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Holiday Publication Note

All of us at RIA Advisors, and Real Investment Advice, want to wish you, and your
family, a very happy, healthy, and filling Thanksgiving Holiday. (Okay, skip the "healthy"
part because I am all about "the pie" in every flavor.) Next week, unless something
significant happens, we will likely not publish a weekly report. However, not to worry,
we will resume our regular publication schedule beginning December
2nd.&#2013266080; In the meantime, should you have any questions, comments, or
concerns please do not hesitate to email me. Happy Thanksgiving

Review & Update

Over the last few weeks, we have been discussing the "QE, Not QE" rally. Regardless of what the
Fed wishes to call their bond purchases, the market has interpreted the expansion of their balance
sheet as a "QE" program. Given that investors have been "trained" by the Fed's "ringing of the
bell," the subsequent 6-week advance was not surprising.

(I might have missed a couple of "trade deal" headlines but you get the drift.) The important part of
our discussion over the last several weeks has been twofold:

1. What are the expected returns from various asset classes during a QE program, and;
2. Hedging for a short-term correction given the rather extreme overbought condition that

occurred.

This week, we updated our previous analysis for our RIAPro Subscribers (30-Day Free Trial) on
historical QE programs to review how far each of these markets and sectors have responded so
far. The results were quite surprising. (If you subscribe for a 30-day Free Trial you can read the
entire report 'An Investor's Guide To QE-4 The Update')"
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"The bottom line is that the Fed has taken massive steps over the last few months to
provide liquidity to the financial markets. As we saw in prior QEs, this liquidity distorts
financial markets. The following table provides the original return projections by asset
class as well as performance returns since October 14th. &#2013266080;The rankings
are based on projected performance by asset class and total." (Get the FREE trial to
see the full table of all markets, sectors, and commodities.)

With QE-4 in play, the bias remains to the upside keeping our target of 3300 on the S&P 500 in
place. This is particularly the case as we head further into the seasonally strong period combined
with an election year cycle. As shown in the chart below, the breakout to all-time highs was
substantial, and regardless of your bias, this was a "bullish" advance and suggests higher prices in
the short-term.
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However, nothing travels in a straight line, and given the exceedingly overbought condition which
currently exists, as we discussed previously, is why we hedged our portfolios. To wit:

"With the Fed engaged in pumping liquidity into the markets, and any day may also
include a random market manipulation from a 'Trump tweet,' the most opportunistic
method to hedge risk is to add a 'short S&P 500' index position to the portfolio."

We currently still maintain our hedge at the moment. Our short-term concern remains Trump's
"trade deal" dealings. The Chinese are stringing him along, now with calls for more meetings, even
as he signs a bill which will directly infuriate the Chinese Government over their dealings with Hong
Kong. As I stated many times in this weekly missive, the Chinese are under NO pressure to "do
any deal" with Trump which is not beneficial to their long-term economic goals.

"China is out for ?China?s? best interest and will not acquiesce to any deal which
derails their long-term plans. In the short-term, they may 'play the game' to get what
they need as a country, but in the long-run, they will protect their own interests. The
pressure is on the Trump Administration to conclude a 'deal,'&#2013266080;not
China.&#2013266080;Trump needs a deal done before the 2020 election cycle; AND
he needs the markets and economy to be strong.&#2013266080;If the markets and
economy weaken because of tariffs, which are a tax on domestic consumers and
corporate profits, as they did in 2018, the risk of electoral losses rise."

There is a lot of room for disappointment over "trade" with respect to the markets.

1. Trump continues to delay
2. The Chinese "push back" over Hong Kong, or
3. Trump reignites, or just fails to delay, tariffs.

The market will likely not respond kindly to any of these disappointments as invetors have already
priced in the most optimistic of outcomes.

Recession Risk Isn't Gone

With the Fed once again engaged in QE, each "dip is bought" as "FOMO" continues to prevail. As
the markets push higher, investors now believe the risk of recession is now gone. However, as I
have noted previously, there is a vast difference between today and 2009 when the Fed first
launched QE-1 namely trailing valuations were 13x versus 30x currently.&#2013266080; Also,
pretty much every other metric is reversed as well. As I&#2013266080;wrote in ?QE ? Then, Now,
& Why It May Not Work:

If the market fell into a recession tomorrow, the Fed would be starting with roughly
a&#2013266080;$4 Trillion&#2013266080;balance sheet with interest rates 2% lower
than they were in 2009. In other words, the ability of the Fed to ?bailout? the markets
today, is much more limited than it was in 2008. However, there is more to the story
than just the Fed?s balance sheet and funds rate. The entire backdrop is completely
reversed. The table below compares a variety of financial and economic factors from
2009 to the present.?
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?The critical point here is that QE and rate reductions have the MOST effect when
the economy, markets, and investors have been ?blown out,? deviations from the
?norm? are extended, and confidence is exceedingly negative. In other words,
there is nowhere to go but up.?

