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Nvidia Wins The Day

Last week, we discussed that the markets surged to all-time highs as a plethora of disappointing
economic data and a weaker-than-expected inflation print lifted hopes of Fed rate cuts in the
coming months. Over the last few trading days, the markets had to focus on the minutes from the
previous FOMC meeting and earnings from Nvidia.

The FOMC minutes revealed little new information. Inflation remains stickier than expected,
keeping the Fed on pause from cutting rates. However, recent speeches by Fed members did not
indicate any real consideration of hiking rates. The market was calm following that release as all
eyes focused on Nvidia earnings.

As has been the case over the last few quarters, Nvidia failed to disappoint. It announced earnings
and revenue that beat expectations and a 10-1 stock split.

"Nvidia reported revenue for the first quarter ended April 28, 2024, of $26.0 billion, up
18% from the previous quarter and up 262% from a year ago. For the quarter, GAAP
earnings per diluted share was $5.98, up 21% from the previous quarter and up 629%
from a year ago. Non-GAAP earnings per diluted share was $6.12, up 19% from the
previous quarter and up 461% from a year ago."


https://realinvestmentadvice.com/bad-news-is-good-news-as-markets-set-record-highs/
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Such lifted the stock by 10% on Thursday, but the rest of the market sold off as traders took profits
from the FOMC announcement.

From a technical perspective, the markets remain on a current MACD "buy signal" and have
cleared all previous resistance levels. Furthermore, the 20-DMA crossed above the 50-DMA,
providing additional support to any short-term market correction. The 20-DMA will now become
running support for the market. While investors should expect corrections, the 20-DMA should
contain any decline, providing an entry point to add exposure as needed.

When the MACD signal crosses, it will provide a signal to reduce risk and rebalance exposure as
needed. For now, the bulls maintain control of the market narrative. Trade accordingly.

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 | ¢ oque your

savings from the next bear market? consultation today

Consumer Data Suggests Economy Is Weakening

Last week, we discussed that "bad news is good news" for the market as it supports the hope of
a more aggressive easing of monetary policy from the Fed. To wit:

"It's ironic that market participants hope for a recession, as the subsequent infusion of
monetary accommodation should push stock prices 'to the moon.' Of course, the real-
world devastation caused to middle and lower-class American families, as they lose
their jobs, benefits, and housing, is anything but beneficial.

Nonetheless. last week's economic reports have been bad enough to send markets
surging to all-time highs. Starting with retail sales for April, which came in unchanged
despite rising gasoline prices, suggests that the consumer continues to weaken."

Since retail sales comprise roughly 40% of Personal Consumption Expenditures (PCE), which is
nearly 70% of the GDP calculation, the data trend is critical to assessing economic health. On an
inflation-adjusted basis, consumer data like real retail sales suggests the consumer continues to
weaken. While spending more to buy the same goods or services may look good on paper, the
average household has less money to spend elsewhere.

When retail sales declined, as in 2008 and 2020, the economy was in a recession. While there are
many headline stories about the strength of the consumer, retail sales have not grown since 2020.
While retail sales have not fallen below the long-term growth trend yet, the current trajectory of
retail sales shows that such will likely occur later this year.


https://realinvestmentadvice.com/connect-now/
https://realinvestmentadvice.com/bad-news-is-good-news-as-markets-set-record-highs/
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The strength of the consumer is all-important to economic growth. As shown, retail sales tend to
lead PCE. The recent uptick in economic growth during the last two quarters of 2023 coincided with
an uptick in retail sales activity. However, that has since reversed, suggesting we will likely see
slowing economic growth and lower inflation readings by the end of this year.
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As we noted last week, consumers appear to have reached the limit of taking on additional debt to
fund their living standards.

"The more troubling trend reveals itself when we dig in further: the level of borrowers
now in "Serious (90+ days)" delinquency on both credit cards and auto loans has



risen sharply.”
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That reduction in spending power is visible in corporate earnings reports directly related to the
consumer.

