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Current Market Outlook

Source: Mill Street Research, Factset, Bloomberg

Short-Term Risk Model: Bullish
The current model reading of 60% on the 0-100% 
scale was up +1% from the prior week. The model has 
continued to improve and is now on the threshold of its 
most bullish zone of 60% and above.

The table (right) shows the eight indicators in our Short-
Term Risk Model.

The strongest supports for equities right now are:

Global Credit Risk -- yields on corporate debt relative 
to benchmark government bond yields have been falling 
relative to recent history, a cross-asset sign of improving 
investor risk appetite.

Fed Expectations -- while the Treasury bond market still 
expects further rate increases by the Fed, the amount of 
further net tightening has sharply declined from peaks 
earlier this year. This has historically been favorable for 
future equity returns.

The least favorable indicators for equities right now 
are:

Global VIX Divergence -- options prices show traders 
have been expecting less near-term equity index 
volatility relative to recent realized (historical) volatility, 
an unfavorable contrarian sentiment indicator.

Global Risk Appetite -- our index of returns on the most 
volatile stocks globally has been in a downtrend in recent 
months, indicating low risk appetite in equities, though 
there has been some improvement most recently.

MSCI ACWI TR = MSCI All-Country World Index Total Return Index
US Treasury TR = Merrill Lynch/BofA US Treasury Total Return Index

More information about the Short-Term Risk Model is 
available in the Explanation Guide

https://www.millstreetresearch.com/research/Ref/Mill Street Research Explanation Guide.pdf
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Macro View

Source: Mill Street Research, Factset, Bloomberg

The latest employment report for December was again 
somewhat mixed, but a key measure of aggregate 
income growth slowed, helping drive bond yields lower 
and stock prices higher.

Friday's data on the US jobs market showed another 
solid but modestly slower pace of job growth in the 
establishment survey (+223K jobs), but downward 
revisions to previous months' payrolls and average 
hourly earnings made a stronger case for a moderating 
labor market (red line, top chart). 

Meanwhile, the household survey, which determines 
the unemployment rate, showed strong job growth and 
a decline in the unemployment rate to 3.5%. However, 
this comes after two months of negative job growth in 
the household survey, which has been diverging from the 
establishment survey significantly in recent months. So 
the data remains noisy, and keeps another Fed rate hike  
in February clearly in play.

The key metric we are watching (alongside the Fed) is 
total aggregate weekly pay, which combines the number 
of people working with the average workweek and 
average hourly earnings. The growth rate of that metric 
has been far too high for the Fed for some time now, 
but is rapidly slowing (blue line, top chart). More recent 
readings (last 3-6 months) show growth in total wage 
income much closer to pre-COVID average readings, and 
thus much closer to the Fed's presumed goal.

The bond market has therefore looked at recent data 
(including the very weak ISM Services report also 
released Friday) and, seeing clear signs of economic 
slowing, pushed the benchmark 10-year Treasury yield 
lower since the start of the year (blue line, bottom chart). 

The two-year yield (red line, bottom chart), most sensitive 
to near-term Fed expectations, has also dipped a bit, but 
remains stuck between expecting one or two more rate 
hikes this year and expecting potential rate cuts later 
in the year or early next year. It also remains below the 
three-month yield (grey line), as the Treasury yield curve 
remains heavily inverted.
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Based on our cornerstone MAER stock selection model, below is a list of the 20 most attractive buy ideas for short- to 
intermediate-term time frames, drawn from the Russell 1000 stock universe (those with at least six analysts covering the 
stock), and the changes in the list from the previous week. The list below is based on quantitative analysis that may not 
incorporate all relevant factors, and additional research should always be done before trading.

Note: MAER charts for each stock on the Buy and Avoid Ideas lists can be found in the Chart Appendix.

Buy ideas from the Russell 1000

Source: Mill Street Research, Factset

https://www.millstreetresearch.com/research/Roundup/Weekly Roundup Chart Appendix Sample.pdf
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Based on our cornerstone MAER stock selection model, below is a list of the 20 least attractive stocks in our ranking 
drawn from the Russell 1000 universe, which our research indicates tend to underperform and have higher risk on average. 
Readers who own or are considering buying these stocks may want to avoid or sell them in favor of the more attractively 
ranked stocks. Note that these are not necessarily meant as recommendations for shorting and are likely to be volatile. 
The list below is based on quantitative analysis that may not incorporate all relevant factors, and additional research 
should always be done before trading.

