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Despite ongoing volatility, cyclical strength re-
emerged and the S&P 500 made new highs in 2019.

$SPX S&P 500 Large Cap Index INDX. @ StockCharts.com
11-Dec-2019 1Z2:94pm Open 3141.56 High 3145.57 Low 3125.09 Last 313345 Wolume 408 Chg -12.45 (-0.490 %)+
— $5PH (Weekly) 3133.43

The S&P 500 has moved to new highs in
2019, but the rally has come with more
volatility than was seen in 2016 & 2017.
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The Value Line Geometric Index has as0
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While below their long-term averages, both
productivity and Iabor force growth trends are rising.

Long-Term Composition of Real GDP Growth (5-Year Averages) Quarterly Data 1953-12-31 to 2019-09-30
—— Nonfarm Productivity Growth (5-Year Average) (2019-09-30 = 1.1%)
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Real median household income reached a new high in
2018.

. Yearly 12/31/1967 - 12/31/2018
Real Median Household Income
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The weight of the evidence improved over the course
of 2019, fueled by improving broad market trends.

Macro Factors (What Could Happen)

 Federal Reserve Policy Bullish +1
* Economic Fundamentals Neutral 0
* Valuations Bearish -1

Market Factors (What Is Happening)

* Investor Sentiment Neutral 0
« Seasonal Patterns/Trends Neutral 0
 Tape (Breadth) Bullish +1

Weight of the Evidence = Bullish +1



Central bank rate cuts supported stocks in 2019 and
this tailwind carries into 2020.

MSCI All Countries World Index vs. Breadth of Central Bank Rate Changes Daily Data 1989-07-06 to 2019-12-10

— MSCI ACWI (Local Currency) (2019-12-10 = 639.95)
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— Percent of central banks whose last rate change was a decrease(2019-12-10 = 85.29)
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ACWI Performance
Full History: 1989-07-06 to 2019-12-10
Share of Central Banks | % Gain/ | 9% of
Exsingis __| Annum | Time
Above 50.0 8.12 | 65.83
Below 50.0 -0.29 | 3417
Buy/Hold = 5.17% Gain/Annum
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The latest dot plot from the Fed suggests the mid-
cycle rate adjustment is over after three rate cuts.

For release at 2:00 p.m., EST, December 11, 2019

Figure 2. FOMC participants’ assessments of appropriate monetary policy: Midpoint of target range
or target level for the federal funds rate
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The favorable stock market reaction to Fed rate cuts
diminishes after the third cut

Stock Market Performance After a Federal Reserve Rate Cut
Using Discount Rate from 1/83/1928 to 12/38/1938
Using Fed Funds Rate from 1/83/198% to 12/18/2819
Index Data Starts 1/83/1923

S&P 580 Index Percent Galn After

7 22 63 126 136 252

Cases Days Days Days Days Days
1=t Cut 28 4.8 7.5 11.74 len. 48 14,84
2nd Cut 15 2.74 1a.564 11.18 12.1a la.66
3rd Cut 14 3.85 6.55 6.28 9.24 la.14
4th Cut 16 2.71 5.79 2.43 1.83 3.18
5th Cut 9 e.99 -a.78 -2.35 -4.51 -1.68
6th Cut 8 1.93 2.1z 5.14 3.24 8.&7
Meamn 2.57 5.24 5.72 5.26 7.33
Buy/Hold @.61 1.78 3.51 5.34 7.22

Days = Market Days

The number of Federal Reserve Rate cuts equals consecutive cuts uwntil an intervening

Federal Reserwe Rate increase is encountered at which point the count is started over.




Futures traders see the possibi

2020.

'ty of additional cuts in

(3 CME Group

MEETING DATE
16 Dec 2020

100 %

60 %

Probability

40 %

20%

0%

TARGET RATE (BPS)

2550
5075
75100
100125
125150
150-175 (Current)
175200

MEETING INFORMATION PROBABILITIES
EXPIRES MID PRICE PRIOR VOLUME PRIOR OI EASE NO CHANGE HIKE
31 Dec 2020 98,6975 1,546 18,364 639% 359% 03%
Target Rate Probabilities for 16 Dec 2020 Fed Meeting
¥R Current Target Rate of 150-175
382%
18.7%
51%
S - o3
50-75 75-100 100125 1254150 150175 175-200
Target Rate (in bps)
PROBABILITY(%)
How™ 1 DAY 1 WEEK 1 MONTH
10 DEC 2019 4 DEC 2019 11 NOV 2019
01% 0.0% 0.1% 0.0%
0.9% 05% 1.2% 02%
51% 36% B1% 18%
18.7% 156% 204% 10.7%
382% 381% 3BT 35.8%
359% 408% 324% 515%
0.3% 12% 1.0% 0.0%
* Data as of 11 Dec 2018 02:23.09 CT




While the Fed has discussed muted inflation, the
median CPI moved to its highest level in a decade.

Median Consumer Price Index
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Bond yields and copper have moved off mid-2019 Iows
— further gains could keep the Fed on the sidelines.

