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Inflation Surge Pushes Fed To Hike Rates Faster

In this 01-14-22 issue of "Inflation Surge Pushes Fed To Hike Rates Faster."

e Market Struggles With Inflation Surge
e The Fed Is Getting Aggressive

e Portfolio Positioning

e Sector & Market Analysis

Follow Us On: Twitter, Facebook, Linked-In, Sound Cloud, Seeking Alpha

Is It Time To Get 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.

Schedule your "FREE" portfolio review today.

Need a plan to protect your hard earned . your

savings from the next bear market? consultation today

Market Struggles With Inflation Surge

Last week, we started our discussion by reviewing the market's failure at previous resistance.

"However, as shown, the market is overbought, pushing into heavy bull-trend
resistance, and is nearly 10% above its 200-dma. Notably, the upper trend line
repeatedly provided resistance against the advance, while the lower trend line provided
that support. In September, that changed with the lower support giving way, and is now
providing another resistance level to the advance.”

Chart updated through Friday.
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Notably, despite the market's failure to hold previous gains, it successfully retested and
held the lower trend line. However, sell signals remain in place and have not yet reached more
oversold levels. The concern remains the Fed's more aggressive stance to battling the inflation
surge, which hit 7% annualized this past month.

We will discuss the latter point more in a moment.

However, starting next week, we will enter into "earnings season," which should remain supportive
of stocks in the near term. The big question will be whether companies have successfully
passed on higher input prices, wages, and benefit costs to consumers. Therefore, profit
margins will be the thing to watch and corporate outlooks for the rest of the year.

With corporate net profit margins at records, fueled by $5 Trillion in stimulus, there is likely a
substantial risk of disappointment in the quarters ahead.
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Figure 5: US margins are higher today than at
similar points in previous tightening cycles
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Earnings Have Likely Peaked

Wall Street estimates for 2022 remain exceedingly high. Interestingly, most Wall Street analysts
view 2022 as an ongoing economic recovery. Such is interesting considering the recovery from
the 2020 pandemic was anything but a normal post-recessionary recovery.

There are several reasons why we believe we could see corporate earnings could contract more
than expected. The first, as shown below, is the retraction of liquidity. While more than $5 trillion of
fiscal liquidity pulled forward a massive level of demand, creating supply shortages, that liquidity
will continue to reverse.
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Exhibit 3: Even if Congress passes fiscal legislation it won't change the fiscal retrenchment underway
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Secondly, the inflation surge will have a two-pronged effect on earnings as input costs continue to
erode profits along with slowing demand as consumers retrench due to higher living costs. Such is
particularly the case with surging energy and transportation costs which increase
production costs for companiesand costs of living for consumers.
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Lastly, earnings growth has likely peaked following the economic shutdown that crashed revenues.
Fueled by the massive liquidity surge, recovery in earnings will revert to norms as economic growth
slows. A good proxy for the reversion in earnings is the high correlation to our broad economic
composite index.
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Not surprisingly, and as suggested previously, estimates have already started to soften.

Figure 15: The consensus sees S&P 500 EPS declining sharply on,a. seasonally

adjusted basis
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Given that the flood of liquidity created an artificial increase in economic activity, reversing
to more historical norms should not be a surprise.

Such will be problematic for investors trying to justify overpaying for valuations when inflation and
interest rates rise.

"The most expensive 10% of companies in the market had seen their multiples explode
from 8x price to sales to 32x." - Kailash Concepts
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Multiple Expansion: A Tale of Two Markets

Price-to-Sales Multiple by Decile: 2010 vs. Today
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The Fed Is Getting Aggressive

As noted, the Fed is becoming considerably more aggressive now that CPI is running at 7%
annually. Last Tuesday, the following headlines hit the tape.

e BOSTIC SAYS FED COULD EASILY PULL $1.5 TRILLION OF ?EXCESS LIQUIDITY?
FROM FINANCIAL SYSTEM, THEN WATCH MARKET REACTION FOR FURTHER
BALANCE SHEET REDUCTIONS.

e MESTER: ABLE TO LET BAL SHEET TO RUN DOWN FASTER THAN LAST TIME.

e POWELL: WE EXPECT TO ALLOW BALANCE-SHEET RUNOFF LATER IN 2022.

e POWELL: BALANCE SHEET IS FAR ABOVE WHERE IT NEEDS TO BE.

