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The Wall Street Journal shared an interesting investment strategy that Research Affiliates (RA)
championed in its article, Wall Street's Trash Contains Buried Treasure. Going by the index name
NIXT, the strategy is designed to focus on a market inefficiency resulting from the overwhelming
popularity of passive investment strategies. The NIXT index is simple: it buys stocks that have
been kicked out of the indexes. RA claims investors would have earned 74x on their money since
1991 following the strategy. Per the article:

The basic idea isn?t revolutionary: Plenty of hedge funds make money, or try to, by
buying stocks that are about to enter a widely held index such as the S&P 500 and
selling short those about to leave. They know that there will be forced buyers and
sellers who don?t care about the price. Instead of a speculative one-night stand with
those stocks, though, NIXT includes them after they have been dumped. And, while not
being wedded to those losers forever, it dates them for five years?an eternity for fast-
money types. The surprising thing is how long the good performance lasts.

When stocks are added to an index, passive investors of the said index, by default, have to buy
those stocks. Conversely, when a stock is removed, they must sell the stock. Not surprisingly,
stocks taken out of indexes tend to be smaller and cheaper than most other stocks in the index.
The article notes that between 1991 and 2022, stocks removed from indexes traded at a 26% P/E
discount to the S&P 500 P/E. There is a catch with the NIXT model. The strategy can only afford a
limited number of investments before the benefit of buying seemingly cheap stocks fades. The
graph below, courtesy of RA and the WSJ, shows the average performance of NIXT index holdings
in the year before being removed from its index and the five years following.


https://www.wsj.com/finance/stocks/wall-streets-trash-contains-buried-treasure-b22ad00d
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What To Watch Today

Earnings

Economy

Time Symbeol Company Name Market Cap~ Eins;i?_llgouarter ?:r';ii:?us EPS® #0OfEsts Iﬁ::"::;;ie Ié;sst'\'ears
&) csco Cisco Systems, Inc. $180,732,630,851 Juli2024 5070 8 8/16/2023 101
0 UBS UBS AG $99,059,800,000 Jun/2024 $012 1 8/31/2023 5188
) CAH Cardinal Health, Inc. $24,517,449,388 Jun/2024 §172 7 8/15/2023 3155
o FFGC Efjf_:’g?nz”m Food GrouP  o40506,473148 Jun/2024 £135 8 8/16/2023 5114
I ESLT Elbit Systems Ltd. $8,334,252,000 Jun/2024 $177 1 8/15/2023 5157
&) BRFS BRF S.A, $6731410,828  Jun/2024 $0.07 2 B/14/2023 ($0.10)
i GLBE Global-E Online Ltd. $5,468,861422  Jun/2024 ($016) 5 8/08/2023 (80.22)
o CAE CAE Inc $5,237,363,469  Jun/2024 5015 10 8/09/2023 5018
) ASTS AST SpaceMatile, Inc. $5,081,098,665 Jun/2024 ($013) 1 B/14/2023 (50.24)
o IcL ICL Group Ltd. $4,993,206,276  Jun/2024 5009 3 8/08/2023 5013
&) CSAN Cosan S.A. $4,582125800 Jun/2024 NIA 8/14/2023 5007
2) STNE StoneCo Ltd. $3,972,918233  Jun/2024 $034 3 8/16/2023 3019
i) EAT Brinker International, Inc.  $3,044,830,915  Jun/2024 $165 ] 8/16/2023 5139
gl LITE Lumenturn Holdings Inc. £3,037,944000 Jun/2024 {$0.31) 7 BM7/2023 5012
o) TED ;falicc?:r?r 321‘;’;:”;"’ As_m T $3036700,094 Jun/2024 NIA §/09/2023 3010
) IFs Intercorp Financial Services ¢ 603,275,427 Jun/2024 5056 2 B/10/2023 5077
2) ARDT Ardent Health Partners, Inc.  $2,273738,480  Jun/2024 4 NiA NIA
&) DLO DLocal Limited $2,225857,320  Jun/2024 5008 3 8/15/2023 5015
&) PYCR Paycor HCM, Inc. $2168817306  Jun/2024 5002 7 8/16/2023 ($0.01)