Warning Messages Rising

With the Q1 earnings season behind us, a central theme emerges from corporate America - the
consumer is in trouble.

"With >75% of the US consumer universe having reported Q1 results, we see
indications that the US consumer is proving more stretched than previously
anticipated as inflation combined with a bit of softening in the macro (lower payrolls &
an uptick in unemployment in April), elevated gas prices & high interest rates continue
to eat into spending power & consumer confidence.” - Bonnie Herzog, Goldman
Sachs

Numerous company reports in the retail space relayed that message during their respective
conference calls.



Company Date Consumer Health Commentary

R 512124 Inflationary environment will likely continue to pressure consumer spending throughout the remainder of
year and that lower income households will be the most impacted.
The consumer has remained cautious in their spending and the lower income consumers, their core
EYE 5/8/24 . . : :
customer demographic, remains stressed given persistent inflation
The consumer is under pressure, with inflation still high and savings rates drawn down resulting in lower
FND /2124 i )
discretionary spending power
GPC 4/18/24 | Businesses and consumers have continued to be pressured due to higher interest rate and cost inflation.
HD 5114724 Have seen good engagement in areas where the weather has been good, however they continue to see
pressure in financed big projects due to interest rates.
LAD 424124 The automotive consumer has been resilent despite higher ASPs and interest rates
Sales were impacted by weather and post-pandemic spending pattern normalization. The company
LESL 5/8/24 . o .
doesn’t believe it's due to a weakness in the consumer
MNoted they have expected to see some weakness in the consumer, demand has continuad to be strong
LTH 5/1/24 . )
for their business.
Have continued to see pressure in their retail business , with more pressure in lower-income areas. The
MCW 51724 i .
company believes the upper-end consumer is less price-sensitive
MODG E/8/24 Seen some volatility in the quarter citing a choppy consumer environment.
ORLY 4124124 The consumer is healthy and demand for the industry will contiunue to ba resilient. The company will
continue to monitor discretionary categories to get a read on the consumer.
TCS 5/14/24 The current macro environment contiues to be l:ha!lenging with consumers battling higher rates and
inflation
Despite persistent inflation, consumer spending has remains strong. However, the company did note that
TSCO 4/25/24 consumers, particularly lower income, is still cautious of inflationary pressure. They also noted the shift
from goods to senices has been a headwind for the company
vvwv 5/8/24 |They are not seeing any impact on their business from the macro including with lower income consumers.
WMT 5116/24 The consumer has been consistent across income demographics while they have noticed a shift to more
non-discretionary categories and less general merchandise.

Those words of caution are visible in other consumer data like the confidence composite index.
That index bottomed in October 2022 and improved with the subsequent stock market rally. Such
was unsurprising as rising asset prices boost the wealth effect. However, that is a temporary



benefit, as when savings are exhausted, rising asset prices no longer matter. That increase in
consumer confidence appears to have run its course, and given the historical correlation, we may
see further weakness in consumer data in the months ahead.
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As noted, given the importance of retail sales to economic growth, economic growth will likely
follow suit if consumer confidence weakens further.
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Investors should not readily dismiss consumer data's warnings. Given that consumption comprises
nearly 70% of economic growth, this seriously affects corporate earnings and profits in the quarters
ahead.

An Inflation Myth

Consumer data is essential to the markets because economic activity is where corporate revenue,
profits, and earnings come from. However, before we get there, we must clear up a prevailing myth
circulating social media that comes directly from the Biden Administration.

?1f you take a look at what people have, they have the money to spend. It angers them
and angers me that you have to spend more. 1t?s like 20% less for the same price.
That?s corporate greed. That?s corporate greed. And we have got to deal with it. And
that?s what 1?m working on.? - CNN

Yes, prices have certainly gone up due to inflation. However, that wasn't the fault of corporations.
The surge in inflation directly resulted from the supply-to-demand imbalance caused by shutting
down the economy (supply) and increasing household purchasing power by sending them checks
(demand).