With Jerome Powell and two other Fed members heavily hinting that not only is balance sheet
reduction (QT) likely, but the Fed may do so at a much faster pace than market participants are
expecting. Of course, with Fed Funds at zero and the inflation surge at 7%, the Fed is
considerably "behind the curve" in terms of monetary policy.
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However, while the Fed should be aggressively tapering their balance and hiking rates, in
reality, they are not. As shown below, the weekly changes to the balance sheet continue to
remain positive.
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Such suggests that the Fed is talking a "mean game" to the markets. Likely they are hoping the
inflation surge will slow without taking substantial action that would create financial
instability. Moreover, with the mid-term elections rapidly approaching and the President polling
very poor even among Democrats, the risk of losing both Congressional houses is high. A cratering
stock market would ensure a change of control.

If the Fed aggressively moves to combat inflation, the risk of a market correction increases.
On the other hand, if they support the financial markets, inflation robs the poor of their
incomes.
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Such is the perfect receipt for a policy mistake.
A Policy Mistake In The Making

As noted, the Fed is in a tough spot. While they should be aggressively tightening policy, they are
also aware of the ramifications of losing market stability. As shown, the massive spread between
input and consumer prices suggests corporations cannot pass along inflation entirely. Such means
we could see a contraction in profit margins in the quarters ahead.
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Furthermore, the surge in inflation erodes consumer confidence. As prices rise, so does the cost of
living for the average American struggling to make ends meet.
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That loss of confidence quickly translates into lost sales (demand reduction). Consider that retail
sales comprise roughly 40% of PCE, which is approximately 70% of GDP. The decline in retail
sales suggests weaker economic growth ahead.
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If the Fed raises rates to break the inflation surge, such also retards economic growth. Higher rates
historically equate to more negative market outcomes. Such is particularly true when valuations
become elevated and low rates support the bullish thesis.
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The most significant risk to investors is the Fed's ability to "jawbone" the markets to
maintain financial stability when reversing monetary accommodation. Such is the same
environment we saw in 2018 where the Fed uttered the words "we are nowhere close to the neutral
rate."

Two months later, and 20% lower in the markets, Jerome Powell discovered he had
magically reached the "neutral rate" and needed to ease off on monetary tightening.
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Of course, in 2018, Powell didn't have 7% inflation to deal with.

This time could indeed be different.

RIA PFO Analysis, research, 30 DAY

portfolio models & more.  TRIAL OFFER

Portfolio Update

Last week, we touched on the "instability of stability” and why we should be mindful of the risk in
our portfolios. Over the previous two weeks, the rise in market volatility has undoubtedly raised
concerns. Unfortunately, high-beta, over-valued, fundamentally weak companies continue to suffer
the brunt of the selling, and really few companies are immune to bouts of selling pressure.

Last week, we sold our S&P index trading position. Such raised cash in portfolios. We also
made minor changes to our bond portfolio to extend our duration as yields rise and are now
extremely overbought. This week, we again added to our bond holdings to increase our duration,

further moving us toward our target allocations. (Target Model Weights: 60% stocks / 40% bonds
and cash.)
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Over the next couple of weeks, we will continue to utilize rallies to reduce high beta stocks in our
portfolio and increase exposure to our value-based holdings. These changes will be gradual until
volatility declines and the market establishes a new base.

As Michael Lebowitz concluded in his recent 2022 Market Outlook:

"If we learned anything from 2020, the future is far from certain. Not only should we
expect the unexpected, but the market reactions to the unexpected may be vastly
different than what many assume.

Navigating 2021 in hindsight was easy. However, a year ago, the outlook was daunting.
No doubt 2022 will offer us both risk and rewards. Limiting risks and reaping the
rewards will help traverse what offers to be another tricky year.

Maybe, more importantly, relying on trusted economic and market models and
not letting psychological biases hinder investment decisions may prove to be the
best advice we can offer.”

With that, | agree.

Market & Sector Analysis

S&P 500 Tear Sheet
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Relative Performance Analysis
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Technical Composite

The technical overbought/sold gauge comprises several price indicators (RSI, Williams %R, etc.),
measured using "weekly" closing price data. Readings above "80" are considered overbought, and
below "20" are oversold. The current reading is 69.34 out of a possible 100.
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Portfolio Positioning ?Fear / Greed? Gauge

Our "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, to 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 0-100. It is a rarity that it reaches levels
above 90. The current reading is 76.58 out of a possible 100.
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~Weekly Greed/Fear Gauge = S&P 500 INDEX

Sector Model Analysis & Risk Ranges

How To Read This Table

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


https://realinvestment.wpenginepowered.com/wp-content/uploads/2022/01/Fear-Greed-Gauge.png

¢ ?MA XVER? is determined by whether the short-term weekly moving average crosses
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 Table shows the price deviation above and below the weekly moving averages.

