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When Does The S&P 500 Make
The High and Low of the Year?

1927 to 2018
Month High Low|
January 13 32
February 4 9
March 3 7
April 2 5
May 4 3
June 1 5
July 5 4
August 3 3
September 8 4
October 6 9
MNovember 10 4
December 32 6

Source The Chart Store (www thechartstore com)
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When The Stock Market Makes New Lows In December

The Following Year Is Not Pretty!
1927 to 2018

Year of December

Following Recession

The Following Year's S&P 500 Returns

Low (date) Year Year? Q1 Q2 Full Year
12/17/1930 1931 Yes -8.80% 3.32% -47.07%
12/17/1931 1932 Yes| -9.98% -45.44% -14.78%
12/29/1941 1942 No -7.83% -4.49% 12.43%
12/14/1973 1974 Yes -3.66% -11.84% -29.72%
12/20/2000 2001 Yes -12.11% -7.26% -13.04%
12/17/2018 2019 ?7?7? ?7?7? 77?7 ?7?7?
Average -8.48% -13.14% -18.44%
Source” The Chart Store (www thechartstore com)
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I don’t think that expansions just die of old age. Two things usually end
them. One is financial imbalances and the other is the Fed, and usually
when the Fed ends a recession — ends an expansion, it’'s because

inflation has gotten out of control and the Fed needs to tighten to bring
it down. — Janet Yellen, January 4, 2019

But as Janet says, expansions don't die of old age. I'd like to say they get
murdered, instead. — Ben Bernanke, January 4, 2019



They Never See A Recession Coming
Probability of Decline in Real GDP in the Next Four Quarters - Average of A Survey of Professional Forecasters
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The Anxious Index

Probability of Decline in Real GDP in the Following Quarter

1969 Q4 1973 Q4 1980 Q1 1981 (3 1990 Q3 2001 (1 2007 Q4
1979 Q4 ﬂ
70.13%
1969 Q%s
24.32 2007 Q3
16.95%
2018 Q4
1973 Q3 10.60%
12.29%

1971 1976

Data Source: Philadelphia Federal Reserve

2018 Qg

1981 1986 1991 1996 2001 20006 2011 2016 2021

© 2019 Bianco Research, L.L.C. All Rights Reserved

hitps://www.philadelphiafed.org/research-and-data real-time-center/survey-of-professional-forecasters https://www.biancoresearch.com/

January 23, 2019

Bianco Research L.L.C



“There’s really no reason to think that this cycle can’t continue for quite some time, effectively indefinitely,”
Powell said Wednesday at an event in Washington hosted by The Atlantic magazine and the Aspen Institute.
— Bloomberg, October 4, 2018

Economic Growth Trends
Citigroup Economic Data Change Indices
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2019 S&P 500 Earnings Expectations
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2019 S&P 500 Operating Earnings Expectations
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Survey of Professional Forecasters

10-Year Treasury Yield
Philadephia Federal Reserve
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So we thought carefully about this, on how to
normalize policy and came to the view that we would
effectively have the balance sheet runoff on automatic
pilot and use monetary policy, rate policy to adjust to
incoming data.

— Jay Powell, December 19, 2019



Number of Hikes Over The Next 12 Months
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How Much Has The Fed Reduced It Balance Sheet?
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Yield Curve Inversions Lead Recessions
10-Year less 3-Month Yield Curve
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How Long Until The Recession?
When the 3M/10Yr Curve Inverts For 10 Straight Days

Date of Date of Days to
Inversion| Next Recession| Next Recession
1/10/1969 Dec-69 325
6/14/1973 Nov-73 140
12/8/1978 Jan-80 389
11/7/1980 Jul-81 236
6/6/1989 Jul-90 390
7/31/2000 Mar-01 213
8/1/2006 Dec-07 487
Average 311




And particularly with the muted inflation readings that
we’ve seen coming in, we will be patient as we watch to see
how the economy evolves. But were always prepared to
shift the stance of policy and to shift it significantly if
necessary in order to promote our statutory goals of the
maximum implement and stable prices. — Jay Powell,
January 4, 2019

But what I do know is that we will be prepared to adjust
policy quickly and flexibly, and to use all of our tools to
support the economy, should that be appropriate, to keep
the expansion on track, to keep the labor markets strong
and to keep — to keep inflation near 2 percent. — Jay
Powell, January 4, 2019

And so we also said at the very beginning, I think in our
original — certainly, the first policy normalization plans
that I was involved in 2014, we said that we would be
prepared to adjust our normalization plans as appropriate
to achieve our goal. So if we ever came to the conclusion
that any aspect of our normalization plans was — was
somehow interfering with our achievement of our statutory
goals, we wouldn’t hesitate to change it, and that would
include the balance sheet, certainly. - Jay Powell,
January 4, 2019

