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The trend here is heading in a more hopeful direction,
but the country is still grappling with the
consequences of previous decisions.
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Our social networks show that we tend to associate
with others that share our views. Rather than
broadening our horizons, we create echo chambers.

Fig. 3. Network graph of moral contagion shaded by political ideology. The
graph represents a depiction of messages containing moral and emotional
language, and their retweet activity, across all political topics (gun control,
same-sex marriage, climate change). Nodes represent a user who sent a
message, and edges (lines) represent a user retweeting another user. The
two large communities were shaded based on the mean ideology of each
respective community (blue represents a liberal mean, red represents a
conservative mean).




The cyclical rally in the $&P 500 that emerged off of
the early 2016 lows continues to get the benefit of the
doubt.
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The Value Line Geometric Index, a gauge of how the
median stock is behaving, has broken out to new
highs.
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Stock market strength is currently a global
phenomenon — virtually all markets are rallying.

MSCI All Country World Index vs. 200-Day Moving Average Indicators Daily Data 1987-12-31 to 2017-12-08
(Customized client version of 11385)
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The U.S. economy is making secular progress — real
median household income moved to a new high.
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Median income has recovered, but net worth for the
median family remains below its peak.

Family Net Worth
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Entering 2018, almost all areas of the world are seeing
economic growth, and the U.S. is by no means leading

the charge.
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With global growth improving, trade volume is
expanding.

Monthly T3/ T992 - 973072017 (Log Scale)
World Trade Volume
130 - Seasonally Adjusted 9/30/2017 =121.1 4 130
e r 4 116
104 4 104
93 4 93
83 - g 83
74 L 1 74
67 + . 67
a0 - 1 60
53 1 53
48 + 41 48
43 b Shaded Areas Represent Contractions 1 a3
Based on Peaks and Troughs of
38 r OECD Reference Series 1 38
4 k Monthly % Change 9/30/2017 = 0.0% 4
3 r R 3
2 F 1 2
b, UM bl Rl i s, ol Ll bl 1
o | WO A L0 o L A Ml T L bl |
) i I TN LR R L e
-1 1 -1
2t 4 -2
-3 F 1 -3
-4+ 4 -4
-5k 41 -5
20 F Trade Volume Rising Year-to-Year Change 9/30/2017 = 5.1% 20
l6 1 16
12 41 12
8 1 8
4 L 1 4
0 r . 0
-4 r 1 -4
-8 r 1 -8
-12 - 41 -12
-6 - 14 -le
-20 | Source: Haver Analytics, CPB Trade Volume Falling 1 -20
T T T T T T T T T T T T T T T T T T T T T T T T I I I I I T
o~ en - W b= ~ o8 -3 (=] - (=] - - wy -] ~ -] = = — ~ . - wy -] -
> - - > - - > - =] =3 =] = =3 = = = > (= — — — -— —_— — —_— —_—
wan 2 2 3 2 3 2 3 5 % 5§ 5 5 8 5 £ 8 % 3 8 % 8 8% % 8 3 S

@ Copyright 2017 Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
See NDR Disclai at www.ndr.com/copyright.html. For data vendor disclail refer to www.ndr.com/vendorinfol.




The stock market expetience of 2017 was unique,
seeing the longest petiod on record without even a 3%
correction.

S&P 500: Number of Days Before the Start of 3% Corrections Dally Dala 1928-01-03 fo 2017-12-08
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A more “typical” pattern could be seen in 2018,
meaning at least one drawdown approaching double
digits would not be surprising.

Dow Industrials One-Year Seasonal Pattern
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The mid-cycle acceleration in earnings growth could
be reaching maturity, but this earnings model is not
yet showing much detetioration.
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Slowing earnings growth could put pressure on prices
since valuations suggest stocks are overvalued and
priced for perfection.

S&P 500 Median Price/Earnings Ratio (NDR Calculation) Monthly Data 1964-03-31 to 2017-11-30
(Customized client version of DAVI5100)
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Accelerating growth could help extend the earnings
recovery, and GDP has already put in back-to-back
quarters of 3% growth.

Real Gross Domestic Product (GDP)
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The economy continues to exceed expectations. The
Economic surprise indexes for both the Euro-area and
the U.S. remain elevated.

Economic Surprise Indexes: Europe vs United States
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Upward surptises in the economy could help support
upward revisions to earnings expectations. Consensus
now Is for 15% earnings growth in 2018.
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The pattern of declining earnings expectations over
the course of the year has shifted for global earnings.
Estimates now are being revised higher.

Weekly Data 2011-01-02 to 2017-11-05
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The effect of the shift (led by the Federal Reserve)
from quantitative easing to quantitative tightening is a
key unknown for 2018.