RELATIVE PERFORMANCE

Ticker ETF MAME 1 Wl 2 Ve A LC H Low i
ISHARS-SPEDD 4BE.TE . | BULLISH
X8 SPDR-MATLS SELS 380 BULLISH

e SPDR-COMM SV 55 TE5E BEARISH
ELE SPDR-EGY SELS 6451 BULLISH
XLF SPDR.-FINL SELS 4083 BULLISH
ALK SPDR-TECH SELS 165.76 BULLISH
X SPDRJNDU SELS 10585 BULLISH
XL SPDR-CONS STPL 703 BULLISH
XLRE SPDR-RE SELS “@n BULLISH
X SPDRUTIL SELS 89,40 BULLISH
v SPDR-HLTH CR 13407 BULLISH
Y SPDR-CONS DISCR 190.52 BULLISH
XN SPDR-SP TRANSPT 90.59 BULLISH
soY SPDR.SP DIV ETF 13068 BULLISH
RSP NVS-SPS EQ ETF 161.58 —
SLY SPDR-SPS SC L BULLISH
Moy SPDR-SF MC 400 50671 BULLISH
EEM ISHARS-EMG MKT 5011 BEARISH

EFA ISHARS-EAFE r8.00

AU ISHARS-GOLD TR 454 on (1.4T} un MR un 012
GOX VANECK-GOLD MNR 087 i1.62) a4 e 203 orz

wup INVS-D8 Uss BU %50 .38 (289 .10 e 2558 .12 w6 012

BEARISH
 BEARISH
. BEARISH
- BULLISH

BOND FIMCO-TOT RETRN 107.81 o0 s 109.49 11049 09.41 I
nr ISHARS-20+YTE a0 0aE

BEARISH
BULLISH

e s mcmes i aegmoweomow o
% RIA simplevisor RISK RANGE REPORT T oo nvestment Asvce

Weekly Stock Screens

Each week we will provide three different stock screens generated from SimpleVisor: (RIAPro.net
subscribers use your current credentials to log in.)

This week we are scanning for the Top 20:

¢ Relative Strength Stocks
e Momentum Stocks
e Technically Strong With Strong Fundamentals

These screens generate portfolio ideas and serve as the starting point for further research.

(Click Images To Enlarge)

RSI Screen


https://realinvestment.wpenginepowered.com/wp-content/uploads/2022/01/Risk-Reward-Ranges-011522.png
https://realinvestment.wpenginepowered.com/the-countdown-to-the-next-bear-market/

Scan Res

0 itemd(s) found Overview Technicals Fundamentals Performan

symbol | 7 Trend T, Last 7| RSI T, 20SMA 7, 50SMA 1| 100SMA 1| MohanramScore@ 1| PiotroskiScore@ 1| SVRank@ 1| Yield% f| MACD 1|

|~ amD gno  $13658 4208 $141.49 $144.57 $127.00 [4] 2] % 222
l= apa 1010w $3327  68.00 $27.97 $27.63 $25.04 6] B 0.95% 139
L= eF 010w §66.46 4412 $69.48 $65.08 $59.34 [ 4] a 1] 203% 0.97
|~ ema N0 $10082 7538 $90.06 $87.90 $8359 3] a B 3.28% 3.44
|~ cop 1010 $s671 7250 $7516 $73.58 $69.74 8 3] 2.48% 297
| pwN 1wnoe  $5031 6747 $44.97 $43.50 $3875 6] B (3] 110% 207
|l eoc 1010  $10582 7120 $9211 $9078 $8535 7] 2] B 1.84% 3.49
L= ¢ 1040wk $2517 7273 $21.96 $20.65 $17.52 (5] 9] 2] % 134
| FanG oo $12928  66.04 $112.86 $710.60 $102.00 8 8] B 165% 4.46
| kEY o $2695 7731 $2415 $23.65 $2272 4] (6] (3] 3.21% 093
|l Lyv oo $1477 4854 $ns.82 511276 $103.25 3] 5] % 140
|~ MrO 10/10 vl $19.43 6661 $16.86 $16.41 $1517 a B 124% 0.70
l-» mTB wnovk  $18479 8109 $160.95 $15713 15158 6] B 291% 7.4
| NvDA anovk  s26831 3910 $287.26 $299.31 $260.74 o 6] [ 1] 0.07% -6
| pxp 070w $21555 7593 $188.01 $184.30 $176.86 8 8 7% 631
= seNY wnov  $36452 6905 $332.75 $324.02 $30131 [5) 8 0.73% 13.39
| seHw 10/10 vlr $9521  69.71 $87.32 $83.43 $79.61 (6] 1] 0.89% 316
|~ TsLa wnovk $104759 4754 $1,047.95 $1,06717 $94317 n B % 9.74
l xunx 9o $19793 3935 $206.92 $210.23 $18167 — 3] % 3.85
|~ zion 1010w §7061  68.32 $65.03 $64.82 $62.40 8 [6) 8 2.45% 179
Showing 1to 20 of 20 entries - FLUNRNS

