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AMONG MIXED SIGNALS, WE REMAIN DEFENSIVE AND FAVOR GRANULARITY  

This year’s tape has been confounding to many investors. On the one 
hand we’ve seen broad strength in the equity market at the index level 
(e.g., the S&P 500). On the other hand, we find ourselves waiting for 
perhaps the most broadly anticipated recession in history. Does 
recent strength in equities mark the beginning of a new bull market? 
Or is it just the most recent in a string of powerful countertrend rallies 
that dot the landscape of long deleveraging episodes?  

Against this backdrop it is hard to overlook the importance of 
corporate earnings and interest rates as the keystone building blocks 
for stock prices. Given the foundational importance investors place 
on both when the going is good, it seems intellectually inconsistent to 
dismiss them when the going gets tough. Quarterly earnings are on 
track for a second consecutive quarter of year-over-year declines 
while the yield curve remains inverted (i.e., short-term fixed income 
yielding more than long-term) after the Fed raised interest rates from 
0% to 5% over the last year. 

On the flipside, we acknowledge that the market has been resilient.  
It is tough to ignore the strength in the labor market or remain 
conservative when liquidity is again returning to markets. 

This macro inconsistency underscores the increased importance of 
granular portfolio construction. The normalization of interest rates and 
ultimate tightening of financial conditions suggests that some 
companies and subsectors will fare much better than others in the 
quarters ahead—in other words, a rising tide won’t lift all boats. 
Furthermore, while major indices have been buoyed by the recent 
liquidity-driven move in mega-cap Tech and Tech-adjacent names, 
we remain conscious of the ease with which this trend could be 
upstaged by broader economic realities.  

We aren’t making any new changes to our sector allocation at the 
time of this writing, but are maintaining our overweight to more 
defensive areas of the market. 

U.S. Equity Sector Allocation 
May 1, 2023 
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Allocations are labeled as over-, under-, and neutral weight compared to sector weightings in the S&P 500, an index of the largest 
U.S. publicly traded companies. The S&P 500 is market-cap weighted, giving larger companies greater influence on sector weights. 
The weightings in the index can float from day to day as normal trading causes shares within the index to rise or fall in price. It is not 
possible to invest directly in an index. 

Energy

Staples

Materials

Healthcare

Industrials

Utilities

Financials

Technology

Communications

Discretionary

Real Estate

Regional banking issues continue to play out since collapse 
of SVB. Bank relative performance inconsistent. Ample 
repair time likely needed. Growth estimates likely not 
reflecting weakness in loan books. Curve remains inverted. 
Headwinds stiffening for investment banking as capital 
market activity has dried up.

Perceived financial crisis is contained. Relative 
valuations provide attractive entry point. Financial 
conditions tightening faster than expected could inhibit 
QT "positives" of aiding loan portfolio revenue, capex, 
and deleveraging for companies.
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Apple and Microsoft are heavyweights both in Tech and 
overall index. Below-average revenue growth seems likely 
(too much growth pulled forward). SaaS is somewhat 
insulated. Higher rates impairing sector bid. Tensions with 
China could be a problem, especially for semiconductors.

AAPL & MSFT supporting sector. EW technology 
outperforming. Passive concentration past tipping 
point? We remain focused on valuation. Growth could 
gain a sustained bid if yields fall dramatically (easing 
pressure on long-duration stocks). CHIPS and Science 
Act a plus for semiconductors

Facebook and Alphabet are ~60% of sector. Liquidity-
driven price recovery outpaced revenue and earnings. 
Upward pressure on long rates catching up with the sector. 
Social media likely to come under regulatory scrutiny. 

Structural trend of digital content and advertising is 
positive. We expect the arms race for content to 
continue. Non-digital segments should rebound as we 
move past acute phase of Covid pandemic. Durable 
relative outperformance from GOOGL & META could 
buy sector.

Performance inconsistent. Tower REITs are rolling over 
with Growth stocks; Residential and mall REITs are 
catching a bid. Real Estate losing its yield advantage. Cap 
rates falling dramatically. Relative performance awful.

New cloud-based infrastructure needs warehousing. 
Rise in mortgage rates a tailwind for Apartment REITs 
as it tips inclination to rent vs. buy. 

Amazon and Tesla are ~45% of the sector. Ecommerce  
leaders face competitive strategies from smaller players. 
FAAMG increasingly sold off to increase down-cap 
exposure. Recession hurts consumer.

The wage gains we've seen may be sticky and if inflation 
rolls over may create a tailwind for lower income 
consumers' propensity to spend. Improvement in 
Discretionary vs Staples a bullish development.

Strategas U.S. Recommended Sector Allocation Summary
Rationale Risks

Exxon and Chevron are ~45% of  the sector. Capex growth 
remains limited. Higher crude prices providing outsized 
earnings beats. Significant free cash flow generation.

Global recession could disrupt near-term demand. 
OPEC+ decisions a wild card and a cooling of 
US/OPEC+ political tension does not look likely.

Sector retains pricing power for now though year-over-year 
input prices have rolled over. Relative performance a 
positive in low growth environment / bear market. Industries 
tend to act well in peak inflation environment. 

Higher costs and supply chain issues have hurt margins 
and valuations are extended. Rising rates have curbed 
relative performance.
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Relative performance has weakened with surging rates and 
yield competition from fixed income. Valuations have come 
in but are still elevated relative to historical averages. 

Higher yields would harm attractiveness of sector. Likely 
an underperformer in the event of a cyclical upswing 
and achievement of economic soft landing. 

Late-cycle defensive sector.ACA exchange growth is robust 
(+12% y-y). Congress prevented Medicare cuts from going 
into effect. Higher corporate and multinational tax increases 
unlikely.

Covid's public health emergency status ending. 
Decrease in Medicare enrollment. Managed Care 
names under pressure against weaker USD.

Auto 2.0 + China 3.0 + end of "Zero Covid" provide 
structural demand for commodities. Economic recovery 
supports industrial demand. 

Demand weakness from potential recession. Sustained 
dollar strength a negative. Above-average cost 
pressures a risk to profits. 

US dollar remains strong against most currencies, possibly 
impairing global revenue sources (a trend that may be 
changing). Margins impaired by elevated costs from supply 
chain hiccups and inflation.

Likely to be the largest beneficiary of cyclical upswing. 
US debt ceiling debate risks limit to Defense spending. 
Machinery names showing strong earnings momentum.
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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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