January 23, 2019
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Comparing Crude Oil and Fed Policy
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The markets are fearful that Powell may be in the process of killing yet another
recession. Consider what he has said recently:

* October — The funds rate is a long way from neutral (hawkish)

* November — The funds rate is just below the range of estimates (dovish)
- December — Balance sheet reductions are on “automatic pilot” (hawkish)
- January 4 — The Fed can be patient and flexible (dovish)

- January 10 — The balance sheet will be ‘substantially smaller’ (hawkish)

Would Powell please make up his mind and choose one? These changes of heart
have played a large role in the market’s volatility over the past few months.

January 23, 2019 Bianco Research L.L.C 17



Rolling 5-Day Average Of All Trump's Approval Rating
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Brexit, What Will Happen?
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Economic Actors In The EU Are Very Worried
Citi EU Soft vs. Hard Data Change Indices
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‘What Companies Are Most Concerned About Tariffs?

Name
BROWN FORMAN CORP

MICROCHIP TECHNOLOGY INC
VARIAN MEDICAL SYSTEMS INC

STANLEY BLACK & DECKER, INC.

Fortune Brands Home & Security, Inc.

Eaton Corp ple

CISCO SYSTEMS, INC.

O REILLY AUTOMOTIVE INC
GRAINGER W W INC
Ingersoll-Rand ple

ACUITY BRANDS INC
MASCO CORP /DE/
HARLEY DAVIDSON INC
AMPHENOL CORP /DE/
UNION PACIFIC CORP
CUMMINS INC

AMETEK INC/

JUNIPER NETWORKS INC
HPINC

Fortive Corp

DANAHER CORP /DE/
MOHAWK INDUSTRIES INC
DOLLAR GENERAL CORP
ROSS STORES INC
ILLUMINA INC

ILLINOIS TOOL WORKS INC
GENUINE PARTS CO
FASTENALCO

AUTOZONE INC

UNITED TECHNOLOGIES CORP /DE/

PVH CORP. [DE/

NEWELL BRANDS INC

ESTEE LAUDER COMPANIES INC
DOLLAR TREE INC

COSTCO WHOLESALE CORP /NEW
BORGWARNER INC

Alcoa Corp

ROCKWELL AUTOMATION INC
NUCOR CORP

EMERSON ELECTRIC CO

BECTON DICKINSON & CO

=3
12
@
I
12
ia
2
o
1
]
]
LR -1
w

G‘I
S
5
@

£ OE E E

&

&

E:EII I
BB B B B OB

5555.
E B B E B

8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38
Numer of Tariffs Mentions

January 23, 2019

Data Source: Sentieo

40

48

42 44 46 48 50

Between October 1 and December 13, 481 S&P 500 companies
held earnings calls, held an investor day or presented at
investment conferences.

We found 189 (39%) companies mentioned tariffs at least once
this quarter. Put another way, 292 (61%) of corporate
presentations did not mention tariffs. Of the 189 that did
mention tariffs:

01 of 189 (48%) presentations mentioned tariffs fewer than four
times, signifying a passing reference to an issue that is not a
problem.

57 of 189 (30%) presentations mentioned tariffs between four
and 10 times. This might not necessarily be a sign of serious
concern, but this group is talking about tariffs.

410f 189 (22%) presentations mentioned tariffs 10 times or
more. This signifies an issue of serious concern that needs to be
discussed. These companies are detailed in the next chart.

So only 41 of 481 companies (9%) this quarter seem to show
serious concern over tariffs. 61% never mentioned them once!

Bianco Research L.L.C 22



60% Of S&P 500 Companies Do Not See China or Tariffs as a Risk
"China"and "Tariffs" Mentions in the Risk Factors Section of the 10-q
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Bianco Research L.L.C. has been a source of objective research and unique insights into financial markets for
over 20 years. Our team of macro strategists and data scientists boasts decades of experience in financial
markets. We combine cutting edge analytics and a highly visual approach to provide clear, concise
conclusions. Our clients trust us to provide objective, data driven analysis and market commentary on the
latest themes in financial markets.

Founded in April 1998 by James A. Bianco, Bianco Research is located in downtown Chicago. Bianco
Research L.L.C is an affiliate of Arbor Research & Trading, L.L.C. Arbor is a fixed income research and
brokerage firm headquartered in Barrington, IL, with offices in New York, Ft. Lauderdale, London and
Geneva.

If you are not already a subscriber and would like to view our full analysis of the charts in this presentation
and to view all our additional research reports, please sign up for a free trial by clicking on the icon below.

O START YOUR FREE TRIAL
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