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Please refer to Appendix – Important Disclosures 

Why is the stock market rallying amid terrible economic numbers?   

Last week we saw devastating economic numbers - retail sales, industrial production, and housing have all hit new 
lows.  Now 22 million people have applied for unemployment benefits over the past four weeks erasing most of the 
job gains of the past decade.  But yet last week the stock market advanced for the second week in a row.       

The economic data is more about what has occurred in the past.  Markets look ahead. The sentiment in the current 
market is clearly focused on an eventual rebound rather than the bleak economic numbers.  There were 
several signs of hope last week that inspired investor optimism:  a report from Gilead Sciences that it is showing 
positive results in clinical trials on a treatment for COVID-19; data suggesting a flattening of the curve of the 
pandemic infection across major economies; and the release of a plan by the Federal Government to re-open the 
economy in phases.   

Additionally, and possibly most important, the massive fiscal and monetary stimulus and the Fed stating that as far 
as lending is concerned, they are not going to run out of ammunition has boosted investors’ confidence.     

What indicators will show that an economic recovery is underway?    

It remains to be seen if the massive fiscal and monetary stimulus will be enough to support a quick economic 
rebound.  A more likely scenario is, based on a gradual reopening of the economy in phases beginning in mid-May, 
that with social distancing, testing, and temperature checks, a slower recovery will lead to profit growth returning in 
the first quarter of 2021.   

Currently 24 states believe they meet the criteria to open their economies for Phase One.  Texas and Vermont will 
open some of their businesses today. 

1 – An economic recovery depends on containment of the COVID-19 virus.  No matter how much stimulus the 
Federal Reserve throws at this, recovery in the economy will hinge on a decrease in the number of cases of the virus 
in the major metropolitan areas (which we are currently seeing) and a decrease in the number of deaths from the 
virus.   

2 – Leading indicators, including weekly jobless claims and the four-week average of claims, should begin to 
show improvement in order to confirm that economic conditions have begun to improve.   

3 – The Dow Jones Industrial Average trading above its 200-day moving average, oil prices above $30/barrel, and 
copper prices above their 200-day moving average would suggest the economy is on the rebound.   

Market Technicals 

Leadership in the market is confined to only a few large-cap stocks, mainly a limited number of technology stocks, 
consumer staples and healthcare stocks, while most stocks within the S&P 500 Index are trailing and small-caps 
have lost ground.  Leadership tends to shift to more aggressive sectors before an important sustainable advance.   

Entering the new week only 26% of S&P 500 stocks are trading above their 200-day moving average and 39% are 
trading above their 50-day moving average.  We need to see more than 60% of stocks trading above their 200- and 
50-day moving averages to declare that a sustainable uptrend is underway.    
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What’s next?   

In a recession, prices usually plummet.  In almost all pullbacks, stocks retest their lows.    It is most common in bear 
markets for exhaustive selloffs to be followed by extraordinary rallies and then retests of the lows. Historically a retest 
occurs 70% of the time.   

The strongest sectors in the current market are almost the same (with the exception of technology) as the strongest 
sectors in the 2008 recession:  healthcare (managed healthcare, biotechnology, pharmaceuticals, science tools and 
services), information technology (internet software, application software, systems software, storage and peripherals, 
semiconductors), consumer staples (essential products, household goods, food retail, super centers, packaged food)  
and communication services (home entertainment software).   

We will likely see ongoing volatility as investors react to hopefully good news regarding the virus and the inevitable 
bad news regarding the economy.  It is important to have a plan, stay disciplined and not sell on panics or buy on 
euphoria.  Investors should use rallies and pullbacks in the market to rebalance their portfolios to fall in line 
with their desired goals and risk tolerances.        
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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

