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First Comes The Fed, Then Santa

Last week, we discussed that the risk to the markets was the annual portfolio rebalancing process.
To wit:

?With the year-end approaching, portfolio managers need to rebalance their holdings
due to tax considerations, distributions, and annual reporting. For example, as of this
writing, the S&P 500 is currently up about 28% year-to-date, while investment-grade
bonds (as measured by iShares US Aggregate Bond ETF (AGG) are up 3.2%. That
differential in performance would cause a 60/40 stock/bond allocation to shift to a 65/35
allocation. To rebalance that portfolio back to 60/40, portfolio managers must reduce
equity exposure by 5% and increase bond exposure by 5%. Depending on the
magnitude of the rebalancing process, it could exert downward pressure on risk assets,
leading to a short-term market correction or consolidation.?

That certainly seemed the case this past week, with the market trading being fairly sloppy.
Attempts to push the market higher were repeatedly met with sellers, and we saw a rotation from
over-owned to under-owned assets. Notably, that selling pressure arrived as expected, and while
such could persist until early next week, we should be getting close to the end of the distribution
and rebalancing process. The good news is that the recent consolidation paves the way for ?Santa
Claus to visit Broad and Wall.?


https://realinvestmentadvice.com/resources/blog/2025-do-economic-indicators-support-bullish-outlooks/

Santa Comes Later In December

S&P 500 Index Returns In December (1950 - 2023)
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Technically speaking, the market did register a short-term MACD sell signal last week, which could
exert further downward pressure on stocks into next week. With relative strength not oversold,
there is some risk of the market declining toward the 20-DMA by the time the Fed announces its
next rate cut on Wednesday. However, barring any unexpected events, the market should be able
to rally into year-end with a target of 6100 to 6150.
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Short-term forecasts always have risks, so we suggest managing risk accordingly. However, the
seasonal tendencies, current bullish sentiment, and share buybacks continue to favor higher prices


https://simplevisorinsights.com/wp-content/uploads/2024/12/Trump-Election-Sends-NFIB-Optimism-Surging.png
https://realinvestmentadvice.com/wp-content/uploads/2024/12/image-89.png

into the first week of 2025. After that, all bets are off as a new administration, executive actions,
and the first 100 days of policymaking will set the stage for market expectations next year. As
noted last week, optimism is exceptionally high. Still, a radical transformation of Government, which
will be great in the long term, does not come without short-term economic and financial. risks.

Speaking of optimism, we will review small business owners and what that potentially means for
the economy this week.

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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A Quick History Lesson

Over the last several years, we have regularly discussed the importance of the National Federation
Of Independent Business Survey (NFIB) concerning the economy. As noted in our most recent
update (October 12th) on the index:

?While Wall Street?s bullish narrative is compelling, the latest data from the&#2013266080;NFIB
Small Business Optimism Index&#2013266080;provides a stark contrast. Small businesses are
the backbone of the U.S. economy, and the sentiment captured in the NFIB survey offers a more
granular view of the challenges facing Main Street, which often diverges from Wall Street?s
broader outlook. The index remains at levels more normally associated with economic
contractions than expansions.?


https://realinvestmentadvice.com/connect-now/
https://realinvestmentadvice.com/resources/blog/nfib-survey-poses-risk-to-bullish-forecasts/
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As noted, that article was posted before Trump?s election in November. At that time, sentiment

was broadly negative regarding everything from the outlook on sales to employment. Given that
retail sales comprise roughly 40% of Personal Consumption Expenditures (PCE) which make up
nearly 70% of the GDP calculation, small businesses are an important driver of the economy. As
noted in October:

?0ne of the more troubling components of the NFIB survey is the outlook for
future sales. According to the data, many small business owners expect sales to
decline over the next six months. This pessimism is particularly pronounced in the
retail and service sectors, where rising costs and shrinking profit margins force many
businesses to scale back their operations. The survey provides two fascinating
components: actual sales during the last quarter and expected sales in the upcoming
guarter. Usually, business owners are always more optimistic about future sales despite
actual sales often more disappointing. However, both expected and actual sales are
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currently dismal, as shown by the average of the two measures.?
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Then,&#2013266080;0n November 8th, in our Daily Market Update, we discussed Trump?s
election and its potential impact&#2013266080;0n small and mid-capitalization companies. To wit:

?Notably, the massive surge in small/mid-cap stocks was the most compelling. The
chart below shows a very high correlation between small/mid-cap stocks? annual rate of
change and the NFIB small business confidence index. Since business owners tend to
lean conservative, favoring policies that promote economic growth, reduced regulations,
and tax cuts, Trump?s election supports business owners.

