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Santa Is A No-Show

Last week, we discussed how it seemed as if Santa arrived on Christmas Eve, pushing the
markets back above the important 50-DMA. However, by the end of the year, it seemed investors
were naughty this year and received a&#2013266080;?lump of coal,? with markets selling off back
toward recent lows. One important note was that momentum and relative strength remained weak,
keeping selling pressure intact.

There is no way to sugarcoat the market?s poor performance. While December started with a
bang, it ended with a whimper, with a long stretch of daily losses into year-end. Now, 2025 is
opening with a whimper. Small caps fell apart after attempting to&#2013266080;?make a
comeback,? and overall market breadth declined. However, with the markets now oversold, we
should expect a rally heading into the Presidential inauguration, which likely started on Friday.

Despite Friday?s impressive reflexive rally, the market fell about 0.5% short of rallying enough to
save the ?Santa Rally.?
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However, although the ?Santa Rally? failed to materialize, bullish hopes for 2025 are not yet lost.

?Since 1950, when all three January indicators (The Santa Claus Rally (SCR), First
Five Days (FFD) and the full-month January Barometer (JB)) are up, the S&P 500 was
up 90.6% of the time (29 out of 32 years) with an average gain of 17.7%. When one or
more of the Trifecta is down, in this case, the SCR, the year is up 59.5% of the time (25
of 42) with a paltry average gain of 2.9%.? ? Stocktraders Almanac

While the lack of a Santa rally is disappointing, as noted by Stocktraders Almanac:

?0f the 16 down SCRs since 1950, 11 years have been up and 5 down, but the
average gain is atepid 6.1%.?


https://simplevisorinsights.com/wp-content/uploads/2025/01/1735999079_203_2024-Review-Another-20-Year-Whats-Next.png

S&P 500 January Indicator Trifecta — Down SCR

New Year SCR FFD JB Feb Last11 Mon Full Year
1956 -0.9% =21% =36% 3.59% 6.9% 2.6%
1967 =1.4% 3.1% 7.8% 0.2% 11.4% 201%
1969 -12% =-29% -08% -47% -106% - 11.4%
1978 -0.3% -47% -B62% -25% T.7% 1.1%
1980 -2.2% 0.9% 58% -04% 18.9% 25.8%
1982 - 1.8% -24% -18% -6.1% 16.8% 14.8%
1985 - 0.6% -1.9% T.4% 0.9% 17.6% 26.3%
1991 - 3.0% - 4.6% 4.2% 6.7% 21.3% 26.3%
1993 -1.1% -1.5% 0.7% 1.0% 6.3% 7.1%
1994 =-0.1% 0.7% 33% =30% = 4.6% =1.5%
2000 -40% =-19% -51% -20% - 5.3% = 10.1%
2005 -1.8% -21% -=2.5% 1.9% 5.7% 3.0%
2008 -2.5% -53% -61% -=-35% -=-345% - 38.5%
2015 - 3.0% 02% -3.1% 5.5% 2.5% - 0.7%
2016 -2.3% -60% -51% -04% 15.4% 9.5%
2024 - 0.9% -01% 1.6% 5.2% 21.4% 23.3%
2025 - 0.5% - - - - -

Average: 0.1% 6.0% 6.1%
Median: - 0.1% T.1% 5.0%
#Up: 8 12 11
#Down: 8 4 5
& Stock TradersAlmanac.com, Hirsch Holdings inc. A rights reserved.

However, even with a failed Santa rally, the January barometer holds the key for the year.
Historically, a positive January has been a bullish sign for stocks. The chart below highlights that
the popular Wall Street maxim has stood the test of time. Since 1950, the S&P 500 has posted an
average annual return of 16.8% during years that included a positive January. Furthermore, the
index generated positive returns in 89% of these years. In contrast, when the index traded lower in
January, annual returns dropped to -1.7%, with only 50% of occurrences yielding positive results.
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With the bulls needing a positive January performance, the market has its work cut out. However,
with the market?s short-term oversold and breadth, there is a reasonable technical setup for an
improvement in performance in January.
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However, will 2025 be another banner year? Maybe. But the market certainly faces headwinds,
from elevated earnings expectations to valuations. Our best guess is that while this year will likely
see a continuation of the bull market cycle, it will be punctuated by increased bouts of volatility that
will weigh on investor sentiment. In other words,&#2013266080;?buckle up and keep your arms
and belongings inside the vehicle.?

