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In the Markets Now

Looking ahead from a difficult 2022

We believe in the old saying: a picture is worth a thousand words. PWM Equity & Fixed Income Research
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perspective to investors.
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HOW DO STOCKS PERFORM AFTER A BAD YEAR?

Though many may still be “crossing the t's and dotting the i’'s” on 2022, we’d all be forgiven for wanting to just put a year like 2022
behind us. Spurred on by historic inflation, rapidly rising interest rates, and heightened geopolitical tensions, the S&P 500 had
one of its worst years in recent memoary (while the bond market had one of its worst years ever). As our own Michael Antonell
put it, “That was a painful 365 days to be an investor.”

But what’s done is done, and so we look ahead to 2023. Ata Worst years for Performance following that year:
high level, there are both many headwinds and tailwinds to S&P 500 in Oneyear  Threeyears  Five years
account for (and Baird has some tremendous pieces that break last century later later (ann.)  later (ann.)
down many of those issues in depth). In short, the Fed is stil 1931 43.3% 8.20 11.7% 22.5%

raising rates, geopolitical tensions have decidedly not come off

the boil, and recession risk is elevated. On the other hand, 2008 S7.0% 26.5% L Lo
inflation is coming down, the consumer is proving resilient, and 1937 -35.0% 31.1% 5:6% 4.6%
the international economic picture is actually brightening a bit. It 1974 -26.5% 37.2% 16.4% 14.8%
is both a volatile and complex landscape to assess. 1930 -24.9% -43.3% -7.1% 3.1%
. o 2002 22.1% 28.7% 14.4% 12.8%
But let’s put all of that aside for a moment and dig into a .
somewhatsimpler exercise. Here, we look at the 15 worstyears 2022 8.1%
for the S&P 500 in roughly the last century, and then examine 1973 ~14.7% -26.5% 1.1% 4.4%
how the index performed in subsequent years (see table). The 2001 -11.9% 22.1% 3.6% 6.2%
good news is there’s a lot of green there, and often fairly 1941 -11.6% 20.3% 22.0% 17.9%
guickly after the conclusion of the rough year in question. 1957 -10.8% 43.4% 17.3% 13.3%
Of the years worse than 2022,_only the Great Depression saw 1966 10.1% 24.0% 8.0% 8.4%
the bear market persist much into the future. An_d as there is e e 11.6% 10.2% 17.0%
debate about whether a recession will even materialize, we can
at least conclude that the economic outlook is brighter than that 2000 9.1% “11.9% 4.1% 0-5%
of the early 1930s. In the end, the average five year retum is 22 3.V 22.8% 17r.2% 12.4%
11.1%, whichis actually higher than the all-year average. Average 7.9% 9.8% 11.1%

We also ran similar numbers using a 60/40 portfolio. Much of this year’s pain has come from the simultaneous selloff of two asset
classes —stocks and bonds— which had long been expected (or hoped?) to hedge one another. While that notion may have been
busted somewhat, there is at least good news again inthe data: forward retums for a stock/bond mix from deeply negative years
are quite positive across history, especially on the heels of a rapid tightening cycle like the one we just experienced. In many
ways, the outlook for both stocks and bonds is improved markedly after the year we just experienced.

Still, past performance is no guarantee of future returns. There are several examples of multiple down years in arow (though only
two since World War Il) and, as noted above, economic headwinds remain. Of course, there’s never been a point in history
where there haven’t been headwinds, and the market still averaged a return of ~10% a year over the last century
regardless. While we don't know exactly when the bear market willend, we do know that it almost always occurs when the
economic data is still challenged and the headwinds still prominent. So, as we move into a new year, remember the table above,
and when volatility inevitably rears its ugly head, lean on your Baird Advisor for help shoring up your plan and staying the course.
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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 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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