We suspect that the next iteration of the NFIB index will be a catchup move fueled
by an explosion of business owners? confidence. This should lead to increases
in CapEx spending, employment, and wage growth.?
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The reason for the quick history lesson comes down to the last sentence.

NFIB Index Surges On Trump?s Election

Early this week, the NFIB released its latest small business confidence index. | am unsure that
?explosion? fully encapsulates the move we saw following Trump?s election. However, as the
saying goes, ?a picture is worth a thousand words.?
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The more than 10-point jump in the reading is astonishing and something we haven?t seen since
Trump?s election in 2016. After remaining at levels typically associated with recessionary
economies over the last three years, the latest reading suggests a massively positive shift in
business owners? outlooks. That shift is a function of expectations in several areas:

e Tax rates will not rise as the Tax Cuts And Jobs Act of 2017 will be made permanent.

e There is a potential that corporate tax rates could be cut from 21% to 15%.

¢ A reduction in regulatory overreach from the previous administration.

¢ The reduction of illegal immigration and the institution of legal pathways for immigration.

¢ A reversal of the abandonment of the ?rule of law.?

¢ A shift in policies that will support U.S.-based businesses and encourage domestic
production.

e Expedited permitting for U.S.-based business development investments.
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While these policies are designed to support U.S.-based businesses, they present some risks that
should not be overlooked. For example, while corporate tax cuts and deregulation may enhance
profitability and investment, trade policies and immigration restrictions could introduce challenges
such as increased costs and labor shortages. As such, small businesses, in particular, will need to
navigate these dynamics to leverage potential benefits while mitigating associated risks.

However, for now, the shift in positive sentiment is reflected in many expectations from
employment to sales. Let?s examine a few of the important ones.

Economic Outlook

A symbiotic link exists between the various NFIB survey data and potential economic outcomes.
Since the Trump election, the number of small business firms expecting economic improvement
has surged. Such a surge was also seen following Trump?s election in 2016. Notably, while the
spike lasted for some time, it eventually began to reverse for two reasons. First, while economic
growth did initially improve, it did not grow as strongly as was expected. Secondly, as noted above,
while small businesses are optimistic about the ?proposed? policies, actual enactment and
offsetting risks of one policy over another (i.e., tariffs versus deregulation) muted the outcome.
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While Trump will likely not face another ?pandemic-related? crisis over the next four years, many
other potential risks, from economic recession to credit-related events, could impact future
expectations.

Nonetheless, in the near term, the surge in expectations for economic growth will likely ?loosen the
purse strings? of small business owners to increase capital expenditures. Capital expenditures, or
CapEX, are included in the ?private investment? component of the GDP calculation.
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Unsurprisingly, there is a correlation between economic growth and CapEx. As the economy
grows, derived from consumer demand, businesses must invest to increase production. Therefore,
if current expectations are for the economy to grow over the next 6-months, it is logical that
expectations for CapEx would also increase.
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Given the impact of small businesses CapEx plans on the economy, we should expect economic
growth to increase if they follow through with those plans. Notably, the expectation improvement
suggests a further decline in recession risks into 2025.
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Crucially, if small businesses expect economic improvement, which supports the need to increase
CapEx, they also expect sizable increases in sales and employment.

Increased Sales And Employment

There is a very basic diagram that explains our economy. In a consumption-based economy, like
the U.S., individuals must produce something first to consume. That consumption is the demand
side of the economic equation, to which producers create the supply. The more demand in the
economy, the more production is needed. That demand for production drives employment and
wages.
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Understanding the surge in economic growth expectations since Trump?s election aligns with a
sharp increase in future sales expectations. Both expected and actual sales were previously at
levels that always aligned with economic recessions. However, since the election, sales
expectations have climbed sharply. What will be crucial to the economy is to see ACTUAL sales
increase into 2025. While historically, there was a deviation between actual and expected sales; if
sales do not increase from current levels, neither will economic growth rates.


https://realinvestmentadvice.com/wp-content/uploads/2024/12/Economic-Cycle-Produce-Consume-012721.png
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While the NFIB survey is very optimistic about future sales, it is worth noting that actual (inflation-
adjusted) retail sales, as reported by the BEA, while correlated, are often less optimistic. Given the
current state of the consumer, elevated interest rates, and higher rates of inflation, we will likely see
some disappointment in future NFIB sales expectations.
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However, for now, if small business owners expect an increase in sales, such will also lead to more
demand for hiring and an increase in wages. Again, it should be evident that sales increases result
in higher wages.
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Lastly, to complete the economic cycle, sales&#2013266080;(demand)&#2013266080;increase
production&#2013266080;(supply), requiring higher wages and employment and facilitating more
demand. This is the basis of the economic growth cycle.
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If the optimism since Trump?s election turns out to be well-founded, it could bode well for small and
mid-capitalization stocks at least early into 2025.