Since corporations' responsibility to shareholders is to remain in business, they must pass on as
much of the inflation as possible to consumers. In 2020 and 2021, corporations could pass on most
of the inflationary increase to consumers as they were willing to spend the government's money. As
inflation declines because consumers decrease spending, corporate profit growth also weakens.

Real
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If you use a two-year average of corporate profits minus inflation, we see the same. Again, when
inflation surged in 2020, corporations could pass on the bulk of the cost increases to consumers.
Today, as inflation slows due to declining demand, corporations must absorb the inflation to sell
products or services.


https://www.cnn.com/2024/05/15/business/inflation-biden-rate-fed/index.html#:~:text=In February, Biden said there,fees, greedflation, shrinkflation.?
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It is essential to understand that corporations are NOT driving inflation; the consumer is.
Corporations merely react to demand and adjust pricing and supply to maintain profitability. When
the consumer slows down, corporations cut prices to reduce supply. Such was evident in the latest
price cuts from Walmart and Target.

"Target will lower everyday regular prices on approximately 5,000 frequently shopped
items across its assortment. The retailer has just reduced prices on about 1,500 items,
with thousands more price cuts planned to take effect over the course of the summer.

John Furner, Walmart US' chief executive, said stores have already issued 7,000
rollbacks. This move is intended to boost food sales in the second half of the year and
prevent low-income consumers from trading down to Dollar Generals.

These cuts will undoubtedly impact earnings later in the year.

Earnings And Profits At Risk

As we enter the Q2 earnings season, we have seen analysts get slightly more optimistic over the

last few months as Q1 earnings beat previously lowered expectations. However, the estimates for
Q2 are dramatically lower than they were 12 months ago, even though the market is considerably
higher in price.


https://www.zerohedge.com/markets/walmart-target-unleash-price-cut-tsunami-working-poor-hit-brick-wall
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The risk to investors is ultimately the disappointment from a market priced for perfection. By the
end of 2025, Wall Street analysts expect earnings to grow to roughly $250/share. That expectation
puts the deviation of earnings from the long-term growth trend on par with the post-pandemic boom

peak and the Real Estate/Credit Bubble in 2007.
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Given the current state of consumer data and the potential for slower economic growth in the
months ahead, current Wall Street expectations seem overly optimistic. Furthermore, given the
correlation between earnings and economic growth, a more cautious outlook would seem in order.
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As we noted last week:

"For investors, the most significant risk to portfolios is not inflation but most likely
disinflation as the economy, and ultimately earnings, come under pressure in the
months ahead. Such is crucial given that expectations for earnings growth in the overall
index remain elevated, but that growth depends on just 7 stocks. In fact, since the
beginning of this bull market cycle in Q4 of 2022, there has been ZERO earnings
growth in the bottom 493 stocks of the S&P 500."

Figure 18: S&P500 vs S&P500 ex Magnificent 7 earnings growth

10% - BT%

-15%
o2 ara Qraa Q33 o3 ara

m3PX Eamings Growth  ® 3P ex Magnificent 7
Source: J.P. Morgan Equity Research, Bloomberg Finance L.P.
It is certainly possible that just seven stocks can keep the markets going. However, it seems logical

that a slowdown of economic activity could undermine even those mighty "earnings juggernauts” in
the quarters ahead.



We must pay close attention to consumer data. It will likely provide the warnings necessary to
reduce equity risk in portfolios.

How We Are Trading It

As noted last week, we maintain our bias towards equity risk, with the markets hitting all-time highs.
One important note is that all-time highs tend to beget further highs as momentum and rising
optimism fuel asset prices.

However, with markets overbought, look for short-term corrections and consolidations to add equity
exposure as needed. Indeed, many risks lie ahead, and we watch the consumer very closely. As
we noted last week, we are reducing consumer discretionary stocks specifically for this reason. The
consumer drives the economy and, ultimately, earnings. As shown in this week's commentary,
consumer weakness seems to be growing. As noted in Thursday's Daily Market Commentary:

"One repeated theme in the current earnings round is that personal consumption is
slowing down. Last month, McDonald?s, Starbucks, and many other retail-oriented
stocks fell on weak sales. This week, we are reminded again of poor sales from Target,
Lowes, and Macy?s. All three reported a decline in sales compared to last year.
Target?s sales beat estimates slightly, while its earnings per share fell short. While that
may not seem too bad, expectations for Target?s sales were already extremely meager.
Higher interest rates, economic uncertainty, high credit card balances, and other factors
have [consumers] concerned, and consumer confidence took a meaningful dip in April."

