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Stock Market Update – Thursday, December 27, 2018
Following the Christmas Eve debacle, yesterday’s upside explosion with the Dow gaining more than 1000 points is certainly
welcome. At the close the TRIN finished at 21 which is a very bullish number rarely seen, suggesting the selling has become
exhausted. Additionally, upside volume overwhelmed downside volume by a ratio of 25-to-1, also rare and bullish, although we
are looking for two sessions to confirm that the downside momentum has been broken. Given that more than 80% of trading
volume is now done with algorithms and other computer generated strategies, it is difficult to feel secure with a scenario using one
day’s performance particularly with a limited audience (same with the Christmas Eve session). We do think the decline on
December 24 caused pessimism to soar, which is one of the requirements we are looking for to identify the start of the bottoming
process. We anticipated the VIX jumping to 35 and that was fulfilled on Monday but historically all serious declines have the VIX
stretched much higher. As a result, additional data is necessary for confirmation that the lows could be in place but we remain
skeptical.
Although the decline from October was severe it was also very orderly with no sign of investor panic or capitulation that usually
marks the end of a cyclical bear. Bear markets often produce the most spectacular rallies and almost always retest the lows at
some point which will be important to monitor. Additionally, seasonal patterns at play with the market were severely oversold as
the December rally often begins on Christmas Eve and goes into early January. From a seasonal perspective, this week is in line.
Over the past 20 years bonds have outperformed stocks in January. Also, corporations will step aside in January and delay
buybacks during reporting season which weakens the supply/demand equation, which raises concerns about January if the
decline restarts. Therefore, we are reluctant to take too much from the post-Christmas surge or the break on December 24.

Bottom Line: We remain cautious, awaiting further evidence that the fourth-quarter plunge in stock
prices has run its course. The good news is that we feel confident that the U.S. economy will NOT fall
into recession. This is important because a cyclical bear market historically produces a decline of 25%
from top to bottom on average. A recession would likely cause significantly more damage.

Bruce Bittles
Chief Investment Strategist
bbittles@rwbaird.com
941-906-2830

Breaking News: Stock Market Update

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 2018 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.
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.
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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.
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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