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Economy Improves – Pandemic Worsens 

Stocks closed slightly higher last week while gold hit the highest level since 2011.  Outbreaks in COVID-19 cases 
are rising and will likely slow the economic recovery. 

As the economy began to reopen, the outbreaks of the virus increased.  We knew this would happen.  But the 
infection rate in the U.S. has increased from around 20,000 cases per day in June to over 68,000 daily cases 
reported this past Saturday.  Some of this can be attributed to increased testing but some of this is due to people 
disregarding the CDC guidelines of wearing masks and social distancing.   

The latest data on the economy has shown rapid growth in consumer confidence and spending.  Retail sales, 
housing demand, and car sales have picked up.  The unemployment rate has surprised two months in a row with 
7.5 million jobs recovered in May and June.  However, there are still about 15 million fewer jobs than pre pandemic 
months.  As we see more outbreaks in the virus, the improvement in the jobs numbers may stall.      

Signs of investor optimism are creeping into the stock market sentiment indicators, which from a contrarian stance, 
points to a short-term pullback. Demand for put options (puts are bought in anticipation of a market decline) has 
dropped to levels seen just before the June market weakness.  Investors Intelligence (II) which tracks the mood of 
Wall Street letter writers showed the bullish camp expanding to 58%.  A reading above 60% has often led to market 
corrections.  The current rally has produced a falling number of S&P 500 stocks trading above their 50- and 200-
day moving averages.  When fewer stocks participate in the rally, the rally is often not sustainable.   

The technology sector led the stock market higher in the second quarter of the year. Facebook, Amazon, Microsoft 
and Apple are at or close to their all-time highs. History has shown that quick moves up in a concentrated sector 
eventually lead to dramatic pullbacks.  As long as the pandemic is with us, work from home trends, virtual business 
meetings and live streaming events will direct investors’ attention to the technology sector.  This sector is 
appropriate for the growth portion of a portfolio but investors should be mindful of how much exposure they want to 
devote to this area.  We encourage investment in cyclical sectors as the economy improves as well as health care 
where we will see increased spending.  We like utilities as a defensive sector and gold or gold mining stocks which 
tend to be a resilient asset and provide diversification in periods of uncertainty.   

Bottom Line:  We may see disappointing economic data in July as a result of the COVID-19 outbreaks.  
Businesses will struggle to overcome major setbacks caused by the virus and it may take years before GDP 
reaches pre-pandemic levels. But with renewed emphasis on the guidelines to control the virus and with improving 
trends in consumer and business confidence the economy should continue its slow and steady path to recovery.  
The technical data suggests a consolidation phase for the markets short term.  But the ongoing fiscal and monetary 
support combined with ample amounts of investable cash on the sidelines provides a solid underpinning for this 
market.   
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Sentiment Indicators 

      Current Previous 
 Indication 

(from contrarian 
perspective) 

CBOE 10-Day Put/Call Ratio 
     Below 85% is bearish; Above 95% is bullish 84% 89% 

 
Bearish 

CBOE 3-Day Equity Put/Call Ratio 
     Below 49% is bearish; Above 73% is bullish 43% 50% 

 
Bearish 

VIX Volatility Index 
     Below 20 is bullish; Above is 45 is bearish 27 28 

 
Neutral 

American Association of Individual Investors 
     Twice as many bulls as bears is bearish; 2X more bears than 
bulls is bullish 

Bulls:   
Bears: 

      27% 
43% 

Bulls:    
Bears: 

22% 
46% 

 
Neutral 

 Investors Intelligence (Advisory Services) 
     55% bulls considered bearish/more than 35% bears is bullish   

Bulls:    
Bears: 

58% 
18% 

Bulls:    
Bears: 

55% 
20% 

 
Bearish 

National Assoc. of Active Investment Mgrs. (NAAIM)  
     Below 30% is bullish; Above 80% is bearish 85% 72% 

 
Bearish 

Ned Davis Research Crowd Sentiment Poll  Pessimism Falling   Pessimism Rising    Neutral 

Ned Davis Research Daily Trading Sentiment Composite Pessimism Falling  Pessimism Rising   
 

Neutral 
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Appendix – Important Disclosures and Analyst Certification 

Analyst Certification 

The senior research analyst(s) certifies that the views expressed in this research report and/or financial model 
accurately reflect such senior analyst's personal views about the subject securities or issuers 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 the research report. 

Disclaimers 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions 
expressed here reflect our judgment at this date and are subject to change. The information has been obtained from 
sources we consider to be reliable, but we cannot guarantee the accuracy. 