Small Cap Stocks ? Look At Me Now

As | noted at the outset, there was previously a rather significant gap between small and mid-
capitalization stocks, as represented by the iShares Russell 2000 Index (IWM) and the annual
change in the NFIB index. Given the historical correlation, one would eventually catch up with the
other. In this case, the market expected a Trump win, with IWM running well ahead of NFIB
sentiment. Since the election, that gap has now closed, with sentiment surging higher.
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While small and mid-capitalization stocks have surged higher in recent weeks, many risks still
plague those companies going forward. As noted previously, roughly 41% of these unprofitable
companies are heavily indebted, with a maturity wall approaching over the next two years. If
interest rates remain elevated, such could weigh on both refinancing capability and profitability,
leading to a pickup in default rates. The problem with surging expectations for economic growth,
employment, and wages is that such will sustain inflation and higher interest rates.

APOLLD

41% of companies in the Russell 2000 have negative earnings
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Furthermore, the long-term performance of small and mid-capitalization stocks remains dismal, as

shown.

Small & Mid-Cap Indices (Rebased To 100) vs S&P 500 Index -

350

300

250

200

150

100

50
Jan-14

Advice

Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20 Jan-2 Jan-22 Jan-23 Jan-24

w=mS8P 500 Index ——Small Cap ——Mid-Cap ——Russell 2000

Could that change in the future? Yes. However, such would require a reset in earnings growth
expectations, likely following the next recession. For now, most earnings growth remains attributed
to large capitalization companies and primarily just a small subset of those stocks. While we could
see a pickup in overall economic activity, there is a risk that it will not translate to small and mid-
capitalization companies.
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Even though consumer and business owners? confidence has surged since Trump?s election, we
must continue to monitor the incoming data and adjust our risk preferences accordingly. While the
new administration certainly has many ambitious plans to&#2013266080;?Make America Great
Again,?&#2013266080;the reality remains that many of these plans may not come to fruition. There
will also likely be offsetting forces between policies, and the debt and deficits are still a longer-term
problem weighing on economic growth trajectories. Most importantly, while the U.S. is generating
economic growth currently, the rest of the world is not. As such, we are more likely to import
economic weakness over the next year rather than export growth.


https://realinvestmentadvice.com/wp-content/uploads/2024/12/image-76.png

Real GDP Eurozone & Japan Vs. USA Ihvestment
Advice

10

-10
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

——Real Gross Domestic Product (Eura/ECU Series) for Euro Area (19 Countries)
= Real Gross Domestic Product

——Real Gross Domestic Product for Japan

We remain optimistic and allocated to equities in the near term. However, we realize that the more
excessive optimism about 2025 comes at a risk. Many things could derail those expectations and
the market, so we must remain focused on the data as it presents itself.

With the S&P 500 up nearly 30% this year and a more than 20% return last year, tempering
expectations for returns in 2025 seems prudent.

How We Are Trading It

With portfolio rebalancing likely mostly behind us, there is still a risk of some sloppy action before
Christmas. However, we need to start thinking about preparing for the year-end ?window dressing?
action known as the&#2013266080;?Santa Claus Rally.?

If you are long equities in the current market, rebalancing risk is manageable.

=

Tighten up stop-loss levels&#2013266080;to current support levels for each
position.

Hedge portfolios&#2013266080;against major market declines.

Take profits&#2013266080;in positions that have been big winners

Sell laggards&#2013266080;and losers

Raise cash&#2013266080;and rebalance portfolios to target weightings.

abrowpd

Remember, our job as investors is pretty simple ? protect our investment capital from short-term
destruction so we can play the long-term investment game. Here are our thoughts on this.
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e Capital preservation&#2013266080;is always the primary objective. If you lose
your capital, you are out of the game.

e Seek arate of return sufficient to&#2013266080;keep pace with the inflation
rate.&#2013266080;Don?t focus on beating the market.

e Keep expectations based on realistic objectives.&#2013266080; (The market
does not compound at 8%, 6% or 4%)

e Higher rates of return require an exponential increase in the underlying risk
profile.&#2013266080; This tends to never work out well.

e You can replace lost capital ? but you can?t replace lost
time.&#2013266080;Time is a precious commodity that you cannot afford to
waste.

e Portfolios are time-frame specific.&#2013266080;If you have a 5-year
retirement horizon but build a portfolio with a 20-year time horizon (taking on more
risk), the results will likely be disastrous.

