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Strategas – a Baird Company provides market strategy and perspective 

to help you better understand what is happening in the world today and 

how it impacts your portfolio and plans. Exclusive to Baird, these premier 

market, macroeconomic, and policy insights complement the planning and 

investment strategy work of your Financial Advisor. 

 

NO BUBBLE YET   ǀ   EARNINGS RECOVERY GAINING STEAM   ǀ   LONG-TERM FOCUS  

Let's jump right in where we left off last week. Chatter in the markets and among clients about asset bubbles, particularly in 

stocks, has only intensified in recent days. So is concern actually warranted? As we asked last week: Are we in a bubble, 

or just in the early stages of a recovery that is still finding its way through a global pandemic? 

As we move into the heart of the 4Q20 corporate earnings 

season, we would make a few observations that lead us to 

believe it’s the latter—that we're at the precipice of a cyclical 

recovery backed by the continual improvement in activity, 

demand, investment, output, revenue, and ultimately, profits.  

First, our Strategas Profit Cycle Indicator—a gauge of the 

health of corporate earnings through the business cycle—is 

again moving higher. This measure plummeted to lows not 

seen since the Great Financial Crisis as the Covid-19 

pandemic shuttered businesses and damaged profitability. 

If history is our guide, a reversal at this point would likely 

require an outside shock to the system (like an unexpected 

pandemic). So not out of the question, but also not likely. 

Now that we’ve established that profitability is improving, let's take a look at the chart above, which measures the breadth 

of the recovery by looking at the earnings power of individual sub-industries (e.g. aerospace & defense, trucking, food retail). 

After bottoming around 20% at the depths of the recession (i.e. only ~20% of S&P 500 sub-industries were growing profits), 

the data has rapidly improved. Still, post-recession profit recoveries typically don’t top out until 90% or more of the 

index is growing earnings. So we have a way to go, and that's a good thing.  

The reason we care so deeply about profitability is simple: the fundamental underpinning of stock prices is based on the 

durability of corporate earnings. A share of stock represents ownership in an underlying business, and while stock prices 

can be volatile, shares tend to reflect profitability (or the promise of future profitability) in the end.  

When most investors’ attentions are focused on short-dated outcomes, as they appear to be today, bending to every price 

move, data release, or informational tidbit, it pays to step back and consider longer-term trends. Long-term financial well-

being can be best achieved through good counsel and thoughtful planning. Remember to stay the course, and know the 

Baird team will be with you every step of the way. We look forward to catching up soon, and until then, stay sharp, stay 

focused, and we'll see you again next week. 

 

Nicholas Bohnsack, Strategas 

President, Chief Operating Officer 

Head of Portfolio Strategy 
 

Ross Mayfield, Baird PWM Research 

Investment Strategy Analyst 

Market Strategy Weekly 
February 5, 2021 

https://www.youtube.com/watch?v=q01Pxy54d6c
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IMPORTANT DISCLOSURES 

This communication was prepared by Strategas Securities, 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; therefore, this communication should 

be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 

conducting their own analysis, risk evaluation, and decision-making regarding their investments.  

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 UK 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 UK 

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 Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 

adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 

LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA 

member firm, although the two 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/thirdpartyresearch-

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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