https://realinvestmentadvice.com/wp-content/uploads/2024/08/nixt-performance.png

Time Event Impact Actual D-:—.-o Consensus Previous

WEDNESDAY, AUGUST 14

11:00 MEUSD MBA Mortgage Applications (Aug 9) - - - 6.9%
12:30 BE USD Consumer Price Index (MoM) (Jul) | ] 0.2% -0.1%
12:30 MEUSD Consumer Price Index (YoY) (Jul) | 2.9% 3%
12:30 MEUSD Consumer Price Index Core s.a (Jul) - 318.35
12:30 MEUSD Consumer Price Index ex Food & Energy (MoM) (Jul) | 0.2% 0.1%
12:30 MEUSD Consumer Price Index ex Food & Energy (YoY) (Jul) | 3.2% 3.3%
12:30 MEUSD Consumer Price Index n.s.a (MoM) (Jul) - - - 314175
14:30 MEUSD EIA Crude Oil Stocks Chang -2M -3.728M

Market Trading Update

As noted yesterday,sthe market rally continues, and we are approaching a short-term MACDbuy
signal."sWhile we are likely not done with the current correction process, one aspect that will provide
support to the market in the near term is share buybacks.

With the Q2 earnings season behind us, the "blackout" window for buybacks is now mostly
reopened.
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Those buybacks are important because they continue to provide a bulk of the net purchases of
equities in the open market. It was also a very active week for new repurchase authorizations, with
38 new programs authorized for $15.1 Billion.


https://realinvestmentadvice.com/newsletter-writers-freaked-out-last-week/
https://realinvestmentadvice.com/newsletter-writers-freaked-out-last-week/

Value

8/ MCK 4,000.00
8/ IS 3,000.00
[DR__| 10000
RL 1,000.00
XN 750.00
HSIC 500.00

Mumhy Oil Comp MUR 500.00
Snap-on Inc SNA 500.00
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Importantly, as | noted in yesterday's blog post, there is a high correlation between the annual
change in buybacks and the market.

Annual % Change In Share Buybacks Vs S&P 500 ﬁﬁ%‘s tment
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The coming surge of buybacks will be an essential support for stocks in the near term. Such is
particularly the case given the low liquidity of the overall market. As noted by Goldman Sachs:

"S&P 500 top book liquidity is currently at $5M. This is down from $26M in July. This is
a decline in the worlds equity liquidity instrument of-80% in the last 3 weeks. Top book
liquidity hit $3M on Monday, the lowest level since March 2023 (15 months). ETFs
represented 43% of the overall market volume on Monday compared to 29% YTD."


https://realinvestmentadvice.com/are-mega-caps-about-to-be-a-mega-buy/

S&P 500 E-mini Top of Book Depth

While there are certainly some concerns over the recent market decline, buybacks will substantially
support the market in the near term heading into the October blackout period. Such sets October
as a likely "flash point" for volatility heading into the Presidential election.

JLS R The most important things you
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NFIB Improves - Trump Bump?

The NFIB small business survey was much better than expected, jumping to 93.8 versus 91.5 a
month ago. As shown in the first graph below, the improvement is positive, but the level is still well
below normal. However, the readings within the survey results are not as optimistic as the
headline. For example, economic uncertainty has risen to levels last seen in 2020. Moreover, a net
16% of those surveyed saw a decline in sales over the past three months. That is about four points
worse than last month.

Two factors may explain the strong headline result and weak underlying data.

First, the bump in confidence aligns with a surge in Donald Trump's polling numbers following the
assassination attempt. Small business owners tend to favor the Republican party. Thus, confidence
that Trump appeared to be a lock for president was running high. Furthermore, consider the bump
primarily occurred in the "soft" indicators, as shown in the fourth graph. These include
expectations. Based on current earnings, hiring plans, and capital expenditures, the hard results
did not jump nearly as much. With the presidential race seemingly back to even, next month's
results will help us appreciate if the positive result was a "Trump Bump."

The second factor boosting optimism is interest rates. Many small businesses are heavily indebted
and often find it harder to get credit. Thus, expectations for lower interest rates and easier credit


https://tinyurl.com/BBR-2023

conditions should also create optimism for some small business owners.