This week, we will do a short 2024 review.

Need Help With Your Investing Strategy?

Are you looking for complete financial, insurance, and estate planning? Need a risk-managed
portfolio management strategy to grow and protect your savings? Whatever your needs are, we are
here to help.
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2024 Review ? Another 20% Plus Year

The market had another 20% plus return for the year. As&#2013266080;we discussed previously
, the market rarely delivers an ?average? return of 8-10%. About 38% of the time, the market
delivers 20% or more returns.

Since 1900, the stock market has ?averaged? an 8% annualized rate of return.
However, this does NOT mean the market returns 8% every year. As we discussed
recently, several key facts about markets should be understood.&#2013266080;Stocks
rise more often than they fall: Historically, the stock market increases about 73% of
the time. The other 27% of the time, market corrections reverse the excesses of
previous advances. The table below shows the dispersion of returns over time.?
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For analysts, being permanently&#2013266080;?bullish?&#2013266080;leads to a 73% success
rate on market calls, which, if you are a professional baseball player, a .730 batting average will
enshrine you in the ?Hall Of Fame.? However, as investors, the problem with being always bullish
is the impact on our portfolios for the&#2013266080;?0ther?&#2013266080;27% of outcomes. This
is important in the history of 20% plus annual returns. In the table above, in the far-right column,
there are periods where 20% plus gains were clustered.
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So, what does that mean?

The Long Term

It is worth noting that these periods of ?well-above-average? returns were followed by ?well-below-
average? returns. As shown, these periods of ?mean-reversion? were generally triggered by some

event that reversed elevated valuation levels.
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As we see in the market, these periods of excess valuations are a psychological byproduct of
investor sentiment. Our 2024 review found that investor allocations to equities reached a record,
corresponding to a sharp increase in valuation levels as investors were willing to overpay for
earnings growth.
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As asset prices rise, speculation. increases, creating a ?feedback loop.? The more asset prices
rise, the more confident investors become, leading to further price increases fueling a bull market.
The chart below shows the length of previous bull markets throughout history, with the average
length of bull markets running about 5 1/2 years.
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However, while the long duration of bull markets favors being bullish, the problem is that
eventually, some ?event? occurs that causes a reversal of expectations. When that occurs,
investors reprice the market back to reality. As shown, bear markets and the ensuing recessions
are generally very short. Most bear markets last less than 18 months and are more painful
experiences.
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Does that mean 2025 will be a ?mean reverting? year? No. However, as discussed in this 2024
review, there are certain warning signs that next year could be very different.

2024 Review ? A Year Of Concentration

For the second year in a row, the one big standout was the level of market concentration. The
?Mega-cap? stocks have become an ever-increasing percentage of the S&P 500 index. We have
not witnessed this since the early 70s with the ?Nifty-Fifty? and just before the ?Dot.com? crash.
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Chart 7: US stock market concentration hit record high in 2024
Top 10 companies % of S&P 500 market cap

2024: Microsoft, Apple. Nvidia, Alphabet, Amazon, Meta,
6 Berkshire Hathaway, Eli Lilly, |PMorgan, Broadcom

2020: Microsoft, Apple, Amazon, Alphabet, Meta, Berkshire
32 Hathaway, Johnson & Johnson, Visa, PG, Nvidia

2000: Microsoft, Cisco, GE. Intel, Bowon Mobil
Walmart, Oracle, IEM, Citigroup, Nokia

s Top 10 companies % of S&P 500 market cap
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Source: BofA Global Investment Strategy, Bloomberg