While such does not mean the market will crash tomorrow, next quarter, or next year, it does
suggest that forward returns are likely going to become much harder to come by. This is a point
being dismissed by investors in the rush to chase markets higher. As we showed last week,
investor sentiment swung from very "bearish" to "exceedingly bullish" in just a few short weeks.

This surge should not be dismissed, as David Rosenberg noted this past week:

"Enjoy it while it lasts, but think of how artificial it all really is and how to prepare
yourself,&#2013266080;at these lofty price levels, for the reversal that is as inevitable
as night following day and vice versa. The stock market surely remains on wheels
and is being driven by concentrated gains in certain large-cap names and a major
shift in economic sentiment, with views that a 'phase one' trade agreement is coming
our way soon."

The problem is that there is not a "major shift" coming for the economy, at least not yet, as
shown by the readings from our Economic Output Composite Index (EOCI).
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There are a couple of important points to note in this very long-term chart.
1. Economic contractions tend to reverse fairly frequently from high peaks and those

contractions tend to revert towards the 30-reading on the chart. Recessions are always
present with sustained readings below the 30-level.

2. The financial markets generally correct in price as weaker economic data weighs on
market outlooks.&#2013266080;

Currently, the EOCI index suggests there is more contraction to come in the coming months, which
will likely weigh on asset prices as earnings estimates and outlooks are ratcheted down heading
into 2020. Again, this is a long-term indicator, but currently, the deviation between stock prices and
economic growth is somewhat concerning. Throughout history, stock prices always, without
exception, have "caught down" to the economic data and not vice-versa. Furthermore, as we
noted for our RIAPro Subscribers on Friday in our daily market commentary:

"The chart below shows that the year over year change in continued claims (new and
old claims), turned positive for the first time in this economic expansion. Positive
readings have preceded all prior recessions since at least 1970, but it?s not a full-proof
indicator as there have&#2013266080; been a number of false signals."

Furthermore:

"Leading Economic Indicators rose 0.3% year over year, which is the slowest rate
of growth in a decade. The last 5 times the index went from positive to negative
growth on a year over year basis resulted in four recessions (2008, 2001, 1990, and
1981) and one false signal (1996). On a monthly the basis the indicator was negative
for the third month in a row. Since the data was first calculated in 1959, three
consecutive monthly declines occurred 11 times and 7 of those 11, were followed by a

https://riapro.net
https://simplevisorins.wpengine.com/wp-content/uploads/2019/11/11222019.1-2.png


recession within 6 months. Needless to say, this indicator is flashing a warning
sign."

If we overlay the 6-month average of the Leading Economic Index with our EOCI index we see
clear warnings of potential recession risks heading into 2020.

The point here is that "risk" remains elevated, and when that "risk" is combined with
investor "exuberance," poor outcomes tend to occur. By the way, it's not just individuals who
are overly exuberant,&#2013266080;but professionals as well. As David concluded:

"In barely more than a month, we have seen portfolio managers move from their
highest cash levels and recession concerns in a decade to downright
exuberance.&#2013266080;The just-released [Bank of America Merrill Lynch] survey
of institutional investors showed the biggest improvement in economic growth
expectations in the year ahead since the poll began in 1994."

This is purely "FOMO," in action.

Where Does This Leave Our Hedges?

As noted last week, we hedged our long-equity positions with a short-market hedge. This was done
in anticipation of a short-term correction due solely to the more extreme overbought technical
conditions. The correction this past week is likely not yet complete. Our short-term trading
indicators are NOT oversold, but it is worth noting they are not as overbought as they were. This
suggests the market could certainly muster a post-Thanksgiving rally. Looking ahead, a
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subsequent pre-Christmas correction remains likely, particularly as the market drifts
between one "trade deal" tweet, to the next.&#2013266080; For now, we continue to maintain
our hedges as all of our indicators are still suggestive of a short-term reversal. Longer-term, a
deeper correction remains likely, particularly as we head into 2020. If economic and earnings data
don't begin to improve markedly, as currently expected by Wall Street, the current overvaluation of
asset price is going to become more problematic to justify. If you need help or have questions, we
are always glad to help. Just email me. See you next week.

