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Fed To Cut Rates As Unemployment Hits 4%

Last week, we noted that the market remains range-bound within the recent consolidation. To wit:

"Crucially, the market has now registered a 'sell signal,’ which will limit any rallies in the

near term. Therefore, investors should continue to use bounces to reduce exposure and
rebalance portfolios as needed. The upside to the market is likely constrained to recent

highs."

While the market set marginal new all-time highs this past week, the upside likely remains
somewhat limited in the near term, given the more overbought conditions. On Friday, the market
flipped back onto a MACD "buy signal,” suggesting that the rally remains firmly intact, with the 20-
DMA continuing to act as the primary support. Furthermore, volatility remains significantly
suppressed, indicating that traders are not worried about a significant decline anytime soon.
However, with that said, the FOMC meeting and inflation reports are next week, which will have an
outsized impact on the broader market. Therefore, continue to manage risk accordingly.


https://realinvestmentadvice.com/momentum-chase-is-on-what-happens-next/
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As noted, on Friday, the employment report initially sent stocks lower as the economy created
272,000, which was well above the 185,000 job consensus. The early knee-jerk sell-off was
unsurprising as the market has continued to pin hopes on the Fed cutting rates sooner rather than
later. However, the underlying data in the employment report was much less robust than the
headlines.

Full-time employment declined by 625,000, while part-time employment increased by 286,000. The
cumulative total since March last year has been 1.26 million part-time jobs added and 1.02 million
full-time jobs lost.
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That decline in full-time employment dropped the annual rate to -0.81%, historically coinciding with
recessionary onsets.

Full Time Employment YoY % Change o stment
Advice

8.00%
6.00%
4.00%
2.00%
0.00%

2.00% -0.87%

Full Time Employment

-4.00%
-6.00%

-8.00%
1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020 2024

Recessions ® Full-Time Employment YoY % Change

That decline in full-time employment is critical to the economy, given that full-time jobs are needed
to support economic activity. Notably, for the Fed, despite the uptick in employment, the increase in
the Unemployment Rate to 4% is what they will focus on. Historically, when the unemployment rate
exceeds the 12-month average, it suggests the economy is slowing down and heading into a
recession.
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While the market did sell off early on Friday with the strong headline report, the underlying data
strongly suggests that employment is much weaker than headlines suggest. For the Federal
Reserve and the upcoming FOMC meeting next week, the 4% unemployment rate will likely keep



them focused on the risk to the economy and on track to cut rates this year.

However, it isn't just the employment report that potentially suggests an eventual economic
recessionary outcome.

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.

Need a plan to protect your hard earned | ¢, e your

savings from the next bear market? consultation today

Are Economic Reports Pointing To A Recession?

We noted last week:

"Downward revisions to Q1 GDP and weak personal consumption expenditures (PCE)
reports confirmed that suspicion of weakening economic growth.

The U.S. economy's growth in the first quarter was revised to an annualized rate of
1.3% from the previously estimated 1.6%, reflecting weaker consumer spending and
equipment investment. This slowdown contrasts sharply with the 3.4% growth rate in
the final quarter 2023. Inflation for the first quarter was also slightly revised down to
3.3%.

On Friday, PCE, which is roughly 70% of GDP growth, also came in under
expectations, adding more concerns to a growing list of economic data that has recently
weakened."

In Q3 of 2023, the economy seemed to be firing on all cylinders. Employment was running hot, and
GDP was near 5% annualized growth. Even in Q4, the economy did exceptionally well despite
higher interest rates and high inflationary pressures.

As we discussed, this economic strength occurred despite many recessionary indicators, such as
inverted yield curves and negative annual readings of the Leading Economic Index. That economic
strength also fed into earnings, which have seen a decent resurgence from the October 2022 lows,
with forward estimates rising sharply.



https://realinvestmentadvice.com/connect-now/
https://realinvestmentadvice.com/momentum-chase-is-on-what-happens-next/
https://realinvestmentadvice.com/the-risk-of-recession-isnt-zero/
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It was a "Goldilocks" outcome for a hawkish Federal Reserve tightening monetary policy by hiking
interest rates and reducing its massive balance sheet. Unsurprisingly, mainstream economists
calling for a recession in 2022 have all but relented, with the common consensus now that a
recession will be avoided altogether.

