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A narrow rally
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SOME ADDITIONAL THOUGHTS ON THE MARKET’S BREADTH QUESTION

With the debt ceiling debacle now behind us (good riddance until 2025, | suppose), investors and financial media are now free
to do what they do best: move on to the next brick in the wall of worry. Today, that comes in the form of narrow market breadth.
This is the idea that, despite being up ~11% in 2023, the S&P 500’s gains are attributable to just a handful of star stocks, leaving
the market more fragile than it appears on the surface; that, when fewer individual stocks are rising with the market, the rally’s
entire staying power is called into question. And so, the worry shifts: from “debt ceiling” to “is breadth reeling?”

We’ve written on this before (happy to share), ultimately taking the
view that while a broader rally would be welcomed, a narrow rally is
not nearly the harbinger of pain that it's being painted as. For one, a
top-heavy market hasn’t historically meant weaker future returns
(and may actually suggest above-average performance to come).

Our partners at Strategas pointed out this week that, amazingly, 6- S&P 500 outperforming
month forward returns for the S&P 500 have been strongest when

breadth is weakest. So, while a market where Energy and Consumer % ! M
Staples stocks are doing as well as Technology paints a picture of a

healthier and more inclusive economy, we must play the ball as it

lies. Momentum begets momentum, and a market rally is still arally. o,

S&P 500 vs. Equal-Weight S&P 500

0% Rolling 12-month performance

Another reality is that a narrow market (defined as the S&P 500
outperforming the Equal-Weight S&P 500) can persist for far longer .,
than one might expect. In the 1990s, the S&P 500 outperformed the
Equal-Weight for 70 straight 12-mo periods (rolling); in the late
2010’s, the same thing occurred for 45 out of 46 periods. A narrower 3y,
market may be more fragile, but it can take years to actually shatter & i & N N o 2 P
—and you’d probably miss some incredible returns while you waited. W ~

The other thing about today’s market (noted by Strategas’ Todd Sohn here) is that while the Equal-Weight S&P is trailing, it
has not broken down and is well above its bear market lows. Its tepid performance might be more reflective of today’s lukewarm
economy (versus the mini hype-cycle boom in Al), but its resilience above both its 2022 and 2023 lows is worth noting. Over
half of the individual stocks in the S&P 500 are up this year, and Small Caps have actually outperformed Large Caps over the
last month. Just because a rally is narrow does not mean it is obscuring something catastrophic behind it.

Let’'s end by taking a step back. Market concentration is something to monitor, but the increasingly loud narrative around this
year’s rally is getting crazy. While I've seen countless articles opining about 2023’s narrow leadership, not once in 2022 did |
hear that the market crash was “too narrow” because it was being led to the downside by Big Tech (which it was — Tech and
Tech-adjacent Growth sectors dramatically underperformed the S&P 500 in 2022, which itself trailed the Equal-Weight S&P
by a good margin). Further, over the last three years, the Equal Weight S&P has outperformed and a healthy sector mix of
Energy, Technology, and Industrials have led the way (with every single sector positive over the time frame). In the end, the
market is rarely perfect and outperformance can take different shapes in different cycles, but nitpicking every rally to death
has been a great way to miss out on some of the incredible returns and bull market outperformance across history.
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https://www.bairdwealth.com/insights/market-insights/
https://www.youtube.com/watch?v=r5AFmA_DR_8
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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 investment 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 other countries for which Robert
W. Baird Limited holds an ISD passport.

This report is for distribution into the United Kingdom only to persons who fall within 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, London EC2M 7EB, and is a company authorized and regulated by the Financial
Conduct Authority. For the 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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