ Provide an offset to fundamental bottom up stock picking or passive equity managers, often with 

a broader tool-box to navigate through market volatility. 

Reducing reliance on Morningstar style boxes.

✓ Correlations have risen within equity style boxes, especially during period of stress. New 

strategies, higher velocity markets have resulted in style boxes having much lower explanatory 

power in deconstructing market drivers. 

Increasing exposure to quality dividend payers

✓ S&P 500 and every industry offers higher dividend yields than the 10 Year treasury.  Many quality 

firms provide higher yields, stable business models, though low or moderate growth.   [See chart 

Page 7]

Increasing Exponential Growth Allocations:

✓ Innovative or disruptive firms exist in most industry segments, at varying market cap ranges,  

providing significant return potential with high, but valid, valuations.

Adding ‘true’ Risk Offset Strategies:

✓ Risk offset strategies provide true downside protection, hedging and real diversification versus 

core equity and fixed income holdings.  Strategies such as long short equity, market neutral and 

option hedging offer strong diversification across all traditional portfolios. 

6

Implications for Portfolio Design
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Good yields available, can be captured within risk managed format

Source: Stock Charts for U.S. T-bills and U.S. Treasury, Interactive Brokers for all others, August 7, 2020

• Dividend yield of the S&P 

500, is 3x times higher 

than the rate on U.S. 10 

Year Treasuries.

• Key sector provides yields 

in the 2% to 3% range.

• Hybrids, such as 

Preferreds, yield near 5%. 

• High risk corporate debt, 

and bank loans provide 

near 3%. 

• Multi Asset Income 

strategies directly hedged 

to equity volatility, provide 

risk managed income carry 

solutions for sophisticated 

investors. 
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Disclosures

• This document is a general communication being provided for informational purposes only. It is 

educational in nature and not designed to be as advice or a recommendation for any specific 

investment product, strategy, plan feature or other use. 

• All examples used are generic, hypothetical and for illustration purposes only. This material does not 

contain sufficient information to support an investment decision and it should not be relied upon by 

you in evaluating the merits of investing in any securities or products.

• All users should make an independent assessment of the legal, regulatory, tax, credit, and 

accounting implications and determine, together with their own professional advisers, if any 

investment mentioned herein is believed to be suitable to their personal goals. 

• Investors should ensure that they obtain all available relevant information before making any 

investment. Any forecasts, figures, opinions or investment techniques and strategies in this 

document are for information purposes only and are based on assumptions and current market 

conditions and are subject to and will change without prior notice. 

• No warranty of accuracy is given and no liability in respect of any error or omission is accepted 

relating to any information within this document. Investment involves risks, the value of investments 

and the income from them may fluctuate in accordance with market conditions. With any investment, 

investors may not get back the full amount invested. Past performance is not indicative of future 

results. Current yields are not indicative of future results.

• Copyright 2020 AK Global Investment Management, LLC dba Boutique CIO. All rights reserved. This 

document may not be printed or reproduced without the written consent of AK Global Investment 

Management, LLC dba Boutique CIO. 