"NEW" - Financial Planning Corner

by Danny Ratliff, CFP T-minus 14 days - it's currently Medicare open enrollment time!
October 15th&#2013266080; through December 7th is the time of year that current Medicare
recipients can change their current Medicare Advantage plans, Part D (Prescription Plans) or
switch between Original Medicare and Medicare Advantage (Part C) for the following year. Very
similar to benefits period for those of you covered under an employer benefits plan, but with more
options and potentially more consequential pitfalls. Holistic financial planning and wealth
management isn?t strictly about managing risk assets, but also helping you make good
decisions that keep more money in your pocket. According to Medicare Matters the average
Medicare Part D recipient pays $300 more than someone who shops.&#2013266080; Savings
is only one reason to shop your Part D. Many Part D plans change annually and might not cover a
prescription drug from one year to the next making your out of pocket costs go up exponentially.
It?s also a good idea to shop your Medicare Advantage or Medigap supplemental policy to ensure
no major changes have occurred for the following year such as network changes for your primary
care physician, premiums or other out of pocket costs. Just like each season or holiday has a
time so does the opportunity to switch to a better plan. Do yourself a favor and shop your
plans. If you?re not on Medicare yet use this piece as a conversation starter at the dining room
table on Thanksgiving. You never know who you might help. If you?re having trouble contact your
advisor or use one of the helpful resources below. Good luck shopping your plans and we hope
you have a Happy Thanksgiving with family and friends! Here are a few trusted resources:

The official US government website for Medicare.Visit Medicare.gov
Find and compare Medicare Advantage and Prescription Drug plans. Visit Plan Finder
Learn about the Affordable Care Act and find the insurance options available to you.
The Medicare Rights Center and Medicare Matters National Council On Aging
The Kaiser Family Foundation?s provides complete access to the Foundation?s reports,
surveys, issue briefs, charts, slides and fact sheets containing in-depth analysis and the
public?s views on timely and critical issues such as the growing number of uninsured,
Medicare, Medicaid, rising health care costs &#2013266080;and health reform.

Don't hesitate to send me an email if you have any questions or if you, or someone you know,
needs help. We encourage your feedback and look forward to hearing from you.

Market & Sector Analysis
Data Analysis Of The Market & Sectors For Traders

S&P 500 Tear Sheet
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Performance Analysis
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Technical Composite

ETF Model Relative Performance Analysis
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Sector & Market Analysis:

Be sure and catch our updates on Major Markets (Monday) and Major Sectors (Tuesday) with updated
buy/stop/sell levels

Sector-by-Sector
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Improving ? Energy (XLE), Healthcare (XLV) The relative performance improvement of
Healthcare relative to the S&P 500 picked up further last week as economic data continues to point
to weaker economic growth (below 1%). The improvement in Energy has stalled for now as as the
rotation to "value" gave way back to momentum for the "QE Chase." Energy needs to break above
the downtrend to become an attractive candidate for portfolios. Current Positions:&#2013266080;
Target weight XLV Outperforming ? Technology (XLK), Materials (XLB), Industrials (XLI),
Financials (XLF) Financials have been running hard on Fed rate cuts and more QE. The sector is
extremely overbought and extended and due for a correction. Industrials and Materials, which
perform better when the Fed is active with QE, also broke out to new highs recently but started to
correct some this past week. Given they are still extremely overbought, we will look to add but will
wait for this correction to play out first. Technology has been the clear leader as of late, and the
sector made a sharp recovery from weakening to leading relative to the overall market. Like
everything else, XLK is extremely overbought so wait for a correction to add exposure. Current
Positions:&#2013266080; 1/2 weight XLI, XLB, Full weight XLK Weakening ? Real Estate
(XLRE), Staples (XLP), Utilities (XLU) After having taken profits in our defensive sectors, the
rotation from defense to offense has picked up lately and the brief bounce last week in Utilities and
Real Estate failed at their broken their 50-dmas. This good news is they are oversold and are at a
decent entry point for a trade if we see a risk-off rotation in the broader market. We are at full
weightings currently. Current Position:&#2013266080;Target weight XLRE, XLU, XLP Lagging ?
Discretionary (XLY), Communications (XLC) Discretionary stocks have been a surprising
laggard given we are moving in the retail shopping season. I suspect this has more to deal with the
"real economy," rather than just a sector lagging the market currently. Watch XLY, a failure at
support will likely suggest a larger corrective process. Communications broke out to new highs on
Friday, but is still lagging the overall market. Given the sector is very overbought, be patient for a
better entry point. Current Position: Target weight XLC, XLY