We have rebalanced our portfolios and are well-positioned for the current market environment.
However, we will continue managing exposure and risk as needed.

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

ASSETS SECTORS
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Have a great week.

Research Report
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5 ' As we discussed recently, Wall Street economists increasingly believe the
risk of recession has fal...
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S&P 500 Weekly Tear Sheet
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Dividend Yield
P/E Ratio

PI/S Ratio

P/B Ratio
ROE

ROA

S&P 500 Asset Allocation

28.74%
6.62%

1.51%
19.46
3.43
5.62
25.54%
5.97%

Current

1.27%
2419
4.07
6.41
26.56%
6.54%

1Yr%
Change

(19.08%)

19.57%
15.63%
12.22%
3.84%
8.66%

5 Year
High
2.14%
29.34
468

6.83

29.37%
6.73%

1.20%
16.68
3.04
4.33
19.17%
4.49%

(40.51%)
(17.5%)
(13.12%)
(6.22%)
(9.55%)
2.80%

6.22%
45.05%
33.82%
47.79%
38.55%
45.44%

S&P 500 Market Cap Analysis

Item

Shares
Sales
SPS
Earnings
EPS TTM
Dividend

3,765.1
118,380
314
17,791
5.5
16

12-M Ago Current

3,677.7
124,987
340
20,072

57
1.7

3 MOI’Ith SPY Price ? RIA SimpleVisor SIS KNES o Diff
540 A

Item T2-Yr T1-Yr. YTD YTDITA-YR
520 Price Return 34.41% 28.79% 11.39%  (60.44%)

Max Drawdown | (19.37%) (10.93%) (5.86%) (46.39%)
500 0.69 2.21 234 0.06
480 1.07 3.58 3.70 0.03

17.00 1140  11.39 (0.00)

460 Daily VaR-5% (8.53) 1270 1355 0.07

Mnthly VaR-5% (16.67)  (1.02 (3.04 1.96

(2.32%)
5.58%
8.09%
12.82%
3.91%
6.78%

1 Year PIE High- PIE Low PIE % DIV. TTM  Current
Sector Price PIE Syr (Mo.) 5Yr From YIELD Earnings Forward Forward PE

Return (Mo.) Peak Yield Earnings
Energy 10.81% 3.80% 98.88 (293.59) (87.1%)
Materials 18.09% 2.30% 1.14 2217 26.99 1137 (17.9%) 11.0% 1.8% 4.81% 487 19.70
Industrials 26.45% 8.58% 1.15 23.18 58.37 16.78  (60.3%) 231% 1.4% 4.39% 6.72 20.71
Discretionary | 24.01%  9.90% 1.44 28.21 7255 2469 (61.1%) 20.9% 0.8% 3.57% 560 24.90
Staples 371%  6.02% 0.57 21.80 2278 18.47 (4.3%) 27T1% 2.5% 4 66% 408 20.06
Health Care 1216% 1215% 069 23.78 2224 14.91 6.9% 19.1% 1.6% 4.50% 7.98 18.81
Financials 31.20% 1293% 1.14 16.74 21.47 1277 (22.0%) 121% 1.6% 5.84% 7.96 15.02
Technology 49.22% 30.34% 1.18 38.01 3r.27 17.89 2.0% 62.8% 0.7% 2.69% 759 28.52
Telecom 43.77% 9.27T% 0.96 23.59 28.38 1542  (16.9%) 265% 0.5% 3.91% 6.72 18.14
Utilities 9.41%  2.44% 0.71 18.83 2142 1558 (1214%) 11.1% 31% 519% 349 16.25
Real Estate 4.65% 217% 1.04 16.87 26.21 1547  (356%) T71% 3.7% 5.85% 474 16.35
Momentum Analysis