Over the last few years, capital flows into the largest market capitalization stocks have led to an
increasing skew between the ?have and have nots.? Over the last year, the companies that
dominate the market capitalization weighting of the S&P 500 index created a substantial
outperformance over the equal-weighted index.
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Speaking of the ?have-nots,? the 60/40 allocation lagged far behind the S&P 500 index on a
performance basis as bonds struggled with ?sticky inflation? and continued to push to increase
portfolio risk as investors chased asset prices higher.
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However, that continued performance chase has led to the most significant rolling two-year
performance spread between the market capitalization and equal-weighted index since 2008 and
20109.
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While the surge in market concentration has been notable over the last two years, the chase for
performance has been a growing issue since 2014. As shown, the Nasdaq and S&P 500 (both
market-capitalization-weighted and dominated by the same stocks) have massively outperformed
everything from small and mid-capitalization companies to gold, oil, and bonds.
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Notably, in 2024, the ?Mega 7? market-capitalization companies returned 50%, while the S&P 500
was higher by 22%, and the Russell 2000 trailed far behind, rising just 12%.
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The question is, why is this happening?
2024 Review ? Speculation Goes Parabolic

As discussed, the surge in ?Exchange-Traded Funds? or ?ETFs? has changed the investing
landscape.

?Following the 2020 pandemic shutdown, the Government and Federal Reserve went
into overdrive, providing round after round of fiscal and monetary support. Money
flooded the economy, from PPP Loans to rent moratoriums, $1500 checks directly to
consumers, debt forgiveness, zero interest rates, and quantitative easing.
Unsurprisingly, much of that money entered the financial markets, and retail investors
plowed nearly $900 billion in market-related ETFs. Interestingly, in 2024, most of those
supports are gone, interest rates have risen sharply, and the Federal Reserve is
reducing its balance sheet. Yet, somehow, investors figured out a way to push $913
billion (YTD) into ETFs, which is a record inflow.?
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That surge of capital into ETFs contributed to the outsized performance of large capitalization
companies, primarily the&#2013266080;?Magnificent 7,7&#2013266080;relative to the rest of the

index, as shown above. This happens because most of these passive ETFs are market
capitalization-weighted.

For example, every ETF that tracks the S&P 500 index, the Nasdaq, or some variation thereof has
the same top holdings. Currently, the top 10 stocks comprise roughly 40% of those ETFs.
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Therefore, every time someone invests $1 into one of those ETFs, roughly 40 cents of that dollar
flows into just 10 stocks. Such is why, in our 2024 review, those 10 stocks, except Microsoft,
outperformed the S&P 500 index by a wide margin.
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The byproduct of consistently rising prices and investors? chase for performance creates demand
for Wall Street to provide more products for investors to purchase. This is why 2024 saw a massive
increase in single-stock ETFs and, more critically, leveraged ETFs.
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The growing demand by investors to leverage speculate in the market is a topic we covered
recently in our Daily Market Commentary and is the hallmark of our 2024 review:

?We see surging volume in leveraged single-stock ETFs. An example of such an ETF is
Granite Shares NVDL. The ETF offers a 2x leveraged holding of Nvidia shares. If Nvidia
falls by 3%, the ETF will decline by 6%. Conversely, if Nvidia rises by 5%, the ETF will
climb 10%. Accordingly, leveraged single-stock ETFs can be incredibly speculative.
Furthermore, the massive surge in volume in such ETFs, as we share below, further
confirms speculative behaviors are growing.

Leverage and extreme speculation can drive markets higher than most investors
forecast. However, in the process, they create a divergence between fundamentals and
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valuations, thus exposing the markets to risk. Increased leverage and speculation are
not reasons to sell immediately, but they indicate that markets are getting frothy,
warranting our close attention.?
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The important point is that while 2024 was a great year in the markets, history suggests that
expectations for 2025 should likely be tempered. Such brings us to the obvious
guestion,&#2013266080;?What should | be watching for to signal a shift in&#2013266080;investor
sentiment??

2024 Review ? What To Watch For In 2025

While investors are giddy with returns over the past year, that exuberance has increased the
expectation that things will continue in 2025. Of course, earnings growth will be the biggest driver
for returns in 2025.

Forward earnings estimates are optimistic and well above their long-term historical logarithmic
growth trend. Analysts expect the S&P 500 will see earnings reach $249/share from $208/share at
the end of 2024. That is an expected growth rate of 19% for earnings. However, that current
estimate is $68/share above historical earnings? long-term exponential growth trend. While such
deviations existed previously, they were usually close to the point where such optimism ended. The
ends of those exuberant periods of earnings growth generally coincided with a recession or a
mean-reverting event. However, while estimates are currently very elevated, they can remain
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elevated longer than you think possible.

