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Strategas sector allocations are labeled 
as over-, under-, and neutral weight 
compared to sector weightings in the 
S&P 500 index. See the full table on the 
following page for rationales and risk 
factors for these allocations.  

 

 

 

 

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 government policy insights complement the planning and investment strategy 

work of your Finanical Advisor. 
 

UNCERTAINTY EASING AS WE WAIT ON GEORGIA  

The list of economic uncertainties was long and varied six months ago. Now, 

heading into the New Year, that list is shorter. Though the market may be running 

a little ahead of an earnings recovery, we now think it more likely that the economy 

will be able to shift from a jagged Recovery to a durable Expansion.  

Fed Chair Jerome Powell reiterated in his press conference earlier this month that 

the central bank will remain broadly accommodative. A few days later, Congress 

hammered out a coronavirus relief package that—after a little suspense—President 

Trump signed into law. That leaves the results in the upcoming Georgia run-off 

Senate election as the major item where we’re still waiting for an outcome.  

Central banks’ provision of liquidity, along with the rightsizing of industry, and the 

post-vaccine re-opening of the economy (and unwinding of pent-up demand) 

should boost activity, demand, output, revenue, and profitability. We could see the 

synchronized global expansion that eluded us following the Great Financial Crisis. 

Georgia’s January 5 election will determine whether a Republican or Democrat sits 

in the majority leader’s chair come January 6, which will give us a clearer idea of 

the policy roadmap and what we can expect in 2021.  

We haven’t changed our sector 

allocations this month. We are 

overweight Industrials, Tech, 

Materials, and Healthcare (see the 

next page for detailed rationales and 

risks) as we gradually rotate into 

cyclicals. One factor in style rotation 

is market structure—the Russell 

3000 chart shows that the Growth 

side of the index (dark blue line) has 

become more concentrated in a 

handful of big names while 

concentration on the Value side has 

stayed relatively steady. We think 

this gap in concentration levels could 

set Value up for outperformance if 

and when a durable cyclical 

expansion takes hold. 
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Allocations are labeled as over-, under-, and neutral weight compared to sector weightings in the S&P 500 index. The Standard & Poor’s 500 index 
is an index of the 500 largest U.S. publicly traded companies. It is market-capitalization weighted, giving very large companies greater influence over 
the index’s movement. This also contributes to the balance of sector weights, as is noted in a few places in the table above. The exact sector weightings 
in the S&P 500 index can float from day to day as normal trading causes shares within the index to rise or fall in price. The same principles apply to 
the Russell 3000 Index, which was mentioned on page 1 to illustrate a point but is not used as a benchmark in this instance. The Russell 3000 index 
tracks the 3,000 largest companies by market cap and represents 98% of the investable market. It is not possible to invest directly in either index.  

Sector

Industrials

Technology

Materials

Healthcare

Communications

Financials

Energy

Discretionary

Utilities

Real Estate

Staples

Strategas U.S. Recommended Sector Allocation Summary
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This is the sector most correlated to the broader market and is 

a direct beneficiary of the weaker US dollar. It should benefit 

from an increase in fiscal spending (more true of infrastructure 

provisions than income replacement). The recovery remains 

fragle, but watch for synchronized global recovery tailwind.

A mixed government (if Republicans win the Georgia Senate run-off 

elections in January) provides less fiscal boost. Surging Covid 

numbers in Europe and the U.S. could soften the demand curve 

through the rest of the winter. Supply chain dislocation remains a 

global issue.

This sector's weight is dominated by two large tech firms. An 

important part of the barbell that offers above-average revenue 

growth in a low nominal growth world. SAAS  (software as a 

service) companies are insulated to a degree from the halt in 

consumption and semiconductors remain strong. 

Rationale Risks

Is there a tipping point for passive concentration? We remain 

focused on valuation: liquidity-driven price recovery has outpaced 

revenue and earnings recovery. Ongoing tensions with China could 

be a headwind. "Stay at home" stocks could be rotated out for 

cyclicals.

Materials are a direct beneficiary of the weaker dollar. Early 

signs of reflation appear to be taking place and have created a 

bid for the sector.

Demand remains weak as Covid cases continue to surge and 

prevent the economy from reopening. In the unlikely event that the 

dollar strengthens, that could have a negative impact on the sector.

Biden's administration is likely to expand and build on the 

Affordable Care Act. A Republican-controlled Senate, which we 

think is likely, would prevent large-scale disruption to the 

sector.

If Republicans fail to hold on to their Senate majority through the 

January run-off elections in Georgia the possibility of reform 

measures could be heightened. Drug pricing could return to the 

forefront of policymakers' minds. ACA case moving through the 

SCOTUS is a risk.
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Valuations remain extended for the sector. Limited pricing 

power. Poor performance in the face of bond yields being 

depressed is not encouraging.  Utilities are underperforming 

cyclical peers.

Less exposure to foreign business and global supply chains. Further 

yield compression could cause investors to search for yield in the 

sector. Broader risk-off move could see significant bid in sector.

Mall and Retail REITs are hurting from the failure of traditional 

retail venues as consumers prefer to shop online. Commercial 

Real Estate is at the scene of the Covid-19 accident. Future 

rent payments remain in jeopardy.

Cloud-based infrastructure being built and needs warehousing. 

Apartment REITs can benefit from inclination to rent vs. buy.

Valuations remain extended for the sector. Limited pricing 

power. Americans rushed to stock up for the shutdown in the 

spring but it's unlikely that the same level of bulk-buying will 

continue over the next few quarters.

Further yield compression could cause investors to search for yield 

in the sector. Broader risk-off move could see significant bid in 

sector. Sector bellwethers performing well. 

This sector's weight is dominated by two large tech/social 

media companies. Liquidity-driven price recovery has 

outpaced the revenue and earnings recovery. We expect social 

media to come under increasing regulatory scrutiny from both 

the executive and legislative branch, regardless of who controls 

the Senate

The secular trend of digital content and advertising remains positive. 

We expect the arms race for content to continue. Non-digital 

segments should rebound as the vaccine comes online and the 

economy reopens.
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Amazon is about 40% of the sector and about 5% of the total 

S&P 500. The pandemic signaled an imporant shift to 

ecommerce as online retailers took share. The outlook for 

leisure, lodging and restaurants is improving with vaccines 

available.

A K-shaped (uneven) recovery has shown higher-income 

consumers reduced spending and spending by lower income and 

unemployed consumers is heavily backstopped by government 

assistance. Unemployment and savings rate remain elevated.

The economic outlook is strengthening domestically. Regionals 

and brokers have improved in recent months.We're watching 

commercial real estate exposure; nonperforming loans should 

rise. Weak consumer profile. Total return play for the sector 

(dividends/buybacks) impaired for the immediate future.

Biden's Treasury nominee and economic team leadership are an 

important barometer for the bank regulatory environment. Rates 

have remained sticky and the yield curve remains compressed. Non-

financial "financials" are taking market share.

Economic recovery is firming. Concentration risk (two stocks 

comprise close to half of the index). A Republican-controlled 

Senate would stymie the roll out of a Green New Deal. We're 

watching the U.S. dollar.

Production cuts from OPEC+ oil producing countries coupled with 

lockdown-related demand weakness in the U.S. could diminish the 

current supply glut. The Biden administration has latitude over 

federal land usage; we expect curtailing and/or reversal of Trump-

era policies. Auto OEM push into electric is irreversible.
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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. 

http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-disclosures.aspx
http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-disclosures.aspx

