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Rising Investor Skepticism Improves the Potential for a December Rally

Summary
The Dow Industrials and S&P 500 Index ended marginally lower for the second
Economy:
Latest
business data shows
week in a row. The equity markets managed to recover from steep losses early
economy on growth trajectory. Industrial
in the week with support being provided by a report that inflation pressures
production in October best in six months;
remain dormant. This helped keep the yield on the benchmark 10-year Treasury
capacity utilization at highest level since 2015;
note anchored at 2.35%, which is close to the levels found in early January. It is
Philly Fed index slips but future activity index
moved higher
likely that the yield on the 10-year T-note would need to climb above 2.65% to be
Fed Policy: Economic data makes it difficult
a threat to the equity markets. A move above 2.65% would surpass the March
for Fed members to back down from December
2017 high and also threaten a 35-year downtrend in rates that has been in force
rate increase
since 1982. Bull markets often end with the Fed aggressively raising interest
Sentiment: Investor optimism fades at first
rates. This is not the case in the present example as long-term rates remain
sign of trouble – AAII Survey flips
below the rate of growth in the U.S. economy. Although the Fed is expected to
Strongest Sectors: Technology, financials
raise short-term rates in December this is likely to be a non-event for stocks.
and materials – consumer discretionary moves
Interest rates are rising but from very low levels and Fed Chief Janet Yellen has
into top tier in relative strength
done a good job of preparing the markets for an end-of-the-year rate hike. Very
near term, stocks face cross currents associated with year-end tax-related
strategies as well as a potential postponement in tax reform legislation that could cause the pause in the rally to linger. But
any weakness that does develop is anticipated to be limited in both time and price.
The short-term technical backdrop improved last week. The Dow Industrials and S&P 500 fell less than 1.00% the past two
weeks but that was apparently enough to cool investor optimism. This was readily seen in the weekly survey from the
American Association of Individual Investors (AAII). The AAII data showed a 180 degree turnaround from last week with
the bearish camp outnumbering the bulls. Although the AAII survey covers a relatively small sample, the data has been
very accurate in portraying the negative psychology of the individual investor for most of the year. The swing in sentiment
found in the AAII numbers was confirmed by data from the National Association of Active Investment Managers (NAAIM)
which showed a drop in the portfolio allocation to equities of 56% from 95% in early October. Reports from the Chicago
Board of Options Exchange (CBOE) also showed skepticism with the demand for put options strong for the third week in a
row. Put options are used by investors anticipating a stock market decline. There is an inverse relationship between
sentiment and liquidity. The fact that investors have become more cautious suggests that sufficient liquidity is building on
the sidelines to support the prospects for a December rally. The stock market also enjoys a seasonal tailwind. Historically,
December is one of the strongest months for stocks, particularly small caps. Technical support is anticipated to be in the
vicinity of 2510 to 2530 using the S&P 500 Index.

Sentiment
Current Week

Previous Week

Indication

CBOE 10-Day Put/Call Ratio
Below 83% is bearish; Above 95% is bullish

97%

98%

Bullish

CBOE 3-Day Equity Put/Call Ratio
Below 59% is bearish; Above 68% is bullish

65%

66%

Neutral

VIX Volatility Index
Below 11 is bearish; Above 20 is bullish

11.4

11.3

Neutral

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

Bulls:
Bears:

29.3%
35.2%

Bulls:
Bears:

45.1%
23.1%

Neutral

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

Bulls:
Bears:

63.5%
15.4%

Bulls:
Bears:

64.4%
14.4%

Bearish

National Assoc. of Active Investment Mgrs. (NAAIM)
Below 30% is bullish; Above 80% is bearish

56%

60%

Neutral

Ned Davis Research Crowd Sentiment Poll

Optimism Excessive

Optimism Excessive

Bearish

Ned Davis Research Daily Trading Sentiment Composite

Optimism Retreating

Optimism Excessive

Neutral
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RS Ranking
RS
Current
Previous Trend
Information
Technology

1

**

1

Utilities

2

**

4

Materials

3

**

2

Consumer
Discretionary

4

Financials

5

Health Care

6

7

Consumer Staples

7

9

Energy

8

5

6
**

Leaders:

Laggards:
Leaders:
Laggards:
Leaders:
Laggards:
Leaders:

+

3
-

Laggards:
Leaders:
Laggards:
Leaders:
Laggards:
Leaders:
Laggards:
Leaders:
Laggards:
Leaders:

Industrials

9

8

Telecom Services

10

10

** Denotes Current Relative Strength-Based Overweight Sectors

Laggards:
Leaders:
Laggards:

Sub-Industry Detail
Data Processing & Outsourced Services; Application Software;
Systems Software; Electronic Equipment & Instruments;
Electronic Manufacturing Services; Semiconductor Equipment;
Semiconductors
Independent Power Producers

Steel
Consumer Electronics; Homebuilding; Casinos & Gaming;
Publishing; Internet Retail
Tires & Rubber; Household Appliances; Housewares &
Specialties; Advertising; Broadcasting; Department Stores
Real Estate Services
Managed Health Care
Health Care Distributors; Health Care Services; Health Care
Facilities
Hypermarket & Super Centers; Distillers & Vintners; Personal
Products
Drug Retail; Brewers; Agricultural Products; Tobacco
Oil & Gas Equipment & Services; Oil & Gas Storage &
Transportation
Diversified Support Services; Human Resource & Employment
Services
Building Products; Industrial Conglomerates; Research &
Consulting Services
Integrated Telecom Services

Source: Ned Davis Research
Robert W. Baird & Co.

Page 2 of 4

Weekly Market Notes

Appendix – Important Disclosures and Analyst Certification
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 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.
Copyright 2017 Robert W. Baird & Co. Incorporated
Other Disclosures
United Kingdom (“UK”) disclosure requirements for the purpose of distributing this research into the UK
and other countries for which Robert W. Baird Limited (“RWBL”) holds a MiFID passport.
This material is distributed in the UK and the European Economic Area (“EEA”) by RWBL, 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”).
For the purposes of the FCA requirements, this investment research report is classified as investment research
and is objective. 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.
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.
Robert W. Baird Group and or one of its affiliates may at any time have a long or short position in the
company/companies mentioned in this report. Where the Group holds a long or short position exceeding 0.5%
of the total issued share capital of the issuer, this will be disclosed separately by your RWBL representative upon
request.
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).
Robert W. Baird & Co. Incorporated and RWBL have in place organizational and administrative arrangements for
the disclosure and avoidance of conflicts of interest with respect to research recommendations. Robert W. Baird
Group 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. An outline of the general approach taken by Robert W.
Baird Limited in relation to conflicts of interest is available from your RWBL representative upon request. Baird’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. Analysts certify on a quarterly basis that such research reports accurately
reflect their personal views.
Robert W. Baird & Co.

Page 3 of 4

Weekly Market Notes

This material is 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.
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.
RWBL is exempt from the requirement to hold an Australian financial services license. RWBL 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.
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