There is a wide range of potential outcomes, based on valuations, in 2025. No one knows with any
certainty what next year will hold. However, by focusing on risk controls and the technical
underpinnings, we can safely navigate the waters to safety.

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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Have a great week.
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Economic Indicators And The Trajectory Of
Earnings

“‘\ By Lance Roberts | Dec 13,2024

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://lwww.youtube.com/watch?v=Yxcoj_-jaAY[/embed]

Subscribe To Our YouTube Channel&#2013266080;To Get Notified Of All Our Videos
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S&P 500 Weekly Tear Sheet
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530 Price Return 5031% 2842% 2742%  (457%)
50 Max Drawdown | (10.93%) (971%) (971%)  0.00%
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500 Volatility 1287 1210 1225 0.01
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440 S&P 500 Market Cap Analysis

1¥r% 5Year Syear %From % From
Change High Low High  Low
Dividend Yield| 157% 140% 1.18% (18.17%) 213% 118% (4462%) 054% | Shares [ 50457 49806  (1.29%)
PIE Ratio 1835 2199 2634 1653% 2737 1660 (3.8%) 5865% | Sales | 113176 124825  10.29%
PIS Ratio 460 485 579 1627% 615 395 (5680%) 46686% | SPS | 24 251 11.73%
PIB Ratio 159 776 887 1249% 893 560 (065%) 58.44% |Earnings| 17666 23054  30.50%
ROE 2071% 2612% 3016% 1341% 30.16% 19.38% 000% 5565% [EPSTTM[ 50 55 9.68%
ROA 654% 631% 787% 1982% 787% 459% 000% 7164% |Dividend] 15 17 11.31%
S&P 500 Asset Allocation

1 Year PE High-P';E Low PE% DIV TTM  Current

Current

ltem 12-MAgo Current

Sector Price  Weight PIE -5Yr  From _ Earnings Forward Forward PE

Syr (Mo.) (Mo)  Peak YIELD Yield Earnings

Energy 138% 323% 124 1382 8648 (386.71) (84.0%) 146% 32% 720% 602 14.66
Materials 468% 197% 109 2270 2699 1137 (159%) 10% 18%  439% 491 2053
Industrials 1.22% 821% 112 2687 4853 1699 (46.7%) 237% 13%  384% 696 2365
Discretionary | 40.87% 1147% 143 3512 7317 26567 (520%) 226% 06%  283% 590 2684
Staples 242, 556% 061 2359 2379 1847  (08%) 217%  23%  421% 413 2260
HealthCare | 5.93% 1010% 068 2159 2477 1482 (129%) 236% 17%  459% 862 18.25
Financials 36.86% 1338% 114 1913 2151 1280 (111%) 116% 14% 520% 848 1795
Technology | 40.81% 3200% 131 4031 3932 2023 25% 689% 06% 248% 576 3102
Telecom 4894% 956% 096 2498 2638 1542 (120%) 282% 07% 397% 737 18.94
Utilities B28% 229% 069 1941 2142 1558 (94%) 114%  30%  512% 375 18.89
Real Estate | 11.82% 213% 109 1962 2621 1547 (252%) 65% 33% 511% 486 19.86
Momentum Analysis

Return

#Days % From % From

: % Dev ) % Dev % Dev 50-
[tem Price 50-Day 200-DMA  Since 200-Day 200 DMA 5?-‘# 52W  Buy/Sell
Cross High  Low

Large Cap 60421 545% 58971 B0 246% 55043 275 O77%  7.14% (080%) 31.18%  Buy
Mid Cap 53965 534% 50061 50 153% 55633 25 7%  6.16% (392%) 2465%  Buy
Small Cap 4772 595% 4688 29 179% 4380 271 896% 7.04% (482%) 2191%  Buy

Relative Performance Analysis

In last week?s newsletter, we noted that this past week would be when mutual fund rebalancing
begins, which could lead to increased volatility and sloppy trading action. With the index
overbought along with technology, discretionary, and bonds, a pullback in those assets would be
unsurprising. We saw much of that rebalancing occur as expected, and now the market is mostly


https://simplevisorinsights.com/wp-content/uploads/2024/12/1734176472_950_Trump-Election-Sends-NFIB-Optimism-Surging.png

oversold, with the exception of technology, discretionary, and communications, which are driven by
the ?Magnificent 7.? While we could see a bit more sloppiness starting the week, managers should
start ?window dressing? portfolios by Wednesday for year-end reporting. Such will likely support
the ?Santa Claus? rally, and with the market remaining bullishly biased, increasing equity risk into
year-end is doable. Don?t forget to manage your risk in that process, ?just in case.?
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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;86.43&#2013266080;0ut of a possible 100.

