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Our Take On Tariffs - RIA

To address the many emails we received, we present our take on the Supreme Court?s tariff ruling.

First, President Trump has multiple ways he can implement trade restrictions beyond what the
Supreme Court ruled against. In fact, he implemented a 150-day 15% global tariff after the court?s
ruling. As we share below, the effective tariff rate is only 1% below its prior level. The 15% tariff
gives Trump time to enact new trade policies. Among the most likely are tax measures based on
national security provisions. In addition, he could increase foreign-paid taxes through anti-dumping
rules, targeted industry restrictions, procurement policy, or negotiated arrangements with other
nations. These options and others effectively function as tariffs but may likely survive judicial
review. Trump?s tariff policy is not binary, allowed or blocked. In reality, the President and
Congress possess a wide range of options to achieve similar economic outcomes, and we believe
he will do so.

Second, the market was priced for this ruling. The betting markets were posting 75%+ odds that
the Supreme Court would overturn tariffs. Despite reduced government revenue, bond yields
opened slightly lower on Monday morning. Stocks are opening lower, but not by a meaningful
amount. It?s also worth noting that industrial and material stocks had been among the best
performing. These types of companies were among the most affected by tariffs. Might their
outperformance be the market front running the Supreme Court Decision?

When markets are already positioned for an outcome, the actual event tends to produce more
short-term repositioning than a lasting fundamental shift. Our take is that the tariff ruling changes
the legal pathway, not the broader trajectory of trade policy or the economic assumptions investors
had embedded into prices.

Exhibit 1: Replacing the IEEPA Tariffs With a 15% Tariff Under Section 122 for Now Would
Reduce the Increase in the Effective Tariff Rate Since the Start of 2025 fiasn Just Over 10pp to
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Market Trading Update
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Yesterday, we discussed the technical backdrop of the market heading into this week. One
interesting note about the current market is the sharp increase in short interest, which is now at
very elevated levels. The median S&P 500 stock carries short interest equivalent to 2.7% of market
cap, ranking in the 84th percentile since 1995 and the 97th percentile over the last five years.
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The rise in short interest is not necessarily an immediate alarm bell, but high levels of short interest
have previously coincided with poorer returns. Recently, however, that short squeeze has affected
nearly every sector. The most concentrated short positions have outperformed popular longs in 6 of
11 sectors YTD. Those sectors, of course, are Materials, Industrials, Staples, Transports, Utilities,
and Energy. On the other hand, concentrated shorts have declined outright YTD in Communication
Services, Info Tech, and Financials.

Y TD equity return by sector
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As we discussed last week, the bifurcation in market sectors is very notable, and value stocks are
not trading as ?value? but rather ?momentum.? In other words, those sectors are not cheap, and
with short interest in those defensive sectors at the highest levels relative to history, the risk is
rising. Short interest is close to 30-year highs in Consumer Staples and Health Care, and is why
Consumer Staples is up +13% YTD.
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Median stock short interest as share of market cap

Average %ile rank Last 3m
Sector Current since 1995 wvs. history change
Consumer Staples 3.9% 2.0% 99% 0.7 pp
Health Care 2.5 1.8 97 (0.0)
Utilities 28 19 93 (0.4)
Energy 34 26 91 07
Materials 29 2.2 90 06
Comm Services 42 3.0 85
Financials 20 18 84
Industrials 26 2.0 81
Info Tech 2.8 2.5 71
Real Estate 2.7 29 68
Cons Discretionary 3.7 3.7 58

S&P 500 2.7% 2.2% 84%

This is just another one of the many reasons to consider taking profits and rebalancing risk in the
traditional ?cyclical? and ?defensive? areas of the market, and look for an eventual rotation into the
areas most beaten up over the last several months. As we noted this past weekend in the
#BullBearReport:

As we noted last week, the ?bifurcation? in market-sector performance is pretty telling.
Financials, Discretionary, Services, and Technology (the largest sectors of the S&P
500) are the most oversold, while Industrials, Energy, Materials, and Real Estate are
the most overbought.
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While&#2013266080;Financials are the most oversold, | wanted to look at Discretionary
given the recent selloff in those stocks. The most oversold in the sector are AMZN and
BKNG, with TSLA not far behind. Given the weighting of TSLA and AMZN in the S&P
500, any rotation into these companies will lift the entire index.
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Trade accordingly.

