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A Story, a Lesson, and Perspective on the Way Forward

Bottom Line: The investing environment will never be free of uncertainty. We can use this uncertainty to our
advantage - getting positioned to make the most of opportunity while trying to steer clear of unnecessary risks.
Adapting to the ever-changing and unforeseen conditions with which they are confronted is a reality for investors.

“The pessimist complains about the wind; the optimist expects it to change; the realist adjusts the sails.”
-William Arthur Ward

While I did not spend the summer at sea, I did enjoy multiple opportunities to go sailing on Lake Michigan. Heading
out of the Milwaukee harbor with a favorable breeze and the sun overhead can lead to an exceedingly pleasant
afternoon on the water, providing a welcome respite during a period of economic uncertainty and COVID-related
disruptions. It is an environment tailor-made for full sail, full speed, and full enjoyment. On another occasion, a cold
wind, overcast skies and large swells inside the harbor made for a rare summer evening that, in the words of our
skipper, was “a good night to stay on land.”

Most often conditions were somewhere in between the extremes. We would go sailing and pay close attention to our
environment. Making headway was possible but staying on course took some effort. As conditions changed, so did our
tactics. Across open water there can be many paths to the same destination. If an obstacle was in our way, we would
adjust to new heading - we did not argue with concrete.

The experience of sailing provides context and perspective as we consider the financial markets overall and the
journey we take as investors. In a world of ample computing power, multiple scenario analysis, and the quantification
of possible risks and potential returns, we can get a false sense of security believing that portfolios are like
powerboats - set the heading, determine the speed and hold on until you arrive at your destination. The reality tends
to be closer to a sailing expedition. Initial heading and expected speed can be (indeed, often are) altered by
unforeseen circumstances, fortuitous tailwinds as well as storms that can blow us of course. Investors, like sailors,
need to be mindful of the environment, taking risk when appropriate and trimming sails when warranted.

As we move toward the fourth quarter of a tumultuous year, we continue to lean on our weight of the evidence - our
gauge of the balance of risks and opportunities in the current investing environment. As with sailing, market
conditions are never static. Risks and investor risk tolerances are often dynamic. After nine months of unexpected
twists and turns and enough “never befores” to support almost any narrative one might choose to endorse, we
continue to ponder two main questions.

On the macro front: Can monetary stimulus alone sustain a recovery that is increasingly in need of fiscal support?

Getting to a deal on another round of fiscal stimulus was always a challenge with a presidential election approaching
and the equity market was probably too sanguine about the possibility that partisanship would trump good
policymaking. The introduction of a Supreme Court nomination battle has dropped the likelihood of a deal from
negligible to nil. Equity market valuations have already expanded in anticipation of continued progress in the
economic recovery. The lack of fiscal stimulus and continued un-rest ahead of the November election raise the risk
that the pace of recovery will not just slow, but that activity may actually tick lower. While pleading with Congress for
additional fiscal support, Fed Chair Powell made it clear that the Federal Reserve will continue to do what it can to
support the recovery. Fed-supplied liquidity can easily inflate asset prices on Wall Street, but fiscal policy tools would
be more effective at fueling gains in the Main Street economy
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On the market front: Does the correction that began in the wake of new highs for the S&P 500 earlier this month
remain on a healthy footing?

We have argued that a price correction that is accompanied by unwinding optimism and resilient breadth could be
limited in degree and duration. This would set the stage for the cyclical rally to resume as election-related
uncertainties subsided. While optimism has begun to retreat it would be premature to suggest that it is unwound or
that meaningful levels of pessimism have emerged. Moreover, the three measures of broad market strength that we
highlighted as important in an update earlier this month have all meaningfully deteriorated this week. From our
perspective, this is more consistent with a trend that is breaking down than evidence that selling is becoming
exhausted.

For now the weight of the evidence remains neutral, but downside risks seem to be building. Our operating
assumption has been that the breadth thrusts that emerged as stocks rallied off of Q1 lows could provide self-
sustaining upward momentum, fueling a broadly supported cyclical rebound. Of increasing concern is the possibility
that just as charts of the economy have been distorted by the scale of the weakness and rebound in the economy,
market volatility has distorted the signal from some of these historically reliable indicators. We continue to struggle to
reconcile the new highs seen on the S&P 500 and NASDAQ Composite (as recently as earlier this month) with a
continuing pattern of lower highs being seen on other US composites (notably the Value Line Geometric Index) as well
as internationally (both developed and emerging markets). Financial markets have been buoyed by central bank
accommodation. Further gains may hinge on evidence of a broadly based strength on both Wall Street and Main
Street.
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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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