Technical Overbought/Sold Composite % SimpleVisor™

(Composite Of Weekly Technical Measures)
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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;84.45&#2013266080;0ut of a possible 100.
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The FeariGreed Index is based on a composie of indicators measuring

bolh eqity allocafion levels (Wha acions invesiors are curenty faking)
and overal seniiment (How imvestors Yeel” about the cument market )

These measures are then combined into 3 single index that can range
Iram zeso (0) o ane hundred (100, Readings above 75% are
considered exiremely bulish with readings below 25% a5 extremely
beansh

The “FearGreed" index s a contranan indicator suggesiing that
imvestors ‘buy” when “exireme fear” is present and *sell® during peniods
of “exireme greed "
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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.

The sell-off this past week took a majority of sectors, along with bonds, well below their monthly
risk ranges. Such sets up those sectors, along with bonds, for a rally into year-end as portfolio
window dress their portfolios for year-end reporting. We discussed previously that much of the
trading action this past week would be on the downside due to the need for funds to make annual
distributions and complete tax loss selling for year-end. That has mostly been completed, giving the
market room to rally.

RELATIVE PERFORMANCE  Current PERFORMANCE RELATIVE TO SAP 500 INDEX RHSK RANGE

SHORT MONTHEND  REL 58P ROEV.  %DEV-  MAXVER
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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
e Momentum Stocks
e Fundamental & Technical Strength W/ Dividends

(Click Images To Enlarge)
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$10087(127.00%)
0
$180.57(-44.86%)
$65.05(-227.48%)
$57785(32.62%)
$475.82-2257%)
$I1.20479%%)
§279.05(13.99%)
§7503(-26216%)
0
§26200013.75%)
0
§64.25(4.30%)
$3235(-131.44%)
§157.48(-165.49%)
0
$127.07(-8150%)
§145,84(-162.64%)
§0767(-153.88%)
$188.72(-24.99%)
$414 25(128.60%)
0
§355.77(-2817%)
$167.28(-0.64%)
$10291(-22.85%)

RSl 1]

na
nos
1ai4
623
106
662
683

S 1

1264
6360
5934
59,66
6015
6121
6698
1577
5129
615!

e

5446
7549
6516

1008
5097
474
6889

205MA 0 1

$21210(7.95%)
$192.80(5.64%)
$250.06(4.60%)
$213.26(1.26%)
$34203(13.03%)
$568.30(7.22%)
$890.60(3.91%)
$230.37(418%)
$266.28(2.05%)
$242.51(0.68%)
$22115(2.22%)
$66.49(3.07%)
$6040(180%)
$7280(284%)
$358.23(06.71%)
$29805(0.75%)
§22442(3 4%%)
SITIT041%)
§23686(4.69%)
$23218(1.60%)
$964.072.52%)
$176.20(9.84%)
$45514(004%)
$166.48(112%)
SI23900203%)

505MA(D 1)
$200.35(14.29%)
$175.30(16.17%)
$235.92(10.87%)
§193.82(1143%)
$315.25(23.50%)
$583.75(806%)
$806.66(14.74%)
$20273(18.38%)
$249B3(B.77%)
$219.66(1115%)
$21011(759%)
$60.5313.22%)
$5254(1701%)
$67.33(11.20%)
$296.16(4117%)
§28518(5.30%)
$22150(4.86%)
$364.91(4.97%)
§231.76(6.99%)
$22363(5.40%)
$922 B3(110%)
$172.4812.26%)
$45059(1.05%)
$160.84(4.67%)
$118.46(6.72%)

$18973(20.68%)
$1641024.05%)
$21844(1974%)
§184.2107.24%)
$28619(36.04%)
$55204014.27%)
$739.402516%)
$183.10(3108%)
$229.38(18.46%)
$19083(2794%)
$1920001774%)
§54.31(26.18%)
§46.88(3116%)
161.59(21.56%)
$25959(61.06%)
$268.77(1173%)
$0.74(10.21%)
$35040(9.31%)
$226.90(9.28%)
ST 43B.A%%)
$897.25(1016%)
$16796(15.28%)
$419.72(8.49%)
$152.26(1057%)
§116.68(B.35%)
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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 great week!
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