$DET10Y 10-Year German Treasury Yield (EOD INDX @ StockCharts.com
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Uncertainty will never go away entirely, but elevated
levels (like we saw in 2019) can weigh on the economy.

L. B K Monthly 173171985 - T0/31/2019 (Log Scale)
The U.S. Economy (The Index of Coincident Economic Indicators)
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Uncertainty seems to be weighing on CEO
confidence, which is at its lowest level in a decade.

CEO Confidence Index Quarterly Data 1976-06-30 to 2019-09-30
—— CEO Confidence Index (2019-09-30 = 34.0)
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Domestic manufacturing data continued to weaken in
2019 and now show activity is contracting.

ISM Indexes Monthly Data 2006-09-30 to 2019-11-30
— PMI (2019-11-30 = 48.1)
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While the consumer has been resilient, growth in

domestic demand is still at lowest level sine 2014.
Real Final Sales to Domestic Purchasers
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Globally there is (again) evidence of green shoots
emerging.

JPMorgan Global Manufacturing PMI Monthly Data 1996-01-31 to 2019-11-30
— Global Manufacturing PMI (Seasonally Adjusted)(2019-11-30 = 50.25)
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Price gains in 2019 outpaced earnings growth, keeping
valuations at elevated levels on a trailing basis.

S&P 500 Median Price to Earnings Monthly Data 1967-02-28 to 2019-11-30 (Log Scale)
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Valuations are also stretched relative to forward
earnings.

S&P 500 Price to Forward Earnings Manthly Data 1986-01-31 to. 2019-11-30 fLog Scale)
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Expectations tend to fall as the year progresses, but
earnings growth is expected to rebound in 2020.

Weekly Data 2011-07-19 to 2019-12-05
Consensus Estimates for S&P 500 Operating Earnings per Share by Calendar Year
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As measured in the GDP data, corporate profits have
not risen in 5 years while margins have deteriorated.

Corporate Profits:
Overall (left, log scale) and as percent of GDP (right)
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Labor costs outpacing inflation tends to weigh on
earnings growth.

Standard & Poor's 500 GAAP Earn ings Quarterly Data 1960-03-31 to 2019-09-30 (Log Scale)
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The latest fund flow data suggest recent investor
skepticism may be fading.

S&P 500 Index vs. Four-Week Equity Fund Flows Including ETFs Weekly Data 2017-12-22 to 2019-12-06
—— Four-Week Total of Equity Fund Flows Including ETFs(2019-12-06 = $4.1 Billion)
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After a decade of gains, elevated household exposure
to equities reflects a deep-seated complacency.

U.S. Household Asset Allocation Quarterly Data 1951-12-31 to 2019-06-30
— Stocks (Includes Mutual Funds and Pension Funds) (2019-06-30 = 54.62%)

Mean = 44.18%

Source: Federal Reserve Board

— Bonds (Includes Mutual Funds and Pension Funds) (2019-06-30 = 23.29%)
Mean = 23.49%

Source: Federal Reserve Board

—— Cash (Includes Pension Funds) (2019-06-30 = 22.09%)
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If seasonal patterns hold, election uncertainty could
add to volatility but not derail cyclical strength.

S&P 500 Cycle Composite for 2020 (Preliminary) DailyData 2019-12:3110 2020-12:31
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If President Trump’s approval rating holds steady,
Impeachment is likely to be more noise than news.

i Weekly 872171959 - TT/7T5/72019 (Log Scale)
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Stocks have tended to rally in advance of incumbent
party victories in Presidential elections.

Dow Industrials -- Presidential Election Year Cycle |
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Breadth thrusts in early 2019 spelled an end to late-
2018 weakness and have helped sustain the rally.
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Rally participation has become a global trend — two-
thirds of global markets have rising 200-day averages.

MSCI All Country World Index vs. 200-Day Moving Average Indicators Daily Data 1987-12-31 to 2019-12-10
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Domestics industry group trends have switched from

making lower highs to making higher lows.
S&P 500 and Industry Group Breadth
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New lows have faded, but the number of stocks
making new highs leaves room for improvement.

Breadth and S&P 500
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Industry group leadership is moving in the direction
of small-cap strength.

Small-Caps vs. Large-Caps
Indexes & Industry Group Relative Strength Trends

—Small/Large RS leadershi
/Larg P - 0.37
—S&P 600/ S&P 500
- 0.33
Rising trends reflect small-cap leadership.
1.90 4 Declining trends reflect large-cap leadership.
- 0.29
1.40 -
0.90
0.40 L\
14 15 16 17 18 19 20

Source: FactSet, RWB Calculations




Emerging markets have lost considerable ground to
the S&P 500 over the past decade.

Monthly Data 1997-12-31 to 2019-06-30
MSCI Emerging Markets 10-Year Total Return Minus S&P 500 10-Year Total Return
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Gains in the S&P 500 over the past decade have not

been matched by th

e rest of the world.
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US valuations may be stretched, but global valuations
appear less extreme.

MSCI ACWI vs. ACWI Median Earnings Yield Monthly Data 1994-05-31 to 2019-09-30
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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.
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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.

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.
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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.
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