Market By Market



Small-Cap (SLY) and Mid Cap (MDY) ? While Small- and Mid-caps broke out of the previous
ranges the rotation to risk on has stalled over the last week. It is crucially important both these
markets hold the breakout. With both markets still VERY overbought currently, be patient for the
right entry point. Current Position:&#2013266080;No position Emerging, International (EEM) &
Total International Markets (EFA) The same advice goes for Emerging and International Markets,
which we have been out of portfolios for several weeks due to lack of performance. These markets
rallied recently on news of "more QE," and finally broke above important resistance. However,
these markets are sensitive to the US Dollar which is showing some strength. With both markets
EXTREMELY overbought currently, be patient for the right entry point. Current Position:
&#2013266080;No Position Dividends (VYM), Market (IVV), and Equal Weight (RSP)
&#2013266080;? These positions are our long-term&#2013266080;?core?
&#2013266080;positions for the portfolio given that over the long-term markets do rise with
economic growth and inflation. Currently, the short-term bullish trend is positive, and our core
positions are providing the&#2013266080;?base?&#2013266080;around which we
overweight/underweight our allocations based on our outlook. Be aware that all of our core
positions are EXTREMELY overbought. A short-term correction or consolidation is likely before a
further advance can be made. Current Position:&#2013266080;RSP, VYM, IVV Gold (GLD) ?
Gold broke support at the $140 level but held support at $136. Stops should be placed on all
positions at $132. Gold is very oversold so a tradeable opportunity is approaching. Current
Position:&#2013266080;GDX (Gold Miners), IAU (Gold) Bonds (TLT) ?&#2013266080; As stated
last week, Bonds were extremely oversold from the recent rise in rates. As we stated, that rise in
yields was expected, which is why we added a "steepener trade" to our portfolios. Given that we
improved our credit quality and shortened duration previously, we are holding our positions for now.
We have tightened up our stops. This past week, bonds held support and bounced late in the
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week. With yields very oversold more of a rally is likely especially if we see a short-term correction
in stocks as we currently expect. Stay long current positions for now, and look for an opportunity to
add to holdings. Current Positions:&#2013266080;DBLTX, SHY, IEF

Sector / Market Recommendations

The table below&#2013266080;shows thoughts on specific actions related to the current
market environment.&#2013266080; (These are not recommendations or solicitations to take any
action. This is for informational purposes only related to market extremes and contrarian
positioning within portfolios. Use at your own risk and peril.)

Portfolio/Client Update:

As we discussed last week, we hedged our portfolios against a short-term market correction due to
the extreme overbought condition which existed at the time. This past week, the market mildly
corrected and consolidated the recent gains, but not enough yet to warrant the removal of the
hedge. As noted in the main body of this missive, the market remains extremely overbought which
limits our ability to add "broad market" exposures. We are waiting for a continued consolidation or
pullback to selectively add exposure to ETF Models in small and mid-capitalization markets, basic
materials, industrials, financials and energy. We are also started to "pick through the ruble" of the
energy sector looking for a couple of tradeable ideas in the sector as well. However, whatever
actions we wind up taking in the short-term remains a&#2013266080;"rent the rally" for now.
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New clients: We are holding off onboarding new client assets until we see some corrective
action or consolidation in the market.
Equity Model: No actions this past week, maintaining our SDS as a hedge.
ETF Model: Same as Equity Model.

Note for new clients: It is important to understand that when we add to our equity
allocations, ALL purchases are initially&#2013266080;?trades?&#2013266080;that can, and
will, be closed out quickly if they fail to work as anticipated.&#2013266080;This is why
we&#2013266080;?step?&#2013266080;into positions initially. Once a&#2013266080;?trade?
&#2013266080;begins to work as anticipated, it is then brought to the appropriate portfolio weight
and becomes a long-term investment.&#2013266080;We will unwind these actions either by
reducing, selling, or hedging if the market environment changes for the worse.

THE REAL 401k PLAN MANAGER
A Conservative Strategy For Long-Term Investors

The 401k plan allocation plan below follows the K.I.S.S. principle. By keeping the allocation
extremely simplified it allows for better control of the allocation and a closer tracking to the
benchmark objective over time. (If you want to make it more complicated you can, however,
statistics show that simply adding more funds does not increase performance to any great
degree.)
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If you need help after reading the alert; do not hesitate to contact me.
Click Here For The "LIVE" Version Of The 401k Plan Manager See below for an example of a
comparative&#2013266080;model.

Model performance is based on a two-asset model of stocks and bonds relative to the weighting
changes made each week in the newsletter. This is strictly for informational and educational
purposes only and should not be relied upon for any reason. Past performance is not a guarantee
of future results. Use at your own risk and peril.&#2013266080;
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401k Plan Manager Live Model

As an RIA PRO subscriber (You get your first 30-days free) you have access to our live 401k
p &#2013266080;The code will give you access to the entire site during the 401k-BETA
testing process, so not only will you get to help us work out the bugs on the 401k plan manager,
you can submit your comments about the rest of the site as well. We are building models
specific to company plans. So, if you would like to see your company plan included
specifically, send me the following:

Name of the company
Plan Sponsor
A print out of your plan choices. (Fund Symbol and Fund Name)

If you would like to offer our service to your employees at a deeply discounted corporate
rate, please contact me.

https://riapro.net
mailto:lance@riaadvisors.com
mailto:lance@riaadvisors.com
https://simplevisorins.wpengine.com/wp-content/uploads/2019/11/401k-Plan-RIAPRO-111519.png