?Economists don?t think the economy will get even close to a recession. In January,
they, on average, forecast sub-1% growth in each of the first three quarters of this year.
Now, they expect growth to bottom out this year at an inflation-adjusted 1.4% in
the third quarter.? ? WSJ
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Economic Reports Surprise To The Downside

However, the economic reports have weakened considerably over the last few months. The Atlanta
Federal Reserve, which produces the GDPNow analysis, came into the second quarter with more
than 4% real GDP growth estimated in Q2. (To be fair, their initial estimate is usually high to start
and then revised as economic data is released.) In just one month, that estimate collapsed to just
1.8%. In that release, the Atlanta Fed notes the sharp downturn in recent economic reports.

"The GDPNow model estimate for real GDP growth (seasonally adjusted annual rate) in
the second quarter of 2024 is 1.8 percent on June 3, down from 2.7 percent on May 31.
After recent releases from the US Census Bureau and the Institute for Supply
Management, the nowcasts for annualized second-quarter real personal consumption
expenditures growth and real private fixed investment growth declined from 2.6
percent and 3.1 percent, respectively, to 1.8 percent and 1.5 percent.”

Evolution of Atlanta Fed GDPMNow real GDP estimate for 2024: Q2
Quarterly percent change (SAAR)
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Notably, this Q2 estimate follows on the heels of a Q1 GDP of just 1.3%, a sharp decline from the
last half of 2023.
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This weakness in the economic data is reflected in the Bloomberg Economic Surprise Index. This
index tracks the difference between economists' "expectations" and "reality” of economic data
when released. As shown, that index is back to levels last seen in 2019. In other words,
economists were overly optimistic in their expectations of economic data. That index is now at the
lowest level since 2019.

— Bloomberg ECO US Surprise Index
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Source: Bloomberg

While much of the manufacturing data has remained weak for quite some time, the services side of
the data has remained somewhat robust. Services are essential to the economic outlook. While
many looked at the manufacturing data and suggested a recession was likely, we argued
previously that such was not possible as services now comprise 80% of the economy.



"The reason was that the service sector of the U.S. economy remained strong enough
to keep the economy afloat until the debt ceiling issue was resolved and Japan returned
online. Unlike in the past, where manufacturing was a significant component of
economic activity, today, services comprise nearly 80% of each dollar spent.”

BREAKDOWN OF U.S. ECONOMY BETWEEN MANUFACTURING & SERVICES Fn?' Srrretil
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"This isn?t the first time we have seen the manufacturing side of the economy contract,
but services remained robust enough to keep the overall economy out of recession. As
shown, when the economy?s manufacturing side contracts while services remain
expanding, the economy has a ?soft recession.? The 1998, 2011, and 2015 periods are
the most recent examples."”

ISM Manufacturing Vs. Services Index % Real
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While the services side of the equation is not in contraction, it remains in a downtrend. However,
the financial markets are running well ahead of economic production. As shown, there is usually a
reasonably close relationship between the ISM Composite Index and the annual rate of return of
the S&P 500. This is because earnings are a function of economic activity. But, as shown above



and below, investors and analysts are extremely ebullient about future growth far above what the
economy produces.
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While the ISM services report is essential, it is just one part of the Economic Composite Index,
comprising over 100 different manufacturing, services, leading, and lagging data points. That index
has turned lower, suggesting the year's second half will reflect economic deterioration.
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Does this mean a recession is imminent? Not necessarily. However, if the weakness in economic
reports continues into the summer, the risk of recession will rise.

The weakening in the economic reports could be a temporary slowdown before a reacceleration.
That is certainly possible. However, given the lag time between higher interest rates and slower
economic growth, which can be pretty long historically, there is a possibility that the Fed's actions
have come home to roost.

Market Implications



While most economists have recession risk pegged at very low levels, the implications of a
recession to the markets should be obvious. Currently, markets are priced for a non-recessionary
economy, supporting earnings growth through 2025.

However, the deviation from the long-term growth trend of forward estimates highly depends on a
"no recession" outcome. If the economy slows down or enters a mild recession, earnings growth
will disappoint as corporate revenues decline. This will likely lead to a repricing of assets to
accommodate lower earnings.

Real

Deviation Of Earnings Above/Below Long Term Growth Trend ' Investment

Advice
60%
Real Estate/ I
Credit Bubble Pandemic
Boom m
40%
E 20% Liguidity Bubble ZIRP Era
o
=
=
R Tech Bubble
&
E
o
@
E 2%
=
=
&
a
o -40%
]
c
g
o
= _60%
-80% U
-100%
1994 1908 2002 2006 2010 2014 2018 2022

= Deviation From Growth Trend Of Earnings

As Albert Edwards from Societe Generale recently noted:

"As GDP growth disintegrates, equity investors should be worried. Equity markets
had been driven higher by EPS upgrades which correlates pretty well with the excess of
ISM new orders relative to inventories, but this key indicator is now slowing fast. That
recession might yet arrive after all."