Momentum Screen

Scan Result: 20

(s) found Overview Technicals Fundamentals Performance

Symbol 1] 7 Trend [l Last 7| RSl | 20SMA {| S0SMA {| 100SMA f| MohanramsScore® | PiotroskiScore® 1| SVRank@ 7| Yield% 7| MACD il

l= amp onowk  $32808 6838 $30861  $30368 $289.94 8 7] 2] 1.56% 748
lﬂ BKNG 710 wh $2,45083 60.29 $2,384.68 $2,34567 $2,364.51 a a B % 43.0
lﬂ BRK-B 810 y $32367 79.55 $304.58 $29268 $287.20 -_— - -— % 8.48
| caT o $22897 7208 $2m.24 $206.32 $203.72 a 9] B 2.23% 579
[ ema 1010 s $101.04 7538 290.06 $8790 $8359 B a n 3.28% 344
lﬂ DE 6/10 e §$379.70 66.68 $35867 $35595 $35303 n a B 1.26% )
Ii DFS 8/10 e $127.47 70.49 $NM9.38 $N6.67 $120.80 a ﬂ B 1.55% 3.47
|~ eos w0 $10599 N20 $92n $90.78 $85.35 B B 1.84% 3.49
| FaNG w00 §12922 6604 $112.86 $110.60 $102.00 a8 B (3] 1.65% 446
| HES 10/10 v $0191 7018 $791 $7927 $7878 5] B (3] 1% 225
= M1 10/10 e $18492 8109 $160.95 $15713 $15158 a a 2.91% 7.4
l= noc 7o 340381 6484 $388.14 $37174 $37097 4] 8 4] 159% 7.83
|= nTRS gnow  $13300 7508 $122.85 $12165 $118.62 B 8 B 2.32% 335
l=» pH 6/l  $32664 5961 $315.98 $317.73 $305.25 a 9] B 138% 314
l= pNe 9ok $22249 7252 $20835  $20506 $20154 - — B 2.51% 6.45
|l psx 10/0W  sesas 7792 §76.52 $74.69 $74.24 — (4] B 4.48% 3.46
l-= Pxo 10/10v  $21563 7593 $188.01 $184.30 $176.86 a8 7% 631
== sBNY 1010  $36468 6905 $332.75 $324.02 $301.31 2] 5] 073% 13.39
|- sive gow  s70372 5217 $691.75 $710.48 $676.62 il B (3] % 766
| ToG 60w $54640 6012 $62959  $624.00 $624.71 a B 5] % 163
Showing 1to 20 of 20 entries 0w

Technical & Fundamental Strength Screen


https://realinvestment.wpenginepowered.com/wp-content/uploads/2022/01/Screen-Strongest-RSI.png
https://realinvestment.wpenginepowered.com/wp-content/uploads/2022/01/Screen-Strongest-Momentum.png

