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Please refer to Appendix – Important Disclosures 

The major market indices finished mixed last week.  The Dow Jones Industrial Average lost 0.3%.  The S&P 500 fell 
0.64% while the NASDAQ Composite fell 1.16%.  All three indexes were lower for the third consecutive week.  
Cyclical and small capitalized stocks gained ground as exhibited by the Russell 2000 Small Capitalization Index 
which rose 2.40% last week. 

Central banks have taken extraordinary measures to provide liquidity to the markets over the past six months.  They 
have cut interest rates to historic lows and initiated quantitative easing measures by purchasing corporate and 
government bonds.  The Federal Reserve has pledged to keep interest rates near zero through 2023 in order to 
support the economy.  They recently announced a more flexible approach to targeting inflation where they will move 
to an “average” inflation target instead of the exact 2% level which has been their target in the past.  This policy 
suggests that the Fed will allow inflation to run at or above 2%.  This should allow inflation to be left in the vicinity of 
or moderately above 2% for many years before a rate hike is necessary. 

The federal government’s support of individuals, small businesses and municipalities was essential in preventing the 
March downturn from turning into a more severe recession.  Congress has struggled recently to reach an agreement 
on an additional aid package.  Millions of Americans are still out of work.  Many small businesses are suffering and 
state and local governments are experiencing shortfalls.   We need the additional aid package in order to secure this 
economic recovery. 

The reasons for further stock market gains are monetary and fiscal stimulus, evidence of a slowly recovering 
economy, and positive news on treatments and a vaccine for COVID-19 virus.  However, there are concerns and 
volatility will likely remain high.  Investors may lose confidence as Congress debates the next federal aid package.  
The markets may have factored in the lower for longer interest rate scenario from the Federal Reserve.  Other 
headwinds include an inconclusive or contested presidential election and the technical data showing fully invested 
mutual funds and excessive call volume from the Chicago Board Options Exchange suggesting too much optimism 
which often signals a pullback.   

The largest five stocks in the S&P 500 - the mega cap stocks of Amazon, Microsoft, Apple, Facebook and Google - 
comprise roughly 23% of the market capitalization of the S&P 500, even after the recent correction.  A pullback in 
these stocks pulls the rest of the market down.  The Baird sector analysis shows information technology ranks 
number 3 on our list of strongest sectors and has held a spot near the top of the list all year – even before the 
pandemic happened.  The technology sector will continue to benefit from the growing trends in internet retail, 
education, entertainment, medicine and work.  But investors may want to take profits in some of their mega cap 
winners and move into the small cap tech companies.  The past three weeks have seen a shift into the cheaper 
valuation areas of small and mid-size stocks as well as the cyclical sectors.   
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  Sentiment Indicators 

 

 

      Current Previous 
 Indication 

(from contrarian 
perspective) 

CBOE 10-Day Put/Call Ratio 
     Below 70% is bearish; Above 90% is bullish 87% 84% 

 
Neutral 

CBOE 3-Day Equity Put/Call Ratio 
     Below 45% is bearish; Above 60%is bullish 57% 61% 

 
Neutral 

VIX Volatility Index 
     Below 20 is bullish; Above is 45 is bearish 26 27 

 
Neutral 

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

Bulls:   
Bears: 

      24% 
49% 

Bulls:    
Bears: 

31% 
42% 

 
Bullish 

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

Bulls:    
Bears: 

55% 
18% 

Bulls:    
Bears: 

59% 
16% 

 
Bearish 

National Assoc. of Active Investment Mgrs. (NAAIM)  
     Below 30% is bullish; Above 80% is bearish 53% 107% 

 
Neutral 

Ned Davis Research Crowd Sentiment Poll  Optimism Fading    Optimism Extreme    Neutral 

Ned Davis Research Daily Trading Sentiment Composite Optimism Fading Optimism Excessive 
 

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. Incorporate 

 

 

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