Log Scale Earnings Growth Vs. Long-Term Trend
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The timing of ?the? event that reverses more extreme investor exuberance and speculation is
always the most challenging.&#2013266080;However, it always occurs when it is least expected.
As we enter 2025, investor sentiment of expected stock returns over the next 12 months is near the
highest levels on record. At the same time, credit spreads remain near the lowest levels on record,
confirming the high degree of complacency in today?s markets.
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Such exuberance and overconfidence tend to precede some level of disappointment.

Earnings Matter More Than You Think

The most significant risk in 2025 is an event that causes a significant decline in earnings
expectations. As shown, there is a very high correlation between earnings trends and the rate of
change in asset prices.
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As | discussed in ?Predictions For 2025:?

?The problem with current forward estimates is that several factors must exist to sustain historically
high earnings growth.

1. Economic growth must remain more robust than the average 20-year growth rate.
2. Wage and labor growth must reverse to sustain historically elevated profit margins, and,
3. Both interest rates and inflation must reverse to very low levels.

While such is possible, the probabilities are low, as strong economic growth cannot exist in a low
inflation and interest-rate environment. More notably, if the Fed cuts rates further, as most
economists and analysts expect next year, such will be in response to a slowing economic
environment or financial stress. Such would not support more optimistic earnings estimates of $251
per share next year. This represents roughly a 19% increase from Q4-2024 levels
.&#2013266080;(In 2023, estimates for 2024 suggested a 14% increase, which was just 9%.
The long-term trend of earnings growth from 1900 to the present is just 7.7%).?
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While the bullish predictions for next year are certainly possible, that outcome faces many
challenges. This is particularly true given that the market trades at fairly lofty valuations. Even in
a&#2013266080;?soft landing?&#2013266080;environment, earnings should weaken, which
makes current valuations at 27x earnings more challenging to sustain. Therefore, assuming
earnings decline toward their long-term trend, that would suggest current estimates fall to
$220/share by the end of 2025. This substantially changes the outlook for stocks.

Follow The Rules

Looking back at 2024, it was certainly a very bullish year.
| have no idea how 2025 will turn out.

However, | am old enough to know that all good things eventually end. As such, it only seems
prudent to temper expectations for returns next year and watch credit spreads closely to determine
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when to reduce portfolio risk aggressively.

As we start a new year, it is worth repeating the rules that kept us out of trouble last year.

The Rules

10.

11.

12.

13.

14.

15.

Cut losers short and let winners run.&#2013266080;(Be a scale-up buyer.)

Set goals and be actionable.&#2013266080;(Without specific goals, trades become
arbitrary.)

Emotionally driven decisions void the investment process.&#2013266080;(Buy high/sell
low)

Follow the trend.&#2013266080;(80% of portfolio performance is determined by the long-
term, monthly trend. While a ?rising tide lifts all boats,? the opposite is also true.)

Never let a&#2013266080;?trading opportunity?&#2013266080;turn into a long-term
investment.&#2013266080;(Refer to rule #1. All initial purchases are ?trades? until your
investment thesis is proved correct.)

An investment discipline does not work if it is not followed.

. ?Losing money?&#2013266080;is part of the investment process.&#2013266080;(If you

are not prepared to take losses when they occur, you should not be investing.)

The odds of success improve significantly when the technical price action confirms
the fundamental analysis.&#2013266080;(This applies to both bull and bear markets)
Never, under any circumstances, add to a losing position.&#2013266080;(?Only losers
add to losers.? ? Paul Tudor Jones)

Markets are either&#2013266080;?bullish?&#2013266080;0r&#2013266080;?bearish.?
&#2013266080;During a&#2013266080;?bull market,?&#2013266080;be only long or
neutral. During a&#2013266080;?bear market,?&#2013266080;be only neutral or
short.&#2013266080;(Bull and Bear markets are determined by their long-term trend.)
When markets are trading at, or near, extremes do the opposite of the&#2013266080;
?herd.?