The slowdown in US ISM manu new orders/inventories correlates with slowing Nasdaq upgrades
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As noted, a disappointment in EPS would likely precede a repricing of assets. The question is, how
significant would such a correction be?

Honestly, no one knows. Many factors influence corrective action, from credit risk to liquidity,
leverage, and investor psychology.

Importantly, due to the magnitude of the market's advance since 2009, the arbitrary "20% is a bear
market" rule must be abandoned. As discussed previously, the difference between a bull and a
bear market is the trend of prices over a longer-term period. If prices are trending higher, it is a bull
market. If the price trend is lower, it is a bear market.
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As discussed last week, because prices have massively deviated from the long-term running
exponential growth trend, a 20 to 30% reversal will only be a correction within the prevailing bullish
trend. A "bear market" will require a much larger decline that will likely surprise most investors.
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However, we can look at a monthly chart of the S&P 500 and use a Fibonacci retracement
sequence to identify corrective levels from the most likely to the most extreme.


https://realinvestmentadvice.com/a-50-decline-will-only-be-a-correction/
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The following chart uses a 24, 48, and 96-month moving average, which are better trend lines for
the market. The 48-month moving average was the trend line support for the "Dot.com” crash. That
moving average was taken out during the "Financial Crisis," which bottomed at the 96-month
moving average. Since the onset of the liquidity-driven, zero-interest rate cycle in 2009, the 24-
month moving average has supported the bull market.

Using a Fibonacci retracement sequence, a correction to the 96-month moving average would be a
roughly 50% decline from current levels and equate to the previous two bear market cycles.
However, such a decline would require a 61.8% retracement of the market from current levels,
suggesting a really deep economic recession/credit cycle has unfolded. The most likely corrective
levels for a more normal economic downturn will be a retest of the 24- or 48-month moving
averages with a maximum drawdown of a 38.2% retracement, which would align with the 2022
corrective lows.
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While investors should not ignore even the more modest declines, it is vital to understand the
current risk/reward imbalance in the market today.

Does this mean the market is going to crash? No. However, it does suggest there is more than a
minor downside if the economic reports continue to disappoint and the gap between earnings
expectations and reality eventually gets filled.

Trade accordingly.

How We Are Trading It

Over the last few weeks, the market has been incredibly dull. While there have been some
rotations, the market has remained primarily a function of the mega-capitalization companies
leading the way. As noted previously, our portfolios are well-positioned for the current market
environment. However, we will continue managing exposure and risk as needed.

Continue to take action as needed using the recent push to new highs:

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

Take profits in positions that have been big winners

Sell laggards and losers

PwnNE



5. Raise cash and rebalance portfolios to target weightings.

Notice, nothing in there says, "Sell everything and go to cash.”

(You can track those portfolios in real-time by subscribing to the newly redesigned SimpleVisor

platform.)

ASSETS SECTORS

Cash:10.0 % Cash:10.0 % Technology:12.4 %
Industrials:4.0 %

ETF5.7 % ~ -~ Healthcare:9.0 %
Energy:4.2 % g Consumer Cyclical:2.8 %

Financi ial3.4 %
- US Equities. 55.1%
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Utilities:4.2 %

Have a great week.

Research Report

Commodities And The Boom-Bust
Cycle

It is always interesting when commodity prices rise. The market produces
various narratives to sugg...

= Read More

Subscribe To*Before The Bell"sFor Daily Trading Updates

We have set up a separate channel JUST for our short daily market updates. Please subscribe to
THIS CHANNEL to receive daily notifications before the market opens.

Click Here And Then Click The SUBSCRIBE Button

https://www.youtube.com/watch?v=dCYSYtjM3MA

Subscribe To Our YouTube Channel To Get Notified Of All Our Videos

Bull Bear Report Market Statistics & Screens
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3 Month SPY Price % RIA SimpleVisor SPY RISK INFO

540 Item T2Yr T1Yr. YTD

% Diff
YTDIT1-YR
520 Price Return 28.45% 25.19% 12.35%  (50.98%)
Max Drawdown | (19.37%) (10.93%) (5.86%) (46.29%)

