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PCE Is Quite Confusing - RIA

An email from a reader of ours led with the title ?PCE is quite confusing.? He asked if we would
explain the difference between the monthly PCE prices index and the quarterly PCE prices, i.e., the
GDP deflator, accompanying the GDP report. Given the importance of monthly PCE prices to the
Fed and their meeting tomorrow, it?s worth answering the question publicly.

Last week, we learned that the quarterly PCE price deflator was up 3.7% on an annualized basis.
However, monthly PCE prices were flat. While the two inflation measures share the same name,
PCE (personal consumption expenditures), they measure different things. Monthly PCE prices, the
Fed?s favored inflation gauge, track price changes in consumer goods and services. The quarterly
PCE price gauge is an index designed to subtract the impact of inflation from the GDP figure to
arrive at real GDP. Accordingly, the deflator uses a broader measure of goods and services,
including items not directly tied to household spending.

Of additional consideration, the quarterly PCE is more prone to large revisions than the monthly
data. Thus, the monthly reading is more reliable. The graph below shows that&#2013266080;the
two inflation gauges track each other well on an annualized basis. However, there is a slight gap at
the moment between them. While month PCE prices fell by 0.04% last month, they were up .44%
and .30% in the prior two months. Thus, its quarterly annualized change is approximately 3.1%, not
as much of a divergence as the recent PCE data portends.
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Market Trading Update

Yesterday, we noted the recent technical setup suggests a near-term correction after a sharp rally
from the ?Liberation Day? woes. Despite the short-term overbought conditions, corrections will
likely remain contained above recent support levels for a couple of reasons. The first, as noted on
?X,? the share repurchase (stock buybacks) window has now reopened, and the sharp rise in
buybacks has provided the necessary support for the recent rally. Those buybacks will continue
through May.
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4-Week Average In Share Buybacks Vs S&P 500 Real
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Secondly, the breadth of the market has improved markedly. As shown, market breadth has
improved significantly with the number of stocks trading above their 50 and 200-DMA rising
sharply, and the NYSE Advance-Decline line testing previous highs.
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This data suggests that while corrections are likely, they should be well contained to previous
broken-resistance levels, turning them into support. The weekly sell signal in the bottom panel is
one thing to watch closely. When that signal reverts to a buy, it will be time to return equity
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exposure to target weights. For now, while a correction back to recent lows is possible, the higher
probability is that any correction that reverts the market toward 5500 or 5300 will likely find buyers
willing to step in.
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However, with that stated, it is certainly possible that later this summer, as the impact of tariffs is
fully recognized, the economy slows, and earnings are revised lower, the market will likely
encounter another volatility spat. As | noted in yesterday?s blog on ?Resistance Is Futile:?

If you want my best guess, here it is:

e We?ve likely seen the market lows for this year.
o We?ve likely seen the highs as well.

Navigating a market trapped between support and resistance becomes emotionally challenging.
Investors face sharp rallies into resistance ? and retracements back to support ? wearing down
sentiment until mistakes happen.
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Therefore, this is how we are positioned in this current and uncertain market environment.

e Primarily long equities, as the market structure remains bullish.
¢ Increased cash levels&#2013266080;to manage policy and growth uncertainty.
e Short S&P 500 index to&#2013266080;hedge downside risk.

We also recommend a healthy portfolio and risk management regimen.

Tighten up stop-loss levels to current support levels for each position.
Hedge portfolios against more significant market declines.

Take profits in positions that have been big winners.

Sell laggards and losers.

Raise cash and rebalance portfolios to target weightings.

arowpdE

Here?s the hard truth: you can?t measure risk in advance.

Don't invest alone.
Tap into the power of —
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Sectors Rotate Down And To The Right

Within the first SimpleVisor screenshot below, the graph to the right of the sector absolute and
relative analysis charts the movement of each sector score over the last two weeks. Interestingly,
we notice that many sectors? paths have moved down and to the right. Consequently, the absolute
scores are increasing for those moving in that direction, while the relative scores generally
decrease. In other words, most sectors are seeing their technicals improve but are
underperforming the market.

The second graphic shows that despite the decent rally over the last few weeks, many absolute
and relative scores remain near fair value. Typically, we would expect to see higher absolute
scores. This is a sign the market remains cautious. However, if the market continues to rally, there
remains a decent amount of upside before sectors and factors become overbought on an absolute
or relative analysis.

The second graphic shows that the Momentum ETF is very overbought versus the S&P 500. The
third graphic breaks down its holdings. As you can see, some of its largest holdings are decently
overbought on an absolute and relative analysis.
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Sectors Analysis - Absolute and Relative Score (va 5PY)
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Factors Analysis - Absolute and Relative Score (vs SPY)
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Momentum Analysis - Absolute and Relative Score (vs SPY)

Symbol Name Holding Absolute Score Relative Score (vs SPY)
1l

NFLX  Netfiix Inc 293% 084 ®
PLTR E.:alzzt;: Technologies Inc Ordinary Shares - 255K
AVGO Broadcom Inc 4.27%
JPM  JPMorgan Chase & Co 5.05%
WMT  Walmart Inc ABT%
TSLA Teslalnc 379%
META Meta Platforms Inc Class A AT7%
COST Costco Wholesale Corp 116%
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NVDA NVIDIA Corp 4.04%

Resistance Is Futile For Bulls And Bears

?Resistance is futile? was a sentence that struck fear in the hearts of Trekkie fans during ?Star
Trek: The Next Generation,? specifically in both of the ?Best Of Worlds? and ?First Contact?
episodes. In those episodes, the ?Starship Enterprise?
&#2013266080;crew&#2013266080;encountered a species called the ?Borg.? The Borg?s primary
purpose was&#2013266080;to achieve ?perfection? by assimilating other beings and technologies
into their ?hive mind,? known as the ?Collective.?&#2013266080;They viewed assimilation as a
means to expand their collective knowledge, power, and ultimately, their vision of a perfect and
harmonious existence. The reason ?resistance was futile? was that the centralized control, driven
by the Borg Queen, allowed for swift and coordinated actions across vast distances. At the same
time, the assimilation process threatened to erase individuality and homogenize the
galaxy.&#2013266080;

I could go on, but you are asking yourself two questions. First, is Lance a total sci-fi geek? Second,
what does this have to do with the markets and investing? The answer to the first question is
?yes,? as | grew up with William Shatner as James T. Kirk in the original Gene Roddenberry ?Star
Trek.?

However, let?s dig deeper into the second question. READ MORE?
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Tweet of the Day
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Gregory Daco A -
@GregDaco
B Drill, baby, drill doesn't work with these low #oil prices...

It's simply not profitable to drill at these prices via @DallasFed

Breakeven Prices for New Wells

In the top two areas in which your firm is active, what WTI oil price does your firm need to
profitably drill a new well?
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?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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