ADDITIONAL INFORMATION ON COMPANIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST 

The Dow Jones Industrial Average, S&P 500, S&P 400 and Russell 2000 and any other indices mentioned are 
unmanaged common stock indices used to measure and report performance of various sectors of the stock market; 
direct investment in indices is not available. Baird is exempt from the requirement to hold an Australian financial 
services license. Baird is regulated by the United States Securities and Exchange Commission, FINRA, and various 
other self-regulatory organizations and those laws and regulations may differ from Australian laws. This report has 
been prepared in accordance with the laws and regulations governing United States broker-dealers and not 
Australian laws. 

United Kingdom (“UK”) disclosure requirements for the purpose of distributing this research into the UK 
and other countries for which Robert W. Baird Limited holds a MiFID passport. 

The contents of this report may contain an "investment recommendation", as defined by the Market Abuse 
Regulation EU No 596/2014 ("MAR"). This report does not contain a “personal recommendation” or “investment 
advice”, as defined by the Market in Financial Instruments Directive 2014/65/EU (“MiFID”). Please therefore be 
aware of the important disclosures outlined below. Unless otherwise stated, this report was completed and first 
disseminated at the date and time provided on the timestamp of the report. If you would like further information on 
dissemination times, please contact us. The views contained in this report: (i) do not necessarily correspond to, and 
may differ from, the views of Robert W. Baird Limited or any other entity within the Baird Group, in particular Robert 
W. Baird & Co. Incorporated; and (ii) may differ from the views of another individual of Robert W. Baird Limited. 

This material is distributed in the UK and the European Economic Area (“EEA”) by Robert W. Baird Limited, which 
has an office at Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB and is authorized and regulated by 
the Financial Conduct Authority (“FCA”) in the UK. 

For the purposes of the FCA requirements, this investment research report is classified as investment research and 
is objective. This material is only directed at and is only made available to persons in the EEA who would satisfy the 
criteria of being "Professional" investors under MiFID and to persons in the UK falling within Articles 19, 38, 47, and 
49 of the Financial Services and Markets Act of 2000 (Financial Promotion) Order 2005 (all such persons being 
referred to as “relevant persons”). Accordingly, this document is intended only for persons regarded as investment 
professionals (or equivalent) and is not to be distributed to or passed onto any other person (such as persons who 
would be classified as Retail clients under MiFID).  

All substantially material sources of the information contained in this report are disclosed. All sources of information 
in this report are reliable, but where there is any doubt as to reliability of a particular source, this is clearly indicated. 
There is no intention to update this report in future.  Where, for any reason, an update is made, this will be made 
clear in writing on the research report.  Such instances will be occasional only. 
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Investment involves risk. The price of securities may fluctuate and past performance is not indicative of future 
results. Any recommendation contained in the research report does not have regard to the specific investment 
objectives, financial situation and the particular needs of any individuals. You are advised to exercise caution in 
relation to the research report. If you are in any doubt about any of the contents of this document, you should obtain 
independent professional advice. 

 

Robert W. Baird Limited and Robert W. Baird & Co. Incorporated have in place organisational and administrative 
arrangements for the prevention, avoidance, and disclosure of conflicts of interest with respect to research 
recommendations. Robert W. Baird Limited’s Conflicts of Interest Policy, available here, outlines the approach 
Robert W. Baird Limited takes in relation to conflicts of interest and includes detail as to its procedures in place to 
identify, manage and control conflicts of interest. Robert W. Baird Limited and or one of its affiliates may be party to 
an agreement with the issuer that is the subject of this report relating to the provision of services of investment 
firms. Robert W. Baird & Co. Incorporated’s policies and procedures are designed to identify and effectively manage 
conflicts of interest related to the preparation and content of research reports and to promote objective and reliable 
research that reflects the truly held opinions of research analysts. Robert W. Baird & Co. Incorporated’s research 
analysts certify on a quarterly basis that such research reports accurately reflect their personal views.  

This material is strictly confidential to the recipient and not intended for persons in jurisdictions where the 
distribution or publication of this research report is not permitted under the applicable laws or regulations of such 
jurisdiction. 

Robert W. Baird Limited is exempt from the requirement to hold an Australian financial services license and is 
regulated by the FCA under UK laws, which may differ from Australian laws. As such, this document has not been 
prepared in accordance with Australian laws. 

Copyright 2020 Robert W. Baird & Co. Incorporated 

 

http://www.rwbaird.com/Docs/BairdEurope/IER-Conflicts-of-Interest-Policy.pdf

