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Strategas Head of Technical Strategy Chris Verrone walks us 

through the market as it stands today. He examines the current 

selloff and whether there’s more to come, how the credit picture 

looks, and where he sees opportunity. 
 

 

BIG PICTURE UNCHANGED    ǀ    YIELDS SPIKING    ǀ    CHINA IMPROVING 

Has your big picture thinking changed? Not particularly. We've been noting all year that more and more stocks are below 

where they were pre-Covid (around 50% of the Russell 1000 thus far) so our thinking remains that the S&P 500 could also 

trade back to where it was pre-Covid (let's call that somewhere between 3400 and 3500). The market may bounce from here, 

of course, but at major bear market lows, you actually tend to see the number of individual stocks making new lows start to 

improve the closer you get to the market low. We haven't seen that yet. Now, if there was a silver lining in what otherwise was 

a very bad last few days, it's that you have finally begun to see some indiscriminate selling with no distinction made between, 

say, an Energy or a Tech or a Utility stock. Zero distinction. You tend to see that behavior in the later innings of a decline.  

What would change your mind? If this market is really going to turn a corner, we’ll need to see more risk-seeking leadership. 

A relationship that we've talked a lot about over the last couple of years is that between Consumer Discretionary and Consumer 

Staples (equally weighted). This was one of the indicators that got us so bullish so quickly in the early days of the pandemic; 

Discretionary leadership then was pronounced. That is not the case today. Credit also looks pretty recessionary here. Typically, 

by the time you get to your final bear market low, credit conditions have already started to improve. That hasn't happened yet, 

and we continue to see some stress building (particularly in Europe). 

What sector do you like the most? It’s still Energy. I recognize 

Energy has not been immune from some of the selling but, 

importantly, credit conditions in Energy did not deteriorate this 

week despite the stock selloff. I am much more willing to step in 

and buy on weakness in the sector when credit conditions are 

stable. It’s also notable that for a sector that's up nearly 50% this 

year, there has been very little money flowing into Energy 

products. It’s not a beloved or embraced sector, still. The 

language we've used with Energy is “overbought but not over-

owned.” And at 5% of the S&P 500, it’s certainly not over-owned. 

How are you thinking about the rise in 10-year Treasury 

yields? The last time the 10-year was at 3.5% was April 2011 

(see list to the right). I think the big differences here are the 

forward P/E of the S&P 500 still 16x today vs. 13x then. And the 

difference in inflation then and now is stark. 

What else are you watching? There’s actually been some very subtle improvement in China. It's the one area in the world I 

would describe as having “trough” economic data (i.e., bad), but that is typically a decent place to be putting some risk on from 

a contrarian point of view. I don't think it's a coincidence that Chinese stocks are starting to outperform the NASDAQ. Finally, 

we see continued leadership from Aerospace and Defense (important geopolitically) and Pharmaceuticals, but Hotels, 

Restaurant, and Leisure stocks continue show weakness. This could be the market identifying a weaker consumer ahead. 
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Now Then

S&P 500 3,736 1,135

Forward P/E 16x 13x

Largest stock Apple Exxon 

Largest S&P weight 6.5% 3.5%

Largest sector Tech Tech

Largest sector weight 27.0% 18.0%

WTI Crude Oil $118 $108

Gold $1,807 $1,474

I.G. Credit Spreads 1.41% 1.38%

H.Y. Credit Spreads 4.80% 4.53%

Consumer Price Index, y/y 8.6% 2.7%

Today vs. the last time the US 10-year 

Treasury was 3.50% (April 2011)
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IMPORTANT DISCLOSURES 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index. 

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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