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Summary

Fundamentally, the economy seems to be solid
– job growth is good, wages are rising and
consumers are optimistic – all of which is
supportive of stocks. The uncertainties will
continue to be earnings, Fed policy, China/U.S.
trade talks, federal and consumer debt, and
global growth.

The equity markets rallied for the third week in a row last week pushing the S&P 500
Index and Dow Industrials to levels last seen in mid-December. Support for the
strong advance has been a reversal in Fed policy from two or three rate hikes in
2019 to a possible pause in rate increases this year. The markets were also boosted
in early January by an exceptionally strong December jobs report that helped relieve
the notion that the economy could slip into recession. We have been experiencing
Technically, significant improvement suggests
the “January effect” of the market’s worst-performing stocks in December becoming
further upside progress – downside momentum
the best-performing stocks in January. Additionally, last week we also witnessed
has been broken and the broad market is
what appear to be positive trade talks with China. After four rate hikes in 2018, the
leading the charge.
fed funds futures market is currently pricing no change for the target rate, currently at
2.25% to 2.50% for the remainder of 2019. Economists surveyed by the Wall Street
Journal last week see a 25% chance of a recession this year, noting trade tensions with China, global growth, and uncertain Fed
policies as possible triggers. Federal Reserve Chief Jerome Powell has indicated that incoming economic data would be their guide as
to policy going forward. If inflation continues to stay low, the Fed does have the ability to cushion the economy against slower growth
that could lead to a recession. Fourth-quarter profit reports begin to flow this week and with reduced expectations this should not be a
threat to the current rally. Investors will be more interested in the future guidance that will set the tone for earnings growth in 2019.
Given estimates that the U.S. economy will grow 2.5% or more in 2019, we recommend investors focus on the consumer discretionary
sector that replaced consumer staples last week in the top five S&P 500 sectors in terms of relative strength. There was also
considerable improvement in the industrials relative strength and we are expecting confirmation from materials and the energy sectors
that a shift in leadership away from defensive sectors toward cyclicals is underway. Sector analysis will be increasingly important in
2019 as opposed to passive investment strategy.
The technical indicators argue that the lows for the cycle are in place. The most significant change has occurred in the performance of
the broad market. This is seen by the outsized rally by the small-cap Russell 2000 index that is up 14% from the December 24 low.
Since late December, the stock market has experienced two sessions where upside volume has overwhelmed downside volume by a
ratio of 10 to 1 or more. This is a positive development indicating that the downside momentum has been broken and the broad market
is leading the charge. Further evidence of improvement in stock market breadth is found by the fact that 90% of stocks are trading
above their 10-day moving average. Measures of investor sentiment show a movement away from the extreme pessimism found on
Christmas Eve, but there is no evidence that optimism has returned to pre-October levels. While we are encouraged by the
improvement in the stock market’s technical condition it does not come without a caveat that historically there is almost always a retest
of the lows.
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Current

Previous

Indication

CBOE 10-Day Put/Call Ratio
Below 85% is bearish; Above 95% is bullish

102%

114%

Bullish

CBOE 3-Day Equity Put/Call Ratio
Below 58% is bearish; Above 71% is bullish

67%

66%

Neutral

18

21

Neutral

VIX Volatility Index
Below 16 is bearish; Above 30 is bullish
American Association of Individual Investors
Twice as many bulls as bears is bearish; 2X more bears than
bulls is bullish

Bulls:
Bears:

38.5%
29.4%

Bulls:
Bears:

24.9%
47.3%

Neutral

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

Bulls:
Bears:

34.8%
35.8%

Bulls:
Bears:

29.9%
35.4%

Bullish

National Assoc. of Active Investment Mgrs. (NAAIM)
Below 30% is bullish; Above 80% is bearish
Ned Davis Research Crowd Sentiment Poll
Ned Davis Research Daily Trading Sentiment Composite

RS Ranking
RS
Current
Previous Trend
Utilities

1

**

1

Real Estate

2

**

2

Consumer
Discretionary

3

**

6

Communication
Services

4

**

4

+

Health Care

5

**

3

-

Consumer Staples

6

**

5

-

Industrials

7

10

Materials

8

7

Information
Technology

9

9

Financials

10

8

Energy

11

11

+

** Denotes Current Relative Strength-Based Overweight Sectors
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66%

59%

Neutral

Extreme Pessimism

Extreme Pessimism

Bullish

Pessimism Excessive

Pessimism Excessive

Bullish

Leaders:
Laggards:
Leaders:
Laggards:
Leaders:

Sub-Industry Detail
Gas Utilities; Independent Power Producers
Health Care REITs; Residential REITs

Leaders:

Consumer Electronics; Footwear; Restaurants; General
Merchandise Stores; Automotive Retail
Motorcycle Manufacturers; Leisure Products; Apparel,
Acessories & Luxury Goods; Computer & Electronics Retail
Movies & Entertainment

Laggards:

Alternative Carriers; Publishing

Leaders:
Laggards:
Leaders:
Laggards:
Leaders:

Biotechnology; Life Sciences Tools & Services

Laggards:

Laggards:
Leaders:
Laggards:
Leaders:

Household Products
Distillers & Vintners; Tobacco; Personal Products
Agricultural & Farm Machinery; Environmental & Facility
Services; Railroads
Construction & Engineering; Air Freight & Logistics; Trucking
Industrial Gases; Metal & Glass Containers
Commodity Chemicals
Data Processing & Outsourced Services; Application Software

Laggards:

Technology Hardware, Storage & Peripherals

Leaders:
Laggards:
Leaders:
Laggards:

Diversified Banks; Regional Banks; Asset Management & Custody
Banks; Investment Banking & Brokerage
Oil & Gas Drilling; Oil & Gas Equipment & Services
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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.
Other Disclosures
The information and rating included in this report represent the research analyst’s views based on a
time horizon of 12 months, as described above, unless otherwise stated. In our standard companyspecific research reports, the subject company may be designated as a “Fresh Pick”, representing that
the research analyst believes the company to be a high-conviction investment idea based on a
subjective review of one or more fundamental or quantitative factors until an expiration date specified
by the analyst but not to exceed nine months. The Fresh Pick designation and specified expiration
date will be displayed in standard company-specific research reports on the company until the
occurrence of the expiration date or such time as the analyst removes the Fresh Pick designation from
the company in a subsequent, standard company-specific research report. The research analyst(s)
named in this report may, at times and at the request of clients or their Baird representatives, provide
particular investment perspectives or trading strategies based primarily on the analyst’s understanding
of the individual client’s objectives. These perspectives or trading strategies generally are responsive
to client inquiries and based on criteria the research analyst considers relevant to the client. As such,
these perspectives and strategies may differ from the research analyst’s views contained in this report.
Baird and/or its affiliates may provide to certain clients additional or research supplemental products or
services, such as outlooks, commentaries and other detailed analyses, which focus on covered stocks,
companies, industries or sectors. Not all clients who receive our standard company-specific research
reports are eligible to receive these additional or supplemental products or services. Baird determines
in its sole discretion the clients who will receive additional or supplemental products or services, in light
of various factors including the size and scope of the client relationships. These additional or
supplemental products or services may feature different analytical or research techniques and
information than are contained in Baird’s standard research reports. Any ratings and recommendations
contained in such additional or research supplemental products are consistent with the research
analyst’s ratings and recommendations contained in more broadly disseminated standard research
reports. Baird research analysts may provide incremental data points or views regarding covered
companies in the form of Research Posts and Flash Reports. All Posts and Flash Reports are
available to clients via https://bol.rwbaird.com/Login, but not all are sent directly to clients. Baird
Associates may, at their discretion, choose whether to send these Posts and Flash Reports to Baird
clients after they are posted online. Such decisions are based on, among other things, client interest,
coverage, stock ownership and indicated email preferences. The incremental content and/or analysis
contained in these pieces may be useful to investors as part of a broader investment thesis, but is not
sufficient to warrant a change in the research analyst’s published opinion, including rating, estimates
and price targets. Access to https://bol.rwbaird.com/Login is available to all Baird Clients. Contact your
Baird representative if you would like access to https://bol.rwbaird.com/Login.
Robert W. Baird & Co.
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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.
Please note that this report may provide views which differ from previous recommendations made by
the same individual in respect of the same financial instrument or issuer in the last 12 months.
Information and details regarding previous recommendations in relation to the financial instruments or
issuer referred to in this report are available at https://baird.bluematrix.com/sellside/MAR.action.
Robert W. Baird Limited or one of its affiliates may at any time have a long or short position in the
company or companies mentioned in this report. Where Robert W. Baird Limited or one of its affiliates
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 Robert W. Baird Limited representative upon request.
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
Robert W. Baird & Co.
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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 2019 Robert W. Baird & Co. Incorporated
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