Don't invest alone.
Tap into the power of ——

SimpleVisor”

Midcaps Lead The Way

Midcap growth stocks led the markets last week, rallying by over 2%. Breadth was better, with
large-cap growth stocks up 1.75%. Value stocks underperformed slightly last week. While breadth
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was improved as judged by returns, the SimpleVisor relative and absolute analysis shows a stark
divergence between midcap growth and megacap growth. With a relative score of 0.87, midcap
growth stocks are extremely overbought on a relative basis. It is highly likely they start to
underperform the market. That said, midcap and small-cap stocks were more impacted by the
Supreme Court?s tariff ruling than larger stocks. Thus, the positive tariff impact may boost those
stock factors for a while longer.

On the sector side, industrials remain grossly overbought. Here, too, however, the removal of tariffs
may benefit some industrial stocks that import many of their parts or goods. Like midcap stocks,
industrials are due for a relative correction.

'Simphh’lsor Home Imsights Markets Porth simgie Al Tevesd §

Parformance Analyili  Taclor Andlyis

Factors Analyiis - Absolute and Relative Score (vi SPY)

Symbal Name Top 10 Holding Abiclute Seare 1| Relat i (v chart [i]

HOYG M Cap Growtn & [ 0740 | [ 090 | g

VEA  Diveioped Harkets om0 | En

BM Emarging Maket En En

m

YTV Large Cap Vaiua & m m i

VM High Divideed Vied b m m i

. & (040 ] [0 |

WY ap 40 i ou0 | o510 ] i

$HB High Beta & m m

MW e L o506 | [ 010 | MGE: -0 66
MDY M Cap Vaioe & m m ¢
BP Eui b i n En

ViK . iha [ 0240 | [ o |

POM Do ot Mg b [ 0300 | swen's
SHY  Low Bata [Low Ve & [ 0600 | En

- & Tl Longth = | Wesks
- . m

. @ Em

Vet & En En

- . E3 B

VW S4P 500 Growth i En [ 0410 |

HGK b 0410 |


http://www.simplevisor.com
https://realinvestmentadvice.com/wp-content/uploads/2026/02/image-160.png

* SimpleVisor Home Insights Markets Portfolios DIY Research Charts Simple Al  Tnvest$

Performance Analysis = Factor Analysis Risk Range  Credit Spreads  Screener  Stock Summary  Strategy Builder

Sectors Analysis - Absolute and Relative Score (vs SPY)

Symbol Name Top 10 Holdings Absolute Scora | Relative Score (vs SPY) |7
XUl Industrials oy
XLE Energy &
XLB  Materials oy
XLU  Utilities &
XTN  Transportation &5
XLRE Real Estate Py
XLP  Consumer Staples &5
XLV Health Care Py 0270
&
XLK  Technology &5
XLC  Communication Services &,
XLY Consumer Discretionary &5
XLF  Financial ey

Is China Really Dumping US Treasuries?

?China is dumping US Treasuries to get out of the dollar.? This claim has been circulating the
mainstream feeds lately, with the narrative that the ?end of the dollar is near,? or ?the US will lose
its funding base? and the ?bond yields will surge.? But are those claims valid? Such is what we will
explore in more detalil.

Let?s start with the chart that has everyone concerned. As shown, China?s holdings of US
Treasury bonds have fallen from nearly $1.2 trillion to $600 billion, or a 50% decline. On the
surface, you can certainly understand the reasons for concern, as the decline in holdings over the
last decade supports a clean storyline.
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However, the problem is the step between observation and conclusion. A lower line item for
?China, Mainland? does not equal a forced sale, it does not prove intent, nor does it prove a
structural exit. What it does show is a lack of understanding about the dynamics of reserve
currency management, and, in the case of China, the need to protect those reserves.

READ MORE?

Tweet of the Day
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12.7% of Credit Card Loans are now in Serious Delinquency (90+ Days),
the 2nd highest in history E2 The only other time the % was higher was
the aftermath of the Global Financial Crisis i « «

—Percent of balance 90+ days delinquent by loan type: credit cards
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Souwrce: Charles Schwab, Mew York Fed Consumer Credit Panel/Equifac, as of 12/31/2025.

?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.
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