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Profit Margins Are Normalizing - RIA

Since peaking in the first quarter of 2022, the net profit margin on the S&P 500 has generally
trended lower. During the pandemic, many companies could increase prices more than their rising
input costs and improve their profit margins. Strong demand due to pent-up savings and fiscal
stimulus also helped. However, with inflation normalizing and stimulus checks largely spent, profit
margins are subsiding. The graph on the right, courtesy of FactSet, shows that net profit margins
for the fourth quarter are down to 10.7%, slightly below pre-pandemic levels.

The graph on the left shows the annual change in profit margins by sector. Four sectors
(Technology, Utilities, Communications, and Consumer Discretionary) posted margin gains over
the past year. Utilities posted the biggest gain, increasing from 9.1% to 12.4%. The other seven
sectors saw declining margins, led by Financials (12.6% vs. 16.6%) and Energy (9.6% vs. 13.0%).
If margins continue to decline, investors may want to reconsider the higher-than-normal valuations
placed on the S&P 500. However, FactSet justifies higher valuations- ?As of today, the estimated
net profit margins for Q1 2024 and Q2 2024 are 11.7% and 12.1%, respectively.? If correct,
margins would rise back to or above pre-pandemic levels. But, all bets are off if a recession occurs.

S&P 500 Sector-Level Net Profit Margins: Q423 vs. 0422 S&P 500 Net Profit Margin: Q418 - Q423

(Source; FactSet) (Source: FactSet)
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What To Watch Today

Earnings
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Fiscal Quarter

Consensus EPS*

Last Year's Report Last Year's
Time Symbol Company Name Market Cap~ Ending F t #0f Ests Dat EPS*
) v Visa Inc. $497,937,429,714 Dec/2023 $2.33 13 1/26/2023 s2.18
) INTC Intel Corporation $206,120,240,000 Dec/2023 $0.27 14 1/26/2023 $0.10
) TMUS T-Mobile US, Inc. $189,361,226,324 Dec/2023 §1.90 8 2/01/2023 $1.18
o cMesa Comcast Corporation §176902,254,968 Dec/2023 $0.80 8 1/26/2023 $0.82
o UNP Union Pacific Corporation  §148,333,358,458 Dec/2023 52.56 8 1/24/2023 $2.67
o NEE NextEra Energy, Inc. $117,726,990,178 Dec/2023 $0.49 3 1/25/2023 $0.51
Marsh & McLennan
o MMC Companies, Inc. $98,180,584,053 Dec/2023 $1.60 1 1/26/2023 $1.47
(o] BX Blackstone Inc. $84,540,604,479 Dec/2023 $0.99 9 1/26/2023 $1.07
) KLAC KLA Corporation $84,186961268 Dec/2023 $5.88 9 1/26/2023 §7.38
o SHW m“wi"ia"’s Company  475187,401,851 Dec/2023 $1.80 7 1/26/2023 $1.89
Northrop Grumman
o NOC Pt $70,558,875,731 Dec/2023 $575 8 1/26/2023 $7.50
¢ AJG Arthur J. Gallagher & Co.  $51,746,912,000 Dec/2023 $1.83 9 1/26/2023 $1.54
o HUM Humana Inc. $50,170,080,614 Dec/2023 $1.82 7 2/01/2023 $1.62
&) COF Capital One Financial $49,418,677,004 Dec/2023 $2.50 13 1/24/2023 $2.82
Corporation alibial : .
© VLO Valero Energy Corporation ~ $43,955,879,341 Dec/2023 $2.95 5 1/26/2023 $8.45
o ST™ STMicroelectronics NV, $42,183415159 Dec/2023 $0.96 4 1/26/2023 $1.32
&) LHX L3Harris Technologies, Inc.  $39,062,349916 Dec/2023 s3.31 8 1/26/2023 $3.27
o Dow Dow Inc. $37,812,312593 Dec/2023 $0.41 8 1/26/2023 $0.46
& XEL Xcel Energy Inc. $32,662,007921 Dec/2023 50.85 5 1/26/2023 $0.69
) FICO Fair Isaac Corporation §31,827,411919 Dec/2023 $3.76 2 1/26/2023 $3.34
Archer-Daniels-Midland
ADM 27,901,173,449 Dec/2023 $1.53 7 1/26/2023 1.93
@ Company S i §
) wy Weyerhaeuser Company ~ $24,301,733290 Dec/2023 5015 5 1/26/2023 $0.24
o NOK Nokia Corporation $18,024519855 Dec/2023 $0.14 5 1/26/2023 $0.16
&) woc Westem Digital Corporation $18,718,557,857 Dec/2023 ($1.30) 4 1/31/2023 (50.69)
Southwest Airlines
LV §18,545,149,471 Dec/2023 s0.11 8 1/26/2023 $0.38
19} Company (s0.38)
o] MKC :“r:c"grm;d& Company. 17924564373 Nov/2023 $0.79 6 1/26/2023 $0.73
] MKC.V :‘:xfrm:d& Company. 17548899850 Nov/2023 3 N/A 5073
@ AAL .Itr\mmrican Airlines GIoUP, 69149581700 Dec/2023 $0.06 8 1/26/2023 $117
© RHI Robert Half Inc. $8,606,082,092  Dec/2023 $0.82 7 1/26/2023 $1.37
old Republic International
o ORI o $8,467,406630 Dec/2023 s0.72 2 1/26/2023 $0.80
o] EXP Eagle Materials Inc §7,201,351,627 Dec/2023 $3.56 5 1/26/2023 $3.20
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Economy
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Investing Summit:&#2013266080;LAST CHANCE ? EVENT
THIS SATURDAY

January 27th, we are hosting a live event featuring Greg Valliere to discuss investing in the 2024
presidential election. What will a new president mean for the markets, the risks, and where to
invest through it all?&#2013266080;Greg will be joined by Lance Roberts, Michael Lebowitz,
and Adam Taggart&#2013266080;for morning presentations covering everything you need to
know for the New Year.