Do more of what works and less of what doesn?t.&#2013266080;(Traditional rebalancing
takes money from winners and adds it to losers. Rebalance by reducing
losers&#2013266080;and adding to winners.)
?Buy?&#2013266080;and&#2013266080;?Sell?&#2013266080;signals are only useful if
implemented.&#2013266080;(Managing without a ?buy/sell? discipline is designed to fail.)
Strive to be a .700&#2013266080;?at bat?&#2013266080;player.&#2013266080;(No
strategy works 100% of the time. Be consistent, control errors, and capitalize on opportunities
to win.)

Manage risk and volatility.&#2013266080;(Control the variables that lead to mistakes to
generate returns as a byproduct.)

| sincerely wish you a happy and prosperous 2025.

Feel free to reach out if you want to navigate these uncertain waters with expert guidance. Our

team specializes in helping clients make informed decisions in today?s volatile markets.
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Subscribe To ?Before The Bell?&#2013266080;For Daily Trading Updates

We have set up a separate channel JUST for our short daily market updates. Please subscribe to
THIS CHANNEL&#2013266080;to receive daily notifications before the market opens.

Click Here And Then Click The SUBSCRIBE Button

[embed]https://www.youtube.com/watch?v=h87m6yGM_M8[/embed]
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Relative Performance Analysis

In last week?s newsletter, we noted that much of the rebalancing process occurred as expected,
and now the market is mostly oversold. That remained the case this past week. With 2024 behind
us, we begin tracking relative market performance once again. It is too early to make any
assessments about the market with only two days of trading in the books, but over the next few
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weeks, we should begin to see early trends emerge. With markets currently oversold, look for the

rally that started on Friday to continue into next week.
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Technical Composite

The technical overbought/sold gauge comprises several price indicators (R.S.I., Williams %R, etc.),
measured using ?weekly? closing price data. Readings above ?807? are considered overbought,
and below ?207? are oversold. The market peaks when those readings are 80 or above, suggesting
prudent profit-taking and risk management. The best buying opportunities exist when those
readings are 20 or below.

The current reading is&#2013266080;64.39&#2013266080;0ut of a possible 100.
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Portfolio Positioning ?Fear / Greed? Gauge

The ?Fear/Greed? gauge is how individual and professional investors are ?positioning?
themselves in the market based on their equity exposure. From a contrarian position, the higher the
allocation to equities, the more likely the market is closer to a correction than not. The gauge uses
weekly closing data.

NOTE:&#2013266080; The Fear/Greed Index measures risk from 0 to 100. It is a rarity that it
reaches levels above 90. The current reading&#2013266080;is&#2013266080;58.28 out of a
possible 100.
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Sector Model Analysis & Risk Ranges

How To Read This Table

e The table compares the relative performance of each sector and market to the S&P 500
index.
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¢ ?MA XVER? (Moving Average Crossover) is determined by the short-term weekly moving
average crossing positively or negatively with the long-term weekly moving average.

e The risk range is a function of the month-end closing price and the ?beta? of the sector or
market. (Ranges reset on the 1st of each month)

¢ The table shows the price deviation above and below the weekly moving averages.

With only two trading days into the new year, there is insufficient data to calculate each sector?s
and market risk ranges. We will update the analysis in full next week.

RELATIVE PERFORMANCE  Current PERFORMANCE ET0 1 i ONTHEND  BEL S4P RISK RANGE SOEV.  %DEV.  MAXVER

Ticker ETF HAME Price 1Week 4 Week s MWeeks 5} Weeks WMA  LONGWMA  PRICE BETA HIGH Short A LongMA  SIGNAL