. #Days . % From % From
Item Price ;“ngi‘; 200-DMA  Since Zﬁﬂ?;:y ‘:ngi;’;: 52W  52W  Buy/Sell
Cross High Low

Large Cap 52944  385% 51597 15 261% 47587 147 11.26%  8.43%  (0.68%) 29.38% Buy
Mid Cap 544 61 197%  540.05 15 0.84% 49769 136 9.43% 851% (2.46%) 28.38% Buy
Small Cap 42 36 2 62% 41.78 16 138% 3976 126 6.54% 510%  (2.46%) 2397% Buy

Relative Performance Analysis

Last week, we noted that with most sectors and markets short-term overbought, we could see
some selling pressure next week as traders profit from the recent rally. That occurred this past
week and reduced the more extreme short-term overbought conditions. With that process not yet
complete, the market could remain somewhat range-bound next week as that process continues.
The bullish trends remain intact, and portfolios should remain near target equity weightings.
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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 84.99 out 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:The Fear/Greed Index measures risk from 0 to 100. It is a rarity that it reaches levels
above 90. The current readingeis*84.87+-0ut of a possible 100.
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Relative Sector Analysis



Sectors Analysis - Absolute and Relative Score (vs SPY)

Symbol Name Top 10 Absolute Score  Relative Score (vs SPY)  Chart

Holdings 1

Consumer

XLy
Discretionary

XLe Materials

XLE Energy

(<

XTH Transportation

Communication

-] -
~ o

XLc

Services .
xu Industrials
XL Health Care 4

XLRE Real Estate
XLF Financial
XLp Consumer Staples

p (1) Utilities

N

XLK Technology

How it works

1.00 0.75 0.20 +0.20 +0.75 +1.00
Extremly Oversold Overbought Extremly
Oversald Could be a Fair Value Could be a Overbought

good time to good time to

increase reduce

holdings holdings

Mote: scores can stay extremely overbought or oversold for a few weeks so paitence is required at times.

Most Oversold Sector Analysis

Relative Score (vs SPY)  Overbought

e rsold

0.00

-0.5

=== Oversold

Tail Length

o os

Absolute Score  Overbought —>

3 Wooks



Transportation Analysis - Absolute and Relative Score (vs SPY)
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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.

¢ "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.

As noted last week:
"It is important to note that Gold and Gold Miners are extremely deviated from long-term

means, which will lead to a deep reversal at some point. Double-digit deviations in other
markets and sectors also suggest more extreme overbought conditions. Given that



deviations from means will precede a reversion, investors should engage in regular
profit-taking and rebalancing as needed to control risk."

This past week, the sharp reversal in gold and gold miners reduced some of that more extreme
deviation. Notably, both sectors triggered short-term sell signals, suggesting a further correction is
possible. As we head into the end of the month, the more extreme overbought readings in many
markets and sectors will likely cap any rally attempt into the month's end.
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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


https://www.simplevisor.com/home
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SimpleVisor Portfolio Changes

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

May 21st

"This morning, we are selling down Nvidia (NVDA) ahead of earnings tomorrow night.
As we saw with Palo Alto Networks (PANW), good earnings, revenue, and in-line
guidance weren?t enough to satisfy Wall Street. In other words, if Nvidia crushes
earnings and estimates but fails to guide higher for the next quarter, that
disappointment could send prices lower.

Therefore, we are rebalancing the position back to model weight after a decent run in
NVDA over the last few days. Notably, we have been managing this position in recent
months. We added to it in October, rebalanced it to model weight in February, and
added back to it in April. As is always the case, while we like the position long-term, we
continue to manage portfolio risk by managing position risk."

Equity Model

¢ Rebalance Nvidia (NVDA) back to its 2% portfolio weight
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Find it in the Retirement section
of our website. Learn more

Lance Roberts, C.1.0.

Have a great week!
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