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You Brexit, You Buy It

This column is being written the day after Theresa May delayed the Brexit vote (that was
December 10%"), the same day the US stock markets experienced a roller-coaster ride where
indices plunged to test recent lows of the year only to bounce back up and close in the positive.
Given it was a rather crazy day, let’s inspect it for clues about what to expect in the months
ahead.

British Prime Minister Theresa May, much to the chagrin of her colleagues, delayed a
parliamentary vote on her proposal of how Britain should exit the European Union. May was
concerned she’d not get the necessary votes, wounding her political party and further knocking
back any progress thus made on the divorce between the United Kingdom and the European
Union. | won’t bore you, or me, with UK politics, but | will remind you that if a plan cannot be
approved, then Brexit still happens on March 29, 2019. It will happen with all the expected
economic ugliness of doing so without a plan. In response to that concern, British companies
have spent millions preparing for disruptions such as supply shortages, new tariffs, and delays
at the borders.

Even if things go swimmingly (or as swimmingly as possible at this point), businesses must still
contend with new needs, such as obtaining new licenses, changing labels, and spend time
shifting from defense to offense. This is not going to go well, and the ripple will affect global
economies, including the US firms who are growing more skittish about our own economy.

According to the Institute of Supply Management’s semiannual report, over half of US
businesses expect 2019 to be worse than2018. That’s not a shocking assessment of the year to
come. Economically, 2018 was a remarkably positive year, so it’s easy to understand that
businesses would expect some cooling next year. The concern is the trend, that more and more
businesses (both anecdotally as well as via survey) are becoming gloomy about the year ahead.
This type of steadily creeping pessimism has a way of gaining momentum then becoming self-
fulfilling. That’s bad for the economy, and bad for the stock market.

Yesterday, in the wake of a delayed Brexit vote, the S&P 500 index was down 1.9%, at six-
month lows, then rallied back to close up 0.18% on the day, holding at important technical
support around the 1,625 level. Investors and financial media praised the intraday rally as a
sign that the lower level, tested for the third time in less than two months, can’t be broken and
a longer-term rally is next. The S&P has been trading roughly between 2,625 and 1,800. It’s
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bound to break one way or another and you don’t want to be on the other side of the trade
when it does happen. So let’s explore what to make of such a huge intraday rally.

Yesterday, (December 10t") was the fourth time in 2018 where the S&P 500 was down at least
1.5% then rallied back to positive by the day’s end. Not that three data points are meaningful,
but you could argue that those types of reversals have recently occurred closer to short-term
lows than the highs. So that is good news for the bulls going into the last few weeks of the year.
However, historically, the follow through to these types of days have not been similar to those
more recent occurrences.

From the year 2000 until the invasion of Iraq in 2003, there were 13 occurrences of 1.5% drops
with intraday rallies to the positive. This happened as the S&P 500 lost about half its value. In
the bull market that followed, there weren’t many of those types of reversal days. But there
were 19 occurrences in 2008 alone. These intraday rallies feel great at the moment. For
example, the language and tone of guests on CNBC and Bloomberg literally changed in front of
my eyes from gloom to hopeful, even optimistic. But they don’t tend to be positive signs
beyond the particular day of the reversal.

In the 61 total occurrences since 2000 as well as the 20 occurrences when the positive reversal
occurred when the S&P 500 was at its lowest level in at least three months, returns the next
day, the next week, the next month, and the next three months were all negative, on average.

S&P 500 After Positive Intraday Reversals: Since 2000

Occurrences: 61

S&P 500 Performance (%)
Next Day One Week One Month Three Months
Average 0.3 -0.3 -0.8 =16
Median -0.1 -0.3 1.1 0.1
% Positive 4715 41.0 55.7 52.5
Positive Reversal From a Three Month Low: 20 Occurrences
S&P 500 Performance (%)
Next Day One Week One Month Three Months
Average 0.5 (X3 -0.1 -11
Median 0.6 (18 0.4 0.8
% Positive 30 55 55 55

So, of course, the question is, if we are going lower, how much lower are we going? Well, first
we need to break the recent lows for confirmation that we’ll actually go lower. At the lows on
Monday the S&P 500 was down about 12% then closed at -10.2% from its record high on
September 20. Below is a graph of how this correction compares to the other five 10%
corrections we’ve had since the end of the financial crisis. The average of the previous five
corrections was -14.26%. Following this script would put the end to the correction in the first
quarter of 2019, with “only” another 5% drop to go.
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S&P Post Financial Crisis Corrections: Percentage Declines
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GENERAL DISCLOSURES

Article may include forward-looking statements. All statements other than statements of historical fact
are forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,”
“will,” “should,” and “expect”). Although we believe that the expectations reflected in such forward-
looking statements are reasonable, we can give no assurance that such expectations will prove to be
correct. Various factors could cause actual results or performance to differ materially from those
discussed in such forward-looking statements. Historical performance is not indicative of future results.
The investment return will fluctuate with market conditions. Performance is not indicative of any
specific investment or future results. Views regarding the economy, securities markets or other
specialized areas, like all predictors of future events, cannot be guaranteed to be accurate and may
result in economic loss to the investor. Investment in securities, including mutual funds, involves the risk
of loss. Registration with the SEC should not be construed as an endorsement of Advisor’s investment
skill or acumen. Investment process, strategies, philosophies, allocations and other parameters are
current as of the date indicated and are subject to change without prior notice. This article is intended
to provide general information only and should not be construed as an offer of specifically tailored
individualized advice.
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STANDARD & POOR'S

The S&P 500 Index (S&P) has been used as a comparative benchmark because the goal of the above
account is to provide equity-like returns. The S&P is one of the world’s most recognized indexes by
investors and the investment industry for the equity market. The S&P, however, is not a managed
portfolio and is not subject to advisory fees or trading costs. Investors cannot invest directly in the S&P
500 Index. The S&P returns also reflect the reinvestment of dividends. Berkshire Money Management is
aware of the benchmark comparison guidelines set forward in the SEC Clover No-Action Letter (1986)
and compares clients’ performance results to a benchmark or a combination of benchmarks most
closely resembling clients’ actual portfolio holdings. However, investors should be aware that the
referenced benchmark funds may have a different composition, volatility, risk, investment philosophy,
holding times, and/or other investment-related factors that may affect the benchmark funds’ ultimate
performance results. Therefore, an investor’s individual results may vary significantly from the
benchmark’s performance. The S&P 500 Index (S&P) has been used as a comparative benchmark
because the goal of the above account is to provide equity-like returns. The S&P is one of the world’s
most recognized indexes by investors and the investment industry for the equity market. The S&P,
however, is not a managed portfolio and is not subject to advisory fees or trading costs. Investors
cannot invest directly in the S&P 500 Index. The S&P returns also reflect the reinvestment of dividends.

DOW

The Dow Jones Industrial Average (NYSE: DJI, also called the DJIA, Dow 30, INDP, or informally the Dow
Jones or The Dow) is one of several stock market indices, created by nineteenth-century Wall Street
Journal editor and Dow Jones & Company cofounder Charles Dow. The Dow average is computed from
the stock prices of 30 of the largest and most widely held public companies in the United States. Clients
of BMM may have portfolios that differ substantially from the composition of the DOW and therefore,
their performance may vary significantly from that of the Dow. The Dow is used for illustrative purposes
only, as one indicator of the overall US economy, and its past, present, or future performance should
not be viewed as an indicator or comparison point for BMM client performance.
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