W ISHARS3P0 145 MM R B W0 6 BULLISH
XE  SPORMATLSSELS Bt N M MM 0 6 BULLISH
i SPOR-COMM 5V 55 i . B4 L] 0 BULLISH
ALE SPOREGY SELS B W 0.4 8566 i B BULLISH
AF  SPORFINLSELS w 4% 67 % W 0B BULLISH
ALK SPORTECHSELS o maA  mME mR W MM BULLISH
XU SPORMNDU SELS e WA S 5 1 %4 BULLISH
1P SPOR-CONS STPL na B 1% ThE (L] s BULLISH
AR SPORRESELS wn LR T S T B T T BULLISH
AU SPORUTILEELS ] R T N 1 S T N 171 BULLISH
AV SPORALTHCR 13141 (T BT TR & AT BT BEARISH
iy SPOR-CONS DISCR e " 19620 243 12 park] BULLISH
L SPOR-5P TRANSPT LA i B8 bR 13 042 BULLISH
Y SPIRSPONETF ma MmN 1EH MM 05 RS 12765 BULLISH
RSP NV5-5P§ EQ ETF 114 180.81 ins A 106 14T 16809 BULLISH
SPSM SPOR-PAT 5C 45 “a “a 14 4655 ol BULLISH
MY SPORSPMCAM s osen s e @ s BULLISH
BM  ISHARSEMG T oo mm o 86 el BULLISH
BA  ISHARSEATE CTN TR TR T A TR Y BEARISH
W ISHARSGOLDTR R a8 ss e wM en 0 o TEW sows
GOE VANECKGOLD MR s own oue ] ane E T T
WP WVSZBUSS U TR T T S I TR R T T
BN PMCOACTVEOND %046 we  ux we % ouw und B EEARSH

nr ISHARS-20+YTB 8757 Lk 9368 8733 .30 . 64,89 ¢ % BEARISH
BuDX VANGD-TTLINTB 00 (3.45) (5.89) 9% 051 4905 019 0 i E A4 BULLISH
HYG ISHARS-EX HYCB L 214 L] L (2 L] BULLISH
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Weekly SimpleVisor Stock Screens
We provide three stock screens each week from&#2013266080;SimpleVisor.
This week, we are searching for the Top 20:

¢ Relative Strength Stocks
¢ Momentum Stocks
e Fundamental & Technical Strength W/ Dividends

(Click Images To Enlarge)

RSI Screen


https://realinvestmentadvice.com/wp-content/uploads/2025/01/Risk-Range-Report.png
https://www.simplevisor.com/home

Tables v Overview Technicals Fundamentals Performance

Symbol T|  Sector 1| Trend Last {| Faivalue 7| RSl 20SMAQ) | S0SMA® | 100SMA(® 1l Mohanram @ Piotroski® SVRank(@ Yield

v L I} ! 1l 1l 1l
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TR Consumer Cyclical 1070t $6677  $6425(302%) 6070 $630%(44d) S$SA00(S1M) $S052321M%) = B B 1%
RGP Enery 070  $B6T SIIBA-I9I0%) 5421 §IB236209%) SEsa0) siesziosH [ B 178%
TSLA  Consumer Cyclcal 1070 $41044 $ISTBCI6063%) 525 S42202-295%) $3SIA(6I0N)  $2907IC41ION) ] %
UAL Industrials lofio  $9567 0 5062 $9739(177%) $91S8(44T%) $7212(3265%) ﬂ B %
Vst Utilties 00 $16236 SISTAICS5EK) 6435 SIAA0S020M) S$IA270(378%) SI2N206%) = B B 070%
wep g:"m”"icatm” ook $i057 0 5120 $08T-276%) $08474%)  $0B20M4K%) = = - %
WM Industrials g0k SI276 SZOII040%) SIS0 SI2600MK) SIS0 $104%674%) ) 7] B 03%
BMY Healthcare 10k $5657 0 4670 STIACTN) SS68N04%) $34668% [ B B 45%

Momentum Screen


https://realinvestmentadvice.com/wp-content/uploads/2025/01/Screen-RSI.png
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Fundamental & Technical Screen
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https://realinvestmentadvice.com/wp-content/uploads/2025/01/Screen-Momentum.png
https://realinvestmentadvice.com/wp-content/uploads/2025/01/Screen-Fund-and-Tech.png

SimpleVisor Portfolio Changes

We post all of our portfolio changes as they occur at&#2013266080;SimpleVisor:

No Trades This Week

Lance Roberts,&#2013266080:;C.1.0., RIA Advisors

Have a happy, safe, and prosperous New Year.


https://simplevisor.com/