Avoid list from the Russell 1000

Source: Mill Street Research, Factset

More information about the MAER stock selection model is available in the Explanation Guide.
https://www.millstreetresearch.com/research/Ref/Mill Street Research Explanation Guide.pdf

https://www.millstreetresearch.com/research/Ref/Mill Street Research Explanation Guide.pdf
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The research provided in this report is based on strategic analysis provided by Mill Street Research LLC (“Mill Street”), an investment adviser 
registered with the Massachusetts Securities Division. Strategic analysis is based on fundamental, macroeconomic and quantitative data 
to provide investment analysis with respect to the securities markets.  The report is not intended to provide personal investment advice.  This 
report does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such offer or solicitation 
would be prohibited. The securities mentioned in this report may not be suitable for all types of investors. This report does not take into account 
the investment objectives, financial situation or specific needs of any particular client of Mill Street. Recipients should consider this report 
as only a single factor in making an investment decision and should not rely solely on investment recommendations contained herein, if any, as 
a substitution for the exercise of independent judgment of the merits and risks of investments.  Mill Street has no actual, implied or apparent 
authority to act on behalf of any issuer mentioned in the report. Employees of Mill Street may have positions in securities mentioned in this 
report, disclosures are available on request. Before making an investment decision with respect to any security recommended in this report, 
the recipient should consider whether such recommendation is appropriate given the recipient’s particular investment needs, objectives and 
financial circumstances. We recommend that investors independently evaluate particular investments and strategies, and encourage investors to 
seek the advice of a financial advisor.  Mill Street will not treat non-client recipients as its clients solely by virtue of their receiving this report. 
The statements in this document shall not be considered as an objective or independent explanation of the matters. Please note that 
this document (a) has not been prepared in accordance with legal requirements designed to promote the independence of investment 
research, and (b) is not subject to any prohibition on dealing ahead of the dissemination or publication of investment research.
Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is made regarding future 
performance of any security mentioned in this report. The price of the securities mentioned in this report and the income they produce may 
fluctuate and/or be adversely affected by exchange rates, and investors may realize losses on investments in such securities, including 
the loss of investment principal. Mill Street accepts no liability for any loss arising from the use of information contained in this report.

All information, opinions and statistical data contained in this report were obtained or derived from public sources believed to be reliable, but 
Mill Street does not represent that any such information, opinion or statistical data is accurate or complete (with the exception of information 
contained in the Important Disclosures and Certifications section of this report), and they should not be relied upon as such. All estimates, 
opinions and recommendations expressed herein constitute judgments as of the date of this report and are subject to change without notice. 
Nothing in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any reference in this report 
to the impact of taxation should not be construed as offering tax advice on the tax consequences of investments. As with any investment 
having potential tax implications, clients should consult with their own independent tax adviser. This report may provide addresses of, or contain 
hyperlinks to, Internet web sites. Mill Street has not reviewed the linked Internet web site of any third party and takes no responsibility for the 
contents thereof. Each such address or hyperlink is provided solely for the recipient’s convenience and information, and the content of linked 
third party web sites is not in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow 
such hyperlinks do so at their own risk. The market indices mentioned in this report are unmanaged, hypothetical portfolios of securities that are 
often used as a benchmark in evaluating the relative performance of a particular investment, as constructed by the index providers. Index return 
figures do not reflect any fees, expenses or taxes. An index should only be compared with a mandate that has a similar investment objective. 
An index is not available for direct investment, and does not reflect any of the costs associated with buying and selling individual securities or 
management fees.  This report or any portion hereof may not be reprinted, sold, or redistributed without the prior written consent of Mill Street.

The returns shown in this report are hypothetical and backtested and do not represent actual trading but were achieved by the retroactive application 
of a model. The hypothetical returns shown may not reflect that material market or economic facts may have affected Mill Street’s use of the back-
tested model. During the periods shown in the report, Mill Street was not managing any money in accordance with the investment strategy depicted. 
These hypothetical returns are unaudited and have not been verified by any unaffiliated third party. The hypothetical performance is presented gross of 
all brokerage and transaction costs unless otherwise specified. Such hypothetical performance also does not reflect management fees, performance 
allocation, legal, administration, audit and tax fees and other expenses an investor might incur.

Hypothetical performance results have many inherent limitations, some of which are described herein. No representation is being made that investors 
will or are likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance 
results and the actual results subsequently achieved by any particular trading program. One of the limitations of hypothetical performance results 
is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no hypothetical 
trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand losses or adhere to a 
particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous 
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the 
preparation of hypothetical performance results and all of which can adversely affect actual trading results.

Past performance is no guarantee of future results. All investments involve risk, including the loss of principal. The value of investments can go down 
as well as up. This report does not constitute an offering to sell, or a solicitation of an offer to buy any security.
Copyright © Mill Street Research LLC  2023
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