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Dow Industrials 27173
S&P 500 3298

What To Expect From Here

The NASDAQ Composite Index broke a three-week losing streak gaining 1.1% last week while the S&P 500 and the Dow
Jones Industrial Average extended losses for the fourth straight week. Information technology was the best performing
sector, increasing by 2.10% versus a loss of 0.6% for the S&P 500.

The main contributors to the recent pullback in the markets are last week’s announcement that the number of first-time
filers for unemployment benefits was slightly higher than expected which has likely dampened recovery sentiment. Ruth
Bader Ginsberg’'s death may have created apprehension that the Phase 4 Stimulus Package would be set aside while our
elected officials battle over the Supreme Court nominee. Federal Reserve Chairman Jay Powell has warned that the
economic outlook would be hurt without the additional Federal Government stimulus. Additionally, rising trade tensions
between the U.S. and China, the possibility of a delay of presidential election results on November 3 as well as fears of a
covid resurgence in Europe added to the uneasiness in the markets. The market has reacted with a four-week pullback,
which has been led by weakness in the mega-cap stocks that comprise roughly 22% of the S&P 500 Index.

Reasons for optimism. Currently there are about ten states that have significant lockdowns still in place which
contributes to the unemployment numbers. However, the past week several major cities, including Nashville and my own
Sarasota, have initiated Phase 3 opening plans where restrictions are loosened on all restaurants, bars, hotels and other
businesses. There is still about $130 billion in loans in the small business Payback Protection Program that has not been
distributed and only a small percentage of the $600 billion in the Federal Reserve’s Main Street Lending Program to
support medium to large businesses has been allocated due mainly to red tape. As this money finds its way into the hands
of businesses, we can expect to see an improving labor force. While a full economic recovery may be years away,
reducing unemployment will continue to move the economy in the right direction.

Technical indicators remain neutral. The sentiment indicators we look at suggest investor psychology is moving in
the direction of excessive pessimism, a bullish development for the markets. Call option buying, which has been excessive
over the past month, has begun to slow down substantially. Pessimism can also be seen in the data from Investors
Intelligence that shows an ongoing contraction in the bullish camp and in the Ned Davis Daily Trading Sentiment
Composite that has moved to excessive pessimism as of Friday night’s close. We are not seeing the euphoria that signals
a significant market pullback.

On the flip side, we are seeing a deterioration in the performance of the broad market. The current pullback began with the
selling of the mega-cap tech stocks but has now rotated into broader-based selling as the economic data discouraged
investment into cyclicals. Both the S&P 500 and the NASDAQ closed below their respective 50-day averages last week.

The Path Forward. We have a healthy list of unknowns — resurgence of the virus during flu season, a delayed outcome
of the presidential election, trade, government stimulus package in jeopardy, a weakening economy, and the dominance of
a handful of stocks leading the market. But the Federal Reserve continues to reiterate their commitment to support the
financial markets until they are confident the economy is far along the road to recovery. They plan to keep interest rates
close to zero through 2023 and until the labor market achieves a high level of employment and they expect inflation to
average 2%. Investors may want to consider good quality corporate bonds or municipal bonds for yield and to help reduce
portfolio volatility. | expect volatility will be with us as the second half of the year winds down but with interest rates set to
stay low for several years, | believe the path of least resistance for equities remains to the upside.

Happy Week To All,
Bruce

Bruce Bittles

Chief Investment Strategist
bbittles@rwbaird.com
941-906-2830
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RS Ranking RS
Current Previous | Trend Sub-Industry Detail
BIOENTIn Leaders: Homebuilding; Household Appliances; Footwear; Restaurants;
Di . 1 =% 2 General Merchandise Stores; Computers & Electronic Retail
iscretionary laggards:  Specialized Consumer Services
Leaders: Diversified Chemicals; Metal & Glass Containers
Materials 2 == 1 ’
Loggards:
o arion Leaders: Application Software; Technology Hardware, Storage &
3 e 3 Peripherals; Semiconductors
hnol
Techno ogYy Laggards: Communications Equipment
Leaders: Building Products; Construction & Engineering; Agricultural &
. Farm Machinery; Diversified Support Services; Air Freight &
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Logistics; Railroads
Loggards:
Communication Leaders: Cable & Satellite
5 RE 5
Services Llaggards:  Advertising
Leaders: Hypermarkets & Super centers
Consumer Staples 6 6 +
P Loggords:  Drug Retail; Brewers
Leaders: Health Care Supplies
Health Care 7 7
laggards: Health Care Services
lias Leaders:
Utilities 8 10
Loggards:
Real E 9 9 Leaders:
eal Estate Laggards: Hotel & Resort REITs; Office REITs; Residential REITs; Retail REITs
Leaders:
Financials 10 8 loggards: Diversified Banks; Regional Banks; Life & Health Insurance;
Multi-line Insurance
Leaders:
Ener 1 1 Loggords:  Qil & Gas Equipment & Services; Integrated Oil & Gas; 0Oil & Gas
EY Exploration & Production; Qil & Gas Refining & Marketing; Oil &
Gas Storapge & Transportation

*¥ Denotes Current Relative Strength-Based Overweight Sectors

Sentiment Indicators

Indication
Current Previous (from contrarian
perspective)
CBOE 10-Day Put/Call Ratio 5 5
Below 70% is bearish; Above 90% is bullish e el N
CBOE 3-Day Equity Put/Call Ratio o o
Below 45% is bearish; Above 58 is bullish 56% 57% Neutral
VIX Volatility Index
Below 20 is bullish; Above is 45 is bearish A 2 N
American Association of Individual Investors . o . o
Twice as many bulls as bears is bearish; 2X more bears than BU”S'_ 25°/° BuIIs.. 31 Q/° Neutral
. : Bears: 46% Bears: 49%
bulls is bullish
Investors Intelligence (Advisory Services) Bulls: 52% Bulls: 55% Neutral
55% bulls considered bearish/more than 35% bears is bullish Bears: 19% Bears: 18%
National Assoc. of Active Investment Mgrs. (NAAIM) o o
Below 30% is bullish; Above 80% is bearish 55% 53% Neutral
Ned Davis Research Crowd Sentiment Poll Optimism Fading Optimism Fading Neutral
Ned Davis Research Daily Trading Sentiment Composite Extreme Pessimism Extreme Pessimism Bullish
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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
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