Register now, as there are only 150 seats. The session is a LIVE EVENT, and no recordings
will be provided.
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Market Trading Update

The market triggered a MACD ?buy signal? from a fairly high level, which we suggested would limit
upside action. Despite strong earnings reports so far, the market is 2 standard deviations above its
50-DMA and overbought on multiple indicators. Unsurprisingly, the market gave up its early gains
yesterday and closed near flatline. It would not be surprising to see the market struggle to advance
from current levels, and even with the buy signal in place, a pullback to previous support would not
only be healthy but should be expected. Such pullbacks should be used to add equity exposure to
portfolios as needed.


https://www.eventbrite.com/e/ria-advisors-economic-summit-tickets-703288784687?aff=oddtdtcreator
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Today is another big day for earnings, but we also have a LOT of economic data for the market to
process. Manufacturing reports have come in much weaker than expected, and today, we get a
first look at Q4 GDP and consumption estimates. Understand that these numbers are based on the
estimates of economists, so the numbers should be close to expectations. However, we will likely
see these numbers revised down somewhat over the next two months as actual data is factored in.

Nonetheless, there is likely little in the data to deter the market?s current expectations for 5-6 rate
cuts this year. However, next week?s FOMC meeting could potentially put a damper on things if
the Fed decides to walk back some of its recent dovishness to cool markets down a
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Is California The Economic Canary In The Coal Mine?

In a recent Commentary, we noted that according to the Philadelphia Fed, 21 of the 50 states are
in economic contraction. While that may be worrying, the amount of economic activity in each state
varies widely. Therefore, as we wrote:

?What matters from a national perspective is the economic activity in the most
significant states ranked by GDP. In order, California, Texas, New York, Florida, and
lllinois have the biggest GDPs. Three of them, California, Texas, and Florida, have
positive economic growth, per the Philadelphia Fed.?

The Philadelphia Fed claims the economy in California, accounting for over 10% of national GDP,
is growing, albeit slowly. But the second graph below warns otherwise. Its unemployment rate has
ticked up from 3.8% in July 2022 to 4.9% today. Further, California and national employment trends
correlate closely. Accordingly, we are concerned the recent divergence will fade, with the national
rate catching up to California?s rate. If so, California might be the canary in the economic coal
mine!


https://tinyurl.com/BBR-2023
https://simplevisorinsights.com/bitcoin-etf-buy-the-rumor-sell-the-fact/
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Bond King Bill Gross Remains Bearish

Bill Gross, retired portfolio manager at PIMCO, has been on the wires recently, warning of a

recession. In his latest interview (LINK HERE), he thinks the Fed should halt QT immediately and
cut rates to avoid a ?significant recession.? Per the interview-


https://realinvestmentadvice.com/wp-content/uploads/2024/01/california-unemployment-1.png
https://twitter.com/i/status/1749598116435894592

?1 would stop quantitative tightening. | think that?s just not a correct philosophy and
policy at this point to continue to tighten quantitatively. They should leave the reserve
balance around $7 trillion and just see what happens going forward. | also think that,
yes, the Fed should lower interest rates over the next 6 to 12 months. Real interest
rates are simply too high. The 10-year real interest rate is 1.8%, which historically is
very restrictive. And | think not only the Fed but | would like to see the real interest rate
on the 10-year come down to 1.5%. The way to do that is to lower interest rates from
where we have it now at 5.25% for fed funds and to basically balance out real interest
rates and lower them so that the economy won?t go into a significant recession.?

' el GROSS: YIELD CURVEHAS TO GO POSITIVE
Excluofio

Tweet of the Day


https://twitter.com/i/status/1749598116435894592

Q Lance Roberts £ @lLanceRoberts - 1h

Who is buying all of SNVDA chips? Should be another boomer quarter for
the company, BUT it does beg the question what happens when these
companies have bought the majority of the chips they will need?

Big tech is the biggest buyer, hoarding H100s in the thousands

Estimated H188 GPUs shipped to select buyers in 2823 .
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Who is buying all of SNVDA chips? Should be another boomer quarter for
the company, BUT it does beg the question what happens when these
companies have bought the majority of the chips they will need?

Big tech is the biggest buyer, hoarding H100s in the thousands

Estimated H188 GPUs shipped to select buyers in 20823

ISUK 150K

d' 40K 5“
““ﬁ““lllll
— N B

?Want to have 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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> Back to All Posts



https://realinvestmentadvice.com/wp-content/uploads/2024/01/nvda-chip-sales.png
https://realinvestmentadvice.com/riapro-15-investing-rules-to-win-the-long-game/
https://realinvestmentadvice.com/riapro-15-investing-rules-to-win-the-long-game/
https://email.realinvestmentadvice.com/h/r/A7CA8344DBDF34FD2540EF23F30FEDED
https://realinvestmentadvice.com/real-investment-daily/

