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Please refer to Appendix – Important Disclosures  
Stock Market Outlook – Where do we go from here?  
Last week the equity markets rallied for the third week in a row carrying the S&P 500 Index just fractionally underneath the 
record high set in September. Support for the rally was better-than-expected third-quarter earnings and late week revelations 
that the U.S. and China are getting closer to completing the initial phase of trade negotiations. There is also growing evidence 
that the global economy is stabilizing, which is being reflected in many foreign stock markets hitting new 52-week highs in 
October. 
  
Could we have a repeat of the stock market debacle that occurred in the fourth quarter of 2018? 
Although there are lingering concerns that stocks could see a repeat of the fourth quarter decline in 2018, this appears unlikely.  
This time last year the Federal Reserve and foreign central banks were raising interest rates and foreign equity markets were 
hitting new cycle lows.  In the present example, 85% of central banks, including the Federal Reserve, are in an easing mode and 
foreign equity markets are in close proximity to new highs.   

If a resolution is made regarding trade between the U.S. and China, how will it impact the markets? 
It is likely that some form of a resolution will occur next month in Santiago, Chile at the Asia Pacific Summit when the two leaders 
of the world’s largest economies will meet.  The Administration has stated that the two sides have come to an agreement on 
intellectual property, financial services and a deal for American farmers and, although a lot of ill will has been bred and there is 
more work to do, Trump has referred to Phase 1 of this deal as a  “love fest.”  Should some form of agreement transpire, it would 
likely lessen business uncertainty, restore capital spending and be a positive for the stock market.   

Are recession risks increasing?   
The U.S. economy is clearly slowing with indicators such as the September ISM Manufacturing and Non-Manufacturing surveys 
weaker than expected and CEO confidence falling all likely due to the U.S. China trade war and geopolitical concerns surrounding 
Brexit, Hong Kong, and the Middle East. On the positive side, home sales building permits and the unemployment rate have 
beaten estimates.  I do not believe we currently have enough indicators to point to a recession.  History has shown that the 
economy can slow and not fall into a recession.  The Federal Reserve’s commitment to “act as appropriate” to sustain growth, as 
well as solid consumer spending backed by a strong labor market and rising wages, should continue to promote slower but 
moderate growth in the year ahead.     

Where to invest? 
The latest S&P 500 sector rankings continue to show defensive sectors at the top of the relative strength leaderboard. Under the 
surface, however, there has been a movement toward technology and cyclical areas of the market. We anticipate that this could 
continue. There is growing evidence that world economies, that had been dependent on monetary policy (many in negative 
interest rate territory) are considering fiscal measures to rejuvenate growth. This is showing up in the potential bottoming of global 
interest rates and the recent outperformance of global stocks relative to U.S. equities.  While we continue to recommend the 
strongest sectors, including utilities and real estate, we suggest investors consider the strengthening areas such as financials, 
industrials, and information technology. We also suggest U.S. Treasury notes and short and medium-term corporate bonds to 
help buffer portfolios against volatility.    
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      Current Previous 
 Indication 

(from contrarian 
perspective) 

CBOE 10-Day Put/Call Ratio 
     Below 85% is bearish; Above 95% is bullish 93% 100% 

 
Neutral 

CBOE 3-Day Equity Put/Call Ratio 
     Below 59% is bearish; Above 69% is bullish 64% 76% 

 
Neutral 

VIX Volatility Index 
     Below 16 is bearish; Above 30 is bullish 12 14 

 
Bearish 

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

Bulls:   
Bears: 

36% 
28% 

Bulls:   
Bears: 

34% 
31% 

 
Neutral 

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

Bulls:    
Bears: 

53% 
18% 

Bulls:    
Bears: 

49% 
17% 

 
Neutral 

National Assoc. of Active Investment Mgrs. (NAAIM)  
     Below 25% is bullish; Above 80% is bearish 66% 57% 

 
Neutral 

Ned Davis Research Crowd Sentiment Poll Pessimism Fading Pessimism Fading   Neutral 

Ned Davis Research Daily Trading Sentiment Composite  Optimism Rising Pessimism Fading 
 

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 
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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. 
 

 
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 2019 Robert W. Baird & Co. Incorporated 
 
 

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