OVERVIEW - SMALL BUSINESS OPTIMISM
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OPTIMISM INDEX
Based on Ten Survey Indicators
(Seasonally Adjusted 1986=100)
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2019 101.2 101.7 101.8 103.5 105.0 103.3 104.7 103.1 101.8 1024 104.7 1027
2020 104.3 1045 964 909 944 1006 988 100.2 104.0 104.0 1014 959
2021 950 958 982 998 996 1025 997 1001 99.1 982 984 989
2022 971 957 932 932 931 895 899 918 921 913 919 898
2023 903 909 901 890 894 910 919 913 908 90.7 906 919
2024 899 894 885 897 905 915 0937


https://realinvestmentadvice.com/wp-content/uploads/2024/08/nfib-small-business.jpg

SMALL BUSINESS UNCERTAINTY

UNCERTAINTY INDEX

Sum of “Don’'t Know” & “Uncertain” Answers on 6 Questions
(Seasonally Adjusted 1986=100)
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UNCERTAINTY INDEX

Sum of “Don’t Know” & “Uncertain” Answers on 6 Questions
(Seasonally Adjusted 1986=100)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2019 86 85 79 78 79 87 76 80 82 78 72 80

2020 81 80 92 75 82 81 88 90 92 98 90 82

2021 80 75 81 80 79 83 76 69 74 67 63 72

2022 71 73 63 69 59 55 67 74 72 72 68 71

2023 76 71 74 72 71 76 80 77 79 76 65 71

2024 73 76 77 78 85 82 90


https://realinvestmentadvice.com/wp-content/uploads/2024/08/nfib-unceartanty.jpg

SMALL BUSINESS SALES

Actual (Prior Three Months) and Expected (Next Three Months)

SALES
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ACTUAL SALES CHANGES
Net Percent (“"Higher” Minus “Lower”) Last Three Months
Compared to Prior Three Months
(Seasonally Adjusted)
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2019 4 -1 5 9 9 7 7 6 2 4 12 9
2020 7 5 8 11 -19 -31 28 -15 -6 6 5 -2
2021 -7 2 -6 7 9 5 0 3 -4 -2 1
2022 2 0 4 3 1 -2 -5 -8 -5 -8 -7 -8
2023 -4 -6 -6 -9 -8 -10 13 -14 -8 17 -17 -1
2024 11 -13 -10 138 -14 -12 -16


https://realinvestmentadvice.com/wp-content/uploads/2024/08/sales-nfib.jpg

OPTIMISM INDEX COMPONENTS

Hard: Job Creation Plans, Job Openings, Inventory Plans, Earnings, Capital Expenditure Plans

Soft: Expected Business Conditions, Outlook for Expansion, Expected Real Sales, Expected
Credit Conditions, Inventory Satisfaction

Percent

PPI Cools

PPl came in lower than expected across the board. The headline monthly figure rose 0.1%, a tenth
below expectations. Core PPl was 0.0%, which brought down the year-over-year core PPI from 3%
to 2.4%. Assuming today's CPI print is tame, the case for a September rate cut strengthens. The
graph below shows that the PPI would likely have been slightly negative without energy prices. The
Tweet of the day shows corporations are having a much more difficult time passing on inflation to
their customers. Ergo, profit margins, and, ultimately, earnings are at risk for some companies.

Contributions to US Producer Price Index (PPI) Final Dem.. Latest Release 08/13/24 08:30 Next Release 09/12/24 08:30
PPI Final Demand Calculated by Bloomberg using data from the Bureau of Labor Statistics (BLS)

H PPI Final Demand 0.098 M Core PPI -0.048 Construction 0.021 Foods 0.034 Energy 0.105
B Goods Less Foods And Energy 0.046 Services -0.108
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Tweet of the Day


https://realinvestmentadvice.com/wp-content/uploads/2024/08/nfib-soft-vs-hard-components.jpg
https://realinvestmentadvice.com/wp-content/uploads/2024/08/ppi-contributions.jpg

a' Liz Young Thomas £ @LizThomasStrat - 22m
The PPI Trade Services m/m print was the 2nd lowest on record. This
attempts to measure wholesale and retail margins, suggesting a meaningful

decline in profits. More of this would not bode well for earnings in coming
quarters.

M Us PPI Final Demand Trade

?Want to achieve 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.


https://realinvestmentadvice.com/wp-content/uploads/2024/08/ppi-trade-services.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

