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If your device was off during the holiday, you missed a pretty wild ride. U.S. equity markets plunged into
Christmas, then reopened to the single-biggest daily point gain by the Dow on record. This week, equities
continued to slog their way back, helped by a blowout payrolls report, easier policy in China and some
calming words from Fed Chair Powell. The S&P 500 rose 1.9%, and is now up a snappy 7.7% from its
December 24™ low, while the TSX gained 1.4% on the week. Let’s look at three items this week:

Recession? Hang on... Just as the recession chatter was reaching a loud chorus, the U.S. payrolls report
flashed a hefty 312k gain in December, the biggest in 10 months and a pretty massive number given the
stage of the cycle we're in. The jobless rate actually backed up to 3.9%, a five-month high, but only
alongside a big increase in labour
force participation, which is not a bad
thing. Wage growth perked up, and
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Source: Bloomberg few bones to the market. Among his

comments that came across the wire,

S&P 500 Composite some of the most market friendly

were that the data do not raise
2000 + concerns about too-strong inflation;
policy is not on a pre-set path,
o particularly with muted inflation; the
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: Fed is sensitive to the message the
- markets are sending; and if balance
B sheet reduction is discovered to be
causing problems in markets, the Fed
- 1000 will revisit its plan. All told, this
sounds like a Fed that is fully
cognizant of the signals markets are
sending, and is prepared to ease off
500 1 500 the tightening path in response.
. Equity markets like this, especially at
9% 00 05 10 15 this stage of the cycle where,
arguably, a few more rate hikes could
mark its end.

Non-Recession 19%-plus Corrections

1500 4

Bear spotting... As of Christmas Eve, the S&P had fallen 19.8% from its September high, precariously close
to what most consider an official bear market. Such declines are necessary, but not always sufficient
conditions for a recession. Interestingly, stocks fell 19.4% in 2011 and 19.3% in 1998, both cases that were
followed by in-cycle rallies. The 1998 case is especially fitting given that it was late in the cycle, the market
had just come off a big tech-inspired run, and external factors led the Fed to pause its tightening campaign
(and actually cut rates three times). We'll see how policy evolves, but right now history rhymes a bit.
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TSX Sector Performance (Relative to the index, year-ago = 100, dashed line = 200-day m.a.)
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S&P 500 Sector Performance (Relative to the index, year-ago = 100, dashed line = 200-day m.a.)
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North American Sector Performances as of January 4, 2019
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