
 
 
 
 

 
 

Please refer to Appendix – Important Disclosures. 
 

Baird Analyst and Strategist Views on Coronavirus and Market Developments  

Brian Skorney, Senior Research Analyst – Biotechnology: 

For the major Western nations, the direct effects of the coronavirus outbreak are just beginning to be 
felt. Italy has been the canary in the coal mine for the U.S., UK, France and Spain, with each of those 
countries 1-2 weeks behind. In the U.S., there are major outbreaks in NY and Washington. We 
continue to expect this initial surge to be the most significant headwind going forward as sick patients 
(with coronavirus or with other health problems) no longer get cared for. This has been the situation 
in Northern Italy for the last week. 

There continues to be a lot we don’t know about this virus, and that ambiguity creates risk. We are 
learning more every day, but I continue to think that the peak pain in the U.S. is somewhere between 
two and four weeks from now. There will be a big question as the situation improves, how long the 
efforts of social distances are maintained. I keep my eye on Italy in this respect too. Since they will 
likely see the impact subside ahead of us, they will also be the test to see when things get back to 
some level of normalcy. It is unlikely this will occur for them until the end of April, in our view. But if 
an attempt to pull back restrictions results is an escalation of infections and deaths, this would be a 
signal of a much longer duration problem. 

Bruce Bittles, Chief Investment Strategist: 

News that more people are testing positive for the coronavirus (as expected) has set into motion a 
waterfall decline in the U.S. equity markets. A waterfall decline is a stock market free fall with sudden 
drops of 20% or more compressed into a few short weeks. This includes sensational rebound rallies 
that typically don’t last more than a day and a half before the selling resumes. These declines are 
fairly rare events and the current decline is following this pattern. These downturns generally last 
about 27 market days, and if this pattern holds true, would put us near the final phase of such a 
decline. Additionally, to be convinced that the market is in a bottoming process and momentum is 
returning to the upside we need to see strong broad market improvement that would include two 
days where advancing volume exceeds declining volume by a ratio of 10-to-1 or more.   

The stock market is a forward-looking mechanism and does not move in lock step with the economy. 
For example, the economy was in a recession in 2009 and yet the S&P 500 closed the year up 32%. 
The equity market is a leading indicator of the economy and is likely to anticipate the peak in the 
spread of the virus and be headed higher before the news hits the headlines.    
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Willie Delwiche, Investment Strategist:  

The ultimate severity of this cyclical decline remains to be determined. We can acknowledge the 
uniqueness of the current circumstances but also be aware what happens after periods of intense 
selling. Most often, initial lows are followed by rallies and re-tests. The final low comes as pessimism 
is rampant, expectations for earnings and the economy are reduced and positive divergences emerge 
beneath the surface. The rallies off of those final lows tend to see overwhelmingly broad participation 
and this helps create self-sustaining upside momentum. The process of making initial lows can be 
jarring, but it is unwise to let panic overwhelm perspective. Reconsiderations of risk tolerance, if 
necessary, are best done after the downside intensity has ebbed. 

Prior to evidence that the rally and re-test stage of the decline has run its course, sector exposure 
should be tilted toward defensive areas of the market. Health Care and Consumer Staples are areas 
that have shown relative leadership in recent weeks and we expect that to continue for now. As we 
gain confidence that re-tests have been successful, cash that has accumulated on the sidelines can be 
put to work in cyclical area of the market. Global diversification remains critical as the timing and 
intensity of any rebounds could vary by region. On average, stocks have bottomed four months prior 
to the end of recessions and a new cyclical bull market is usually well underway by the time the 
headlines notice improving economic conditions. Looking beyond the headlines, even in the face of so 
much near-term uncertainty, has helped keep investors on a long-term path of success.  

B. Craig Elder, PWM Fixed Income Analyst: 

Bond markets have been extremely volatile, making it very hard to trade as uncertainty about 
economic outcomes results in reluctance from traders to bid bonds. Simply said, nobody wants to buy 
bonds – especially to hold in inventory. We have seen the 10-year Treasury fall in intraday trading to 
.030% last week to 1.20%. The current level is 1.04%. In addition, we have seen T-bill rates fall into 
negative yield territory with the 2-month bill falling to -0.05%.   

Municipal bond yields, traditionally thought to have value when they trade at 85% of the yield of a 
comparable maturity Treasury issue, have been trading at 150%-300% over Treasuries as the 
municipal bond market yields have risen significantly (i.e., 10-year municipal paper trading in the 
2.40% area).  Mutual fund managers are selling shorter-maturity debt because they are the easiest to 
sell when they are raising cash to pay for fund liquidations. On a brighter note, there is talk that 
Congress may require the Fed to purchase municipal bonds as part of their asset purchase program  

Investment-grade corporate bond spreads are wider out to 2.85% to yield 4.06% (duration is 7.55) 
while U.S. high-yield debt (junk bonds) spreads are out to 904 bps (were less than 400 bps a month 
ago) to yield 10.124% (duration is 4.67 as junk bonds are normally issued with maturities of 10-years 
or less). Problems in high yield began earlier as falling oil and gas prices began to drive bond prices 
down (and yields up) before covid-19 became a pandemic issue.   

Bottom line: The global spread of the coronavirus has had an unprecedented toll on our lives, the economy, 
and the financial markets. Our combined perspectives can help navigate periods of uncertainty and volatility. 
We are all in this together.   

William Delwiche, CMT, CFA 
Investment Strategist 
wdelwiche@rwbaird.com 
414-298-7802 
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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 
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