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In the Markets Now

What to expect after a strong first half?

We believe in the old saying: a picture is worth a thousand words. ;WM EAqUift‘yéL fiﬁid Income Research
. . . oss Mayfield,

Here, we aim to recap recent market action and provide some Investment Strategy Analyst

perspective to investors.
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TAKING STOCK OF THE MARKET AFTER AN UNEXPECTED FIRST HALF RALLY
If the first half was one of the more “un-believed-in” rallies in recent
memory, the view that it might continue into year-end seems even less Large Cap Stock Performance
expected. The headwinds projected to weigh on the market this year (1926 - 2022) o
have not abated, and some have even accelerated (e.qg., bond yields 20% 100% g
spiking amid solid economic data and a hawkish Fed). But there’s also 81% 2
something to be said for the rally’s momentum and resilience. Despite @ 719% ?
many challenges, the S&P 500 finished June at a fresh bear market v 15% ® 75% §
high, putting the cap on three straight quarters of a 7%+ gain. 3 2
[ =
So, in thinking about what to expect from here, we turn to history as a .E 10% 50% E
guide. How does the market tend to perform after a strong first half to o z
the year? More broadly, how do forward returns look after a strong six & g
months, calendar constraints aside? Just how powerful is momentum? E - £
5% 25% =)
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The answer should be encouraging for those now somewhat skittish I~
sitting atop a big rally. Going back to 1926, if the first half retum was 3
10% or greater, themedian return for “July — December” was 11% (well 0% o S
above the all-period median). Zooming out, we see a similar result. If First Half Al Periods @
When any rolling six month period had a return of 10% or greater, the Returned >10%
median return over the next six months was 8% (again, above the all-
period median of 6%). While perhaps a surprising result, this
phenomenon can be best summed up by a common turn of phrase
fromour partners at Strategas: momentum begets momentum. S&P 500 Average Quarterly Return
(since 1928)

Of course, the path to Dec. 31 is rarely a straight line. In fact, the third
guarter is historically the softest among the four calendar quarters for
the S&P 500 (with Aug. and Sept. typically the worst months). And

despite the noisy start to the year — bank failures, debt ceiling, etc. — 2 294
the second quarter was actually quite calm (e.g., it was the first quarter :
without a +/-2% daily move since 2019). So, while first half strength
does bode well for the full year performance, we wouldn’t expect 1.6%
the second half to be without a step up in volatility.
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Regardless of how much volatility we end up seeing, given the year-
to-date strength and the macroeconomic challenges, we’'d expect the
calls for second-half underperformance to get even louder. Amid the
noise, just remember that a strong start to the year is a bullish
sighpost —not a bearish one — and has preceded solid second
half performance far more often than not.
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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.

This report does not provide recipients with information or advice that is sufficient on which to base an invest ment decision.
This report does not take into account the specific investment objectives, financial situation, or need of any particular client
and may not be suitable for all types of investors. Recipients should not consider the contents of this report as a single
factor in making an investment decision. Additional fundamental and other analyses would be required to make an
investment decision about any individual security identified in this report.

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor
and/or your tax or legal advisor.

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the
investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the
other may not.

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.

Copyright 2023 Robert W. Baird & Co. Incorporated.

Other Disclosures
UK disclosure requirements for the purpose of distributing this research into the UK and o ther countries for which Robert
W. Baird Limited holds an ISD passport.

This reportis for distribution into the United Kingdom only to personswho fallwithin Article 19 or Article 49(2) of the Financial
Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may
not be distributed to private clients. Issued in the United Kingdom by Robert W. Baird Limited, which has an office at
Finsbury Circus House, 15 Finsbury Circus, LondonEC2M 7EB, and is acompany authorized and regulated by the Financial
Conduct Authority. Forthe purposes of the Financial Conduct Authority requirements, this investment research report is
classified as objective.

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license. RWBL
is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws. This
document has been prepared in accordance with FCA requirements and not Australian laws.
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