500 Sharpe 0.63 1.99 233 0.17

480 Sortino 0.87 3.06 3.68 0.20
Volatility 1677 1131 1120 (0.01)

460 Daily VaR-5% (1089) 917 1322 0.44

Mnthly VaR-5% (14.24 4.25 8.46 0.99

S&P 500 Market Cap Analysis

440

2years 1year 1¥r% 5Year Syear

S e T [T Low Item  12-M Ago Current

Dividend Yield 1.50% 1.26% (18.70%) 2.14%  1.20% (40.86%) 559% | Shares | 3,765.1 36769 (2.34%)
P/E Ratio 19.71 20.20 2436 17.09% 27.70 16.61  (12.0%) 4664% | Sales | 118381 124983 5.58%
P/S Ratio 3.72 3.46 410 15.43% 468 3.04 (1251%) 34.76% SPS 31.4 340 8.11%
P/B Ratio 5.80 567 6.45 12.05% 6.83 433  (554%) 4886% |Earnings| 17,791 20,070 12.81%
ROE 28.74% 2554% 26.56% 3.84% 20.37% 1917% (9.56%) 38.54% |EPSTTM| 55 57 3.91%
ROA 6.62% 597% 654% 866% 6.73% 449% (2.81%) 4543% |Dividend| 1.6 1.7 6.79%

S&P 500 Asset Allocation
1 Y.ear PIE High- PIE Low PIE % DIV. T'I'.M Current
Sector Price Syr (Mo) 5Yr From YIELD Earnings Forward Forward PE
Return (Mo.) Peak Yield Earnings
Energy 7.03% 367% 1.28 12.58 9888 (293.59) (87.3%) 16.3% 32% 7.94% 6.99 11.85
Materials 10.57% 2.26% 1.14 21.74 26.99 1137 (19.4%) 11.0% 1.8% 4.60% 4.9 20.11
Industrials 18.16%  8.33% 1.14 2277 58.37 16.89  (61.0%) 231% 1.5% 4.40% 6.71 21.02
Discretionary | 18.39%  9.80% 1.42 28.56 7255 2546  (60.6%) 20.9% 0.7% 3.50% 578 24.15
Staples 5.33% 5.95% 0.57 21.90 2278 18.47 (3.9%) 271% 2.5% 4 54% 410 20.46
Health Care 13.68% 11.98% 0.70 2412 24.42 14.91 (1.2%) 19.1% 1.6% 4.22% 8.00 19.20
Financials 25.59% 1261% 1.14 16.68 21.47 1277 (22.3%) 121% 1.6% 6.03% 8.01 15.38
Technology 43.35% 31.37T% 1.16 38.82 37.38 19.81 3.8% 62.8% 0.7% 2.58% 7.81 30.40
Telecom 42.22%  9.36% 0.96 2377 28.38 1542  (16.2%) 265% 0.5% 4.16% 6.73 19.26
Utilities 532%  2.40% 0.72 18.39 21.42 1558  (14.2%) 11.1% 32% 5.43% 352 1751
Real Estate (0.05%) 216% i 1547  (34.6%)

Momentum Analysis

# Days % From
. - % Dev : % Dev 50-
Item Price 50-Day 200-DMA  Since 200 DMA 52-wW Buy/Sell
Cross Low

Large Cap 534.01 2.09% 517.86 25 3.12%  480.14 157 11.22% (0.54%) 30.50% Buy
Mid Cap 53467 (3.91%) 53859 3 (0.73%) 500.80 146 6.76% 7.55%  (4.24%) 26.04% Buy
Small Cap 4162  (3.30%) 4179 7 (0.42%) 39.93 136 4.24% 467%  (417%) 21.80% Buy

Relative Performance Analysis

Last week, we noted:

"That [correction} occurred, reducing the more extreme short-term overbought
conditions. However, with that process not yet complete, the market could remain
somewhat range-bound next week as it continues. The bullish trends remain intact, and
portfolios should remain near target equity weightings."

The reversion process continued this past week, with many sectors and markets partly or
completely back into oversold territory. Except for the S&P 500 index itself, which was held up by
two of its largest sectors, Technology and Healthcare. Despite the broad market doing well YTD,
communications is the only sector currently outperforming the index. While the market will likely
consolidate more next week, particularly heading into the FOMC meeting on Wednesday, the risk
of a larger correction remains absent for now. Trade accordingly.