Overview Technicals Fundamentals Performance

symbol 1| V Trend 7| Last 7| RSI 7| 20SMA 1| SOSMA T/ 100SMA 1| Mohanram Score(® | Piotroski Score I SVRank@ | Yield% 1| MACD 1|
| cTRA 0/10vs  $2220 5956 $2033 $20.55 $2013 a (o] 8 216% 0.39
[ su 010w $2829 7217 $25.45 $25.22 $2317 (6] (9] 8 282% 0.87
L= 1MKTA 9fove  $8035 4293 $8679 $82.02 $74.45 g B - 098% 056
|~ epc onovk  $5150 7583 §46.43 $43.84 $40.68 a o] 8 1.71% 164
l> wrs snove 38556 6672 $8222 $8114 78.40 B a 0.67% 1.35
l= omc o $795 7179 $74.51 $7113 $72.02 a B a 366% 201
|~ BAP 010 $14493 7795 $126.30 $122.31 $119.26 ] 8 8 089% 589
l-» EOG 1010 $10599 7120 s921 $90.78 $8535 7] B 8 184% 349
| eLse oo $622 5163 $6.20 $5.92 $5.56 (6] (&) — % 0.09
| Eanr 1010 52933 6263 $27.30 $26.42 $25.40 a a - 219% 0.47
= ExTR w0 $1426 4866 $14.91 $13.63 $1.90 ﬂ E — % 0.26
l= 167 wnov  §2798 4970 $2809 $28.07 $26.53 a (8] - % 0.36
li MTEX 10110 s $38.00 55.62 $3805 £3759 £36.25 B B - 2.26% 020
l-= PeR oo $1258 6971 $1.07 $10.61 $10.53 a (&) — 560% 0.29
I~ rick oo $85.01 6.7 $78.48 $72.36 $70.45 a 8] — 0.23% 5.25
== v /10 $2878 6708 $2817 $26.99 $25.20 a (8] - 32% 0.85
== oNEW 1o/10M  §5549 5224 $5515 $52.91 $4715 a 8] 1] % 0.99
= usak a0 $2063 59.05 $19.55 $19.86 $17.92 E B n % 0.29
l= cien o104 $7153 4859 $75.24 $67.98 $60.85 a (8] 8 % 154
|~ cna 1010 $5206 8162 $43.27 $42.28 $39.76 a a 8 353% 2.09
|~ pvN 0/10v  $5046  67.47 $44.97 $43.50 $38.75 (6] B 8 110% 207
l» Fex /0 $4416 6591 $4126 $39.48 $37.41 (6] 8] 8 0.78% 13
|l pTsi /oW $7226 5563 $68.44 $68.72 $56.97 a (8] 8 % 052
|- sFm gnods  $2929 5663 $2912 $2713 $25.02 a a 8 2 on
= amx g0k §2044 5710 $2066 $1913 $12.63 a a a 2.21% 039
l= NTAR anovs  §9527 6275 $91.71 $90.29 $90.07 7] (8] 8 212% 137
Ii MTRN 810 oy £89.35 48.74 $9016 $90.00 $80.66 E E n 0.67% 0.69
l-= NaTR gnode  $B62 6427 $18.54 $18.03 $16.86 a 8 - % 0.27
| BJ gnod  $6079 4859 $65.27 $6518 $61.36 6] 5] (1] % 0.04
|~ paG 8o  $10414 5226 $104.50 $104.67 $101.84 a 8 (1] 174% on
| EMN ghos $12782 6798 $12010 $15.39 smn a (&) 8 257% 2 51
| Forr snov 35633  46.43 $58.27 §$57.98 $53.73 a (5] 8 % 022
l» NEXA gnove  $883 6454 $817 3817 $8.41 6] B B 2.54% 0.20
l= wrcF 7o $1534 5406 $15.09 $14.39 $13.76 (8] - % 017
| epc 70 $13781 5625 $137.52 $135.30 $1301 a (8] a 256% 137
[ Lka 7ok $5674 4729 $58.03 $57.78 $5515 (8] 2] % o8
|- ALy 7nove  §10770 6260 $10264 $101.82 $95.87 a 8 260% 185
= csco ok $6144 5457 $61.87 $58.72 $57.56 B B 2.68% 0.87
| wrs 70w 18820 4512 $189.54 $194.57 $184.64 (8] a 059% 1.08
l== cpHe 7o §1741 5361 $17.39 $16.99 $16.62 a (&) — % 0.09

Showing 1to 40 of 94 entries n 3 3 3 4D s

SimpleVisor Portfolio Changes

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

"After having previously reduced our holdings in TLT, the recent decline in bond prices
has now pushed TLT to more extreme oversold levels. Importantly, when the Fed
begins its rate hikes and tapering program, historically rates fall as the markets enter
into a ?risk-off? mode. To capitalize on that trade we are using the recent decline in
bond prices to increase our duration in the portfolio as a hedge against our long-equity
positions." - 01-13-22

e Add 1% of the portfolio to TLT increasing total weighting to 8%.



https://realinvestment.wpenginepowered.com/wp-content/uploads/2022/01/Screen-Techmical-Fundamental.png
https://simplevisor.com/

Find it in the Retirement section
of our website. Find It Here

Lance Roberts, CIO

Have a great week!


https://realinvestment.wpenginepowered.com/retirement/participant-solutions/#401k-Plan-Manager