Global Central Bank Balance Sheet Growth Monthly Data 2001-01-31 o 2017-10-31 (Log Scale)
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After raising rates three times in 2017 (for a total of
five rate hikes since 2015), the Fed expects to raise
rates by another 0.75% in 2018.

For release at 2:00 p.m., EST, December 13, 2017

Figure 2. FOMC participants’ assessments of appropriate monetary policy: Midpoint of target range or target level for
the federal funds rate

2017 2018 2019 2020 Longer run




U.S. Treasury yields where little changed overall in
2017, and could struggle to move higher in 2018 if
German yields do not move higher as well.
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With the Fed raising short-term rates and long-term
yields not moving highet, the yield curve has flattened
but not inverted.

, Weekly 170571968 - 1270872017 (Log Scale)
Standard & Poor's 500 Index
2394 4 2394
1946 | S&P 500 Gain/Annum When: 4 1946
1581 = [ \When 10-vom-gin Gain % 1 1581
1285 | Yield Spread Is: Annum of Time 4 1285
1044 | = Above 0.6 9.9% 77.9 4 1044
849 0.6 and Below -3.3% 22.1 4 849
690 4 690
561 4 561
456 1 456
370 4 370
301 F 4 301
245 4 245
199 - 4 199
162 4 162
131 4 131
107 4 107
87 b g 87
70 F 8 70
4+ 1 4
3 - 4 3
2 o 4 2
1+ 11
o} 40
-1 4 -1
2t 4 -2
-3 F 1 -3
Source: Federal Reserve Board, Ned Davis Research
(ss91)  Yield Curve - 10-Year Minus Three-Month Treasury Yield

® Copyright 2017 Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
See NDR Disclaimer at www.ndr.com/copyright html. For data vendor disclaimers refer to www.ndr.com/vendorinfal.




Rising commodity prices typically signal industrial
demand and improving growth, but a break-out on the
CRB could get the attention of bond tradets.

$CRB Reuters/Jefferies CRE Index (EOD) INDX ® StockCharts.com
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The New York Fed’s Undetlying Inflation Gauge
moved higher over the course of 2017, suggest
Inflationary pressures may not be totally dormant.

Underlying Inflation Gauges vs. Core CPI (Year-to-Year Changes) Monthly Data 19%5-01-31 to 2017-10-31
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Turnover at the Fed helm adds to central bank-related
uncertainties, and historically the market tests
incoming Fed Chairs.

DJIA Following Fed Chairperson Changes
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The four-year cycle for stocks suggests seasonal
patterns will be a headwind in the run-up to next
year’s mid-term elections.
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Partisan conflict is already elevated, but the market
could struggle if control of congress is considered up
for grabs.

S&P 500 Index vs. Philadelphia Fed Partisan Conflict Index Monthly Dala 1964-12-31102017-11-30 (Log Scale)
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President Trump never really enjoyed a honeymoon
petiod based on the Gallup poll data, but the 2018
election could still be framed as a referendum on him.
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Political uncertainty has masked a significant shift in
economic optimism, from small business owners up to
corporate CEOEs.
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The move by Broket/Dealets to new absolute and
relative price highs is a sign of strength for the market
overall.

$XBD BrokerDealer Index - NYSE Arca INDX @ StockCharts.com
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A breakout in the percentage of stocks trading above
their 50-day and 200-day averages would confirm the
strength being seen on the $&P 500.

SSPXAzunR S&P S00 Percent of Stocks Skowe 200 Day Moving 2verage (EOD) IND3 @ StockChartscom
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The percentage of industry groups in up-trends has
expanded over the second half of 2017.

S&P 500 and Industry Group Breadth
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We can all fall prey to a myriad of cognitive biases.
Having a disciplined approach to consideting the
nancial markets can help reduce this tisk.
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Our discipline is to consider the weight of the
evidence. Enteting 2018 it gives the bullish case the
benefit of the doubt.

FUNDAMENTAL FACTORS (WHAT COULD HAPPEN):
FED POLICY ECONOMIC FUNDAMENTALS VALUATIONS

BULLISH H BULLISH

BEARISH BEARISH H

Messaging remains crucial component U.5. economy working on what could Earnings estimates for current quarter
of fed policy as market gets to know be three consecutive quarters of 3%+ seeing smallest downward revisions
new regime GDP growth for first time in decade since Q2 2011

TECHNICAL FACTORS (WHAT IS HAPPENING):
SEASONAL PATTERNS AND
SENTIMENT TRENDS BREADTH

BULLISH

H BEARISH BEARISH

Investor complacency and optimism Seasonal patterns favor the bulls New leadership from Financials and
could be challenged if volatility returns heading into 2018, and the cyclical rally expansion of new high list point to
as expected in 2018 isintact strong rally participation




Appendix - Important Disclosures

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 indices used in this report to measure and report performance of various sectors of the market are unmanaged and 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.

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.

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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