- - i - i Real
Year To Date Performance '. slmplevlsor"' YTD Price - S&P Sectors Recalibrated To $60/share !
6000 dvice
o I 5.15%
VEA et I 553 S0
nc I 15167
e \_ 5500
SPS5M 1.33% N
[ I 38
5400
xny -0.64% —f
wy I .37 s200
A I 10.44% .
we I 7.52% 000 28]
SLRE 52z [
nK I 12.01% ww o
L I 72
ALF I 10.22% 500
e I 7.4
] I .97 o
Y _ 12.35% n i n R3] 210 iF. ] n mn n m a0 4m 410 £ 5o L]
-10.00% -5.00% 0.00% 5.00% 10.00% 13.00% 20.00% ~—¥LB ——XLE ——XLF ——XL| —XLK ——XLRE ——NLP ——XLU — XLV ——NLC ——XLY smm$PY
Year To Date Performance Relative To S&P 500 Price Deviation From 50-Day Moving Average
" 3% ey
4.45%
Extreme
ADDW o o
1.00%
200%
1.00% .69 v
oo M _ _H_HEEREEEw
l . ||
-1.00% 37!%4“?%
A4.07% 0.98% .
-200%
-100%
4.00%
-19.59% 4.20%
23% - -5.00%
SPY XLB XLC XLE XUF XLl XALK XLRE XLP XLU KLV XLY MDY SLY TLT VEA vwo EPY XLB XNLE XLF XUI XLK XRE XLP XLU XLV XLY MDY SPSM TLT XIC VER VWO
Overbought/Oversold 14-Periods Size / Sector ETF YTD Trading Range
_ i 2 N N K » 2 " . 4 [5PSM 17 T I <5
EJ ' ' ' = ' ' ' Moy esizs NN I 55640
& - XLV
D (1000 L .
H XLK spy 46728 I 1 534.67
i ™ -
(20.00) L] xy 676 T N 10502
Composite Median, XLP ELY XLC
20.00) 146,571 . v 13638 I 4786
XLRE
40.00) Loimpasile wxu o so3s NN I .67
Average, (52.04) . . )
000 . e SER “P 7150 I BN s
ALF oz T I 2.
(6.0 HLK 18402 21610
wre 3573 I 4043
(T0.00) *
xu1 . o omez: I 12596
T (80.00)
4 VWO AP 3727 I 4249
g XE Y p— E— 0 00
10000 = L] » - -
(roo.0ay KLB XLE X0 MDY gy HE 6090 DN — B

Technical Composite

The technical overbought/sold gauge comprises several price indicators (R.S.I., Williams %R, etc.),
measured using "weekly" closing price data. Readings above "80" are considered overbought, and
below "20" 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 80.98 out of a possible 100.



Technical Overbought/Sold Composite % SimpleVisor™
(Composite Of Weekly Technical Measures)

\F] M r ﬂh H"
\ | \ I }[

ﬂ'
|’.

4096.0 ‘

¥

1024.0 - | | ‘ -

I
It ' | \ 20.00
| | | 19.08

| l J |l @ overbought i
& @ Neutral l pi 10.00
[ i © Oversold
512.0 -
1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
- S8&P 500 Stock Price Index Technical Score

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:The Fear/Greed Index measures risk from 0 to 100. It is a rarity that it reaches levels
above 90. The current readingeis*79.17+-0ut of a possible 100.
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Relative Sector Analysis



Sectors Analysis - Absolute and Relative Score (vs SPY)
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Energy Analysis - Absolute and Relative Score (vs SPY)
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Sector Model Analysis & Risk Ranges

How To Read This Table

¢ The table compares the relative performance of each sector and market to the S&P 500
index.

¢ "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)

e The table shows the price deviation above and below the weekly moving averages.

A few weeks ago, we warned that Gold and Gold Miners had deviated from their long-term mean,
and a correction was likely. Therefore, investors should take profits. Since then, that correction in
metals and miners has reduced much of the longer-term deviation. While that correction may not
be complete, the precious metals sector may be close to an entry point. As for the rest of the
markets and sectors, we remain on bullish buy signals, and many of the more extreme deviations
have been reversed except for Communications and Technology. The risk of a deeper correction
for now remains low.
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Weekly SimpleVisor Stock Screens
We provide three stock screens each week from 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)

RSI Screen

Overview Technicals Fundamentals Performance
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Momentum Screen

Overview Technicals Fundamentals Performance
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SimpleVisor Portfolio Changes

We post all of our portfolio changes as they occur at SimpleVisor:

No Trades This Week

Find it in the Retirement section
of our website.

Learn more

Lance Roberts, C.1.0.

Have a great week!


https://simplevisor.com/
https://realinvestmentadvice.com/retirement/participant-solutions/#401k-Plan-Manager

