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There was a lot of chatter this past week about the most recent oil price inflation and interest rates.
This week, we will dig into higher oil prices, inflation, and the link between interest rates and the
economy. However, before we delve into that topic, it was a sloppy first week of trading to start
September.

The market sold off decently over the last week, retesting the rising trend line and holding the 50-
DMA. The more extreme overbought condition is about halfway through a corrective cycle,
suggesting we could see further "sloppy" trading next week. With the market holding within a
consolidation range, a breakout to the upside should confirm the start of the seasonal strong
trading period into year-end.
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As shown, the July through October periods tend to trade sideways in pre-election years with a
stronger year-end push as portfolio managers window-dress portfolios into year-end. This year, the
market has tracked fairly closely to the historical norms and should continue into year-end, given
no significant financial or economic upheaval.
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We continue to suggest remaining allocated to the equity market for now. However, we recommend
using short-term rallies to rebalance equity risks and overall allocations accordingly. While there is
no evidence of a more severe market correction on the near-term horizon, such does not mean it
can't happen. As we get into 2024, the odds of a more meaningful contraction rise as the risk of
economic recession grows. Continue to manage risk accordingly.

Now, about those rising oil prices.
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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

: > Schedule your
savings from the next bear market? Gorieutation loday

Oil Price, Inflation, And The Link To Interest Rates

Last week, oil prices surged, sparking inflation fears as Russia and OPEC extended current
production cuts. However, as is always the case, it is important to keep price movements in
context. As shown in the chart below, oil prices had become oversold in August following the
decline from the previous peak. Notably, oil prices are now back to more overbought levels where
price corrections previously occurred. While there is much arm-waving and hand-wringing about
the current oil price inflation, oil remains in a broad trading range from 2022.

While oil price inflation is certainly a worry, as it increases the burden on individuals, is the recent
rise in oil prices warning of a surge in inflation? With the Federal Reserve recently suggesting its
inflation battle is not yet won, what does that suggest for higher rates? Lastly, what about the
impact of oil price inflation on the economy?

These are good questions we will explore. Let's start with the linkage between oil prices and
inflation.

Let's take a look at what makes up the inflation index.
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Eight Components Of CPI - YoY % Change

Core CPI

2.60%

2.504%

3.33%

4.86%

Name Weight 32023 4172023 5172023 6172023 1172023
Food & Beverage 14.38% 23.25% 21.12% 18.70% 16.14% 13.72%)
Housing 44.38% 21.94% 20.97% 19.27% 17.97% 17.66%
Apparel 2.48% 3.05% 3.58% 3.40% 2.93% 3.04%
Transportation 16.74% -3.42% 0.19% -5.53% -13.99% -1.96%
Medical Care 8.11% 7.06% 4. 70% 2.93% 0.28% -3.86%
Recreation 5.39% 5.27% 5.50% 4.94% 4.64% 4.32%
Education & Communication 5.85% 1.00% 1.22% 1.08% 0.55% 0.75%
Other Goods & Services 2.68% 29.27% 32.03% 32.55% 31.07% 29.72%
Energ -20.14% -15.65% -35.78% -55.30% -39.54%
Headline CPI 4.99% 4.96% 4.13% 3.09%

Notice that "Food & Beverage,” "Housing," "Transportation,” and "Medical Care" are the most
significant weights in the CPI calculation. While Energy is included and makes up about 7% of the
total CPI calculation, it is excluded, along with food, in the core inflation calculation. While oil price
inflation does negatively impact consumers, it is excluded by the Federal Reserve for monetary
policy decisions. The chart below compares oil prices to the core inflation rate.

Oil Prices Vs Core Inflation
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As you will notice, since 1980, there has been a very low correlation between oil prices and core
inflation. Michael Lebowitz commented on that this past week.

"While such a correlation between crude and inflation expectations is the norm, the
correlation between CPI and crude is less robust. As we show below, crude oil prices
have much less of an impact on inflation than traders expect. The first graph below
shows the strong relationship between crude oil and 5-year inflation expectations. The
second graph shows the relationship is strong when inflation is low, but it vanishes
when CPI is above the Fed?s 2% target, as we have today."
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However, a critical aspect of surging oil prices is essential: its impact on economic outcomes.

Oil Price Inflation And Economic Outcomes

Oil spikes have historically negatively impacted economic outcomes. As the chart below shows, oll
spikes typically are short-lived due to some exogenous geopolitical event. However, as was the
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case from 2003-2008, fundamental concerns, in this case, the fear of "peak oil," can lead to more
extended periods of higher prices.

The chart shows the inflation-adjusted price of oil since 1960.
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While higher oil prices benefit oil companies by making the extraction process more profitable, the
economy also has a negative impact.

?High oil prices add to the costs of doing business. And these costs are area also
ultