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Evidence Argues For Patience In Face Of 

Coronavirus Weakness  

Highlights: 

• Fed Steps Up As Lender of Last Resort 

• Economic Data Turning Sharply Lower 

• Valuations Becoming More Attractive 

• Sentiment Reflects Bear Market Realities 

• Seasonal Patterns Supportive Of Strength 

• Broad Selling Weighing On Breadth Trends 

 

So much is unique about the current crisis. While the focus here is primarily 

on the economic and financial market implications, looking past the real life 

toll of coronavirus discredits our humanity. As of this writing, the total number of confirmed cases of COVID-19 is approaching half 

a million and nearly 20,000 have lost their lives to it. While some areas are seeing numbers level off (China, Japan, South Korea), 

in other parts of the world (notably the US) the number of cases continues to climb rapidly. 

Efforts to limit the spread of the 

virus have necessarily meant less 

economic activity now, with many 

areas in the US and around the 

world seeing businesses being 

shuttered, streets emptied, and 

residents encouraged to stay home.   

To fight off the virus, the doctors 

have suggested putting the 

economy into something of an 

intentional coma. In this metaphor, 

monetary stimulus is the respirator 

that helps keep the organs 

functioning while fiscal stimulus will 

help shock it back to life when risks 

of infection have ebbed. Given the 

noise in the headlines and 

uncertainty of the outlook, now 

more than ever is a time to a keep a 

disciplined and non-emotional 

perspective.   
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Outlook Summary 
 

Weight of the Evidence is holding at 
neutral 

 
Cyclical declines feature rallies and re-
tests, but usually end before economic 

data improves 
 

Recession-like conditions will supply host 
of negative headlines 

 
To get more constructive, look for 

evidence of strength beneath the surface 
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Indicator Review 
 
 

 

Macro Factors (What Could Happen)

• Federal Reserve Policy Bullish     +1

• Economic Fundamentals Bearish -1 

• Valuations Neutral                  0

Market Factors (What Is Happening)

• Investor Sentiment Neutral                  0

• Seasonal Patterns/Trends Bullish     +1

• Tape (Breadth) Bearish -1

Weight of the Evidence = Neutral                  0
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Federal Reserve Policy is bullish. 

Coming into this year, we argued that if 

the Fed had to cut rates in 2020 after 

providing 75 basis points of easing in 

2019, it would be a sign of economic 

difficulty. With the events of the past 

month as perspective, that is now 

something of a moot point. Of greater 

importance now is that in the face of 

economic weakness and credit market 

strains, the Fed has stepped up in its 

role as lender of last resort. It has cut 

rates to zero and re-established a 

number of the lending and liquidity 

programs it established in 2008. This 

reaction by the Fed reflects a simple 

truth about liquidity – when it flees in the 

face of trouble it is hard to re-capture.  

Proactive efforts can corral it where it is 

needed. History shows that recessions 

become depressions when central 

banks fail to provide liquidity – that 

seems unlikely to be an issue in the 

current case. Stable bond yields would 

suggest these efforts are working. 

 

Economic Fundamentals are bearish. 

As we mentioned at the outset, stocks 

have been volatile as the economic 

backdrop has shifted dramatically over 

the span of weeks. We have moved 

from evidence of global green shoots 

after growth slowed in 2019 to a 

discussion of a rapidly evolving 

recession (or at least a period of 

recession-like conditions). For example, 

in the span of two weeks, initial jobless 

claims are expected to move from near 

50-year lows (near 200,000) to their 

highest level on record (2 million or 

higher). The silver lining in this period is 

that the economy was doing better than 

expected at the beginning of 2020, as 

seen by the economic surprise index 

moving to its highest level in two years.  
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For at least a brief period, evidence of 

economic weakness can be seen as 

evidence of epidemiological success – 

the less activity in the near term the 

better the chances of slowing the 

spread of the coronavirus and 

preserving the longer-term health of 

the economy.  Expectations for the 

economy are being ratcheted lower, 

and that provides some opportunity for 

data to continue to exceed 

expectations. The caveat is that for the 

next few months, incoming economic 

data will likely be as volatile as stocks 

have been over the past few weeks. As 

we look forward, while the economic 

data and the potential rebound in 

activity could be uneven, all previous 

recessions have come to an end, and 

on average stocks bottom four months 

prior to the economy. Negative 

headlines on the economy are to be 

expected, and most likely, stocks will 

bottom while the news is still bad. 

 

Valuations have improved and we 

now rate them neutral.  

Price/earnings ratios that look at 

trailing earnings are approaching 

their long-term averages. The 

ValueLine P/E ratio (which blends 

six months of trailing earnings with 

six months of forward earnings) has 

dropped sharply over the past month 

and in the past 30 years has only 

been lower than its current level in 

late 2008 and early 2009. Two 

caveats are worth mentioning. First, 

the 2008/2009 valuation lows were 

quite a bit lower than current levels. 

Second, forward earnings estimates 

are notoriously untrustworthy at 

important turning points. For 

example, the current ValueLine P/E 

is at the same level it was in March 

2000. 

  

 
Source: Ned Davis Research 
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While it is encouraging to see the 

valuation improvement, to grow more 

constructive on this in the near term we 

would like to see stability emerge in 

earnings estimates. As the data from 

The Earnings Scout shows, earnings 

estimates for 2020 were already 

moving lower prior to the coronavirus 

outbreak, but the pace has accelerated 

in recent weeks. As companies and 

analysts grapple with the effects of 

economic weakness on corporate 

profitability, these estimates are likely 

to move lower. We want to see this 

downward revision cycle run its course 

before leaning too heavily on earnings 

estimates.  Either way, one of the 

notable headwinds we highlighted 

coming into 2020 is being quickly 

alleviated and could soon be a tailwind. 

  

 

Investor Sentiment is neutral. The 

waterfall decline in the S&P 500 off its 

February 19 high (a 34% decline over 

the course of 23 trading sessions) has 

had a not unexpected effect on investor 

sentiment. The latest data from Investors 

Intelligence shows more bears than bulls 

for the first time since early 2019, the 

bull-bear spread is its most negative 

since 2016 and bears are at their highest 

level since 2011. Other weekly 

sentiment surveys show similar shifts. In 

other words, investor sentiment is 

behaving the way it typically does in 

bear markets. This can also be seen 

from a fund flow perspective, with equity 

funds seeing $60 billion of outflows over 

the past four weeks (only December 

2018 saw more outflows). The best 

signals from a contrarian sentiment 

perspective come after extremes have 

been reached and sentiment starts to 

reverse.     

  

 

 

 
Source: The Earnings Scout 
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Seasonal Patterns & Trends remain 

bullish. We upgraded this indicator 

earlier this year on evidence that 

Americans were feeling increasingly 

satisfied with their financial situation. In 

such environments, incumbent 

presidents tend to get re-elected and 

election year patterns tend to be bullish 

when incumbents get re-elected. The 

outbreak of the coronavirus and 

economic uncertainty that is now 

emerging are likely to weigh on 

perceptions of financial security, 

especially if weakness drags on for 

months and not just weeks. 

Nonetheless, the president’s approval 

rating rebounded this week and at 49% 

it is at the highest of his presidency. 

This does not seem consistent with an 

incumbent whose re-election chances 

are fading.  

  

Breadth is bearish. The cyclical decline 

off of the February highs (by our count, 

the fourth cyclical bear market in the 

past decade) has been accompanied by 

extreme levels of volatility, intense 

selling pressure and rapid deterioration 

beneath the surface. While the initial 

downside pressure may be yielding to a 

period of rallies and re-tests, an 

important and healthy development 

would be a decline in volatility and the 

wide price swings that come with it. Over 

the past four weeks, the S&P 500 has 

experienced both two of the top 10 

single-day gains and two of the top 10 

single-day losses since 1950. In addition 

to seeing volatility ebb, we are looking 

for evidence of improving trends beneath 

the surface. We would expect to see 

improving trends from an industry group 

perspective and other evidence that 

longer-term trends are improving. 

   

 

 

Source: Gallup 
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What To Do Now: 

The cyclical decline may be entering a 

period of enticing rallies and frustrating 

re-tests that can challenge investor 

patience. Absent a more bullish 

message from the weight of the 

evidence, we would generally 

discourage chasing rallies.  

Rather than thinking about putting new 

money to work at this juncture, investors 

should consider using the rally to re-

position away from cyclical laggards and 

toward defensive areas (notably Health 

Care and Consumer Staples) that have 

been showing leadership and have a 

historical tendency to do well during 

periods of broader weakness.  

 

This may also be a time for a renewed 

focus on global diversification and 

leaning toward those areas that are 

showing relative strength.  Japan and 

China, for example, are improving 

versus the US. 

Portfolio managers from Baird Advisors 

note that with the recent dislocation in 

the fixed income market, they see pretty 

compelling value in investment grade 

spread sectors on the short end of the 

yield curve. 

The combination of equity market 

weakness and credit market stress is 

putting a new emphasis on portfolio 

liquidity and appropriate levels of cash. 

Investment losses tend to be greatest for 

forced sellers and even patient investors 

cannot weather periods of volatility if 

they need to raise cash. Portfolio 

management is not just about return 

expectations but also about pro-actively 

managing risk.  

  

 
Source: StockCharts 
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BAIRD STRATEGIC ASSET ALLOCATION MODEL PORTFOLIOS 

Baird offers six strategic asset allocation model portfolios for consideration (see table below), four of which have a mix of equity and 

fixed income. An individual’s personal situation, preferences and objectives may suggest an allocation more suitable than those shown 

below. Please consult a Baird Financial Advisor in determining an asset allocation that will meet your needs. 

Model Portfolio 
Mix: Stocks / 

(Bonds + Cash) 
Risk Tolerance Strategic Asset Allocation Model Summary 

All Growth 100 / 0 Well above average 
Emphasis on providing aggressive growth of capital with high 
fluctuations in the annual returns and overall market value of the 
portfolio.   

Capital Growth 80 / 20 Above average 
Emphasis on providing growth of capital with moderately high 
fluctuations in the annual returns and overall market value of the 
portfolio.   

Growth with 
Income 

60 / 40 Average 
Emphasis on providing moderate growth of capital and some 
current income with moderate fluctuations in annual returns and 
overall market value of the portfolio.   

Income with 
Growth 

40 / 60 Below average 
Emphasis on providing high current income and some growth of 
capital with moderate fluctuations in the annual returns and 
overall market value of the portfolio.   

Conservative 
Income 

20 / 80 Well below average 
Emphasis on providing high current income with relatively small 
fluctuations in the annual returns and overall market value of the 
portfolio.   

Capital 
Preservation  

0 / 100 Well below average 
Emphasis on preserving capital while generating current income 
with relatively small fluctuations in the annual returns and 
overall market value of the portfolio.   

Baird’s Investment Policy Committee offers a view of potential tactical allocations among equity, fixed income and cash, based upon a 

consideration of U.S. Federal Reserve policy, underlying U.S. economic fundamentals, investor sentiment, valuations, seasonal 

trends, and broad market trends. As conditions change, the Investment Policy Committee adjusts the weightings. The table below 

shows both the normal range and current recommended allocation to stocks, bonds and cash. Please consult a Baird Financial 

Advisor in determining if an adjustment to your strategic asset allocation is appropriate in your situation. 

Asset Class / 
Model Portfolio 

All Growth Capital Growth 
Growth with 

Income 
Income with 

Growth 
Conservative 

Income 
Capital 

Preservation 

Equities:       

 Suggested allocation 95% 75% 55% 35% 15% 0% 

 Normal range 90 – 100% 70 - 90% 50 - 70% 30 - 50% 10 - 30% 0% 

Fixed Income:       

 Suggested allocation 0% 15% 35% 45% 50% 60% 

 Normal range 0 - 0% 10 - 30% 30 - 50% 40 - 60% 45 - 65% 55 – 85% 

Cash:       

 Suggested allocation 5% 10% 10% 20% 35% 40% 

 Normal range 0 - 10% 0 - 20% 0 - 20% 10 - 30% 25 - 45% 15 - 45% 
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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. 

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

