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Strategas Research Analyst Thomas DiFazio stops by to talk 
through a handful of the firm’s recent sector allocation changes: 
upgrades to Energy, Materials, and Utilities, and downgrades to 
Consumer Discretionary and Health Care. 
 

 

COMMODITY SECTORS UPGRADED    ǀ    UTILITIES PERCOLATING    ǀ    CONSUMER DOWNGRADE        

ROSS MAYFIELD: Let’s talk sector allocation. Could you discuss the two recent upgrades you made to a pair of cyclical areas? 

THOMAS DIFAZIO: Yes, we upgraded both Energy and 
Materials to Overweight. Starting with Materials, we believe that 
there is a big trend change underway in the industrial metal 
space. Looking at Copper and Gold, the trends are higher. It 
would not be surprising to see consolidation after such impressive 
runs, but we ultimately think the bias for these metals is higher. 
And from a fundamental perspective, improving commodity 
prices are good for overall sector free cash flow. With Energy, 
crude oil prices are on an upward trajectory, albeit with some 
volatility. That comes with higher free cash flow and higher profits. 
The other important consideration is that the trade is not crowded. 
If you look at Energy sector ETF flows on a rolling one-year basis, 
there's ample room for them to move higher before the trade gets 
crowded, and that helps provide an entry point for Energy. 

ROSS: Now, you also upgraded a traditionally defensive sector in Utilities. How does that fit into the larger outlook? 

THOMAS: With Utilities, we're just trying to appreciate the nuanced improvement going on under the hood. Looking at the 
equal weight construction of the sector, we see early signs of relative leadership. It's hardly full-throated, but the percent of 
stocks in an uptrend has been moving higher at a time when rates aren’t doing the sector any favors. Put it all together and 
you're seeing improvement both internally and on a surface level, and we think that should be recognized.  

ROSS: And then ending on a down note, could you discuss the two downgrades you made as part of the overall update? 

THOMAS: First, Consumer Discretionary. It's rare to see that sector work well in conjunction with Energy, and we think the 
Energy sector has upside potential. From a fundamental perspective, our Strategas Common Man CPI, which looks at inflation 
for “must have” products and services, is treading higher than overall inflation and wage growth. This hints at pressure on the 
consumer that we don’t think the market is properly appreciating. From a price perspective, we're watching the Consumer 
Discretionary vs. Consumer Staples (equal weighted) relationship, an important cyclical barometer for us. Discretionary has 
underperformed recently, but if it responds strongly from here, that would be an encouraging sign that cyclicality still permeates 
the marketplace. If not, we may need to ask a couple more serious questions about cyclicals vs. defensives. 

We also downgraded Health Care, primarily because it’s a high opportunity cost right now to be Overweight. Health Care is in 
the bottom decile of relative performance historically, and we’ve yet to see any spark of leadership coming out of that weakness. 
We don't believe the sector deserves a deep loyalty when we could put money to work elsewhere, especially when you consider 
that neither presidential candidate is particularly “good” for that sector anyway. 
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IMPORTANT DISCLOSURES 

This conversation is lightly edited and consolidated from an interview located at www.youtube.com/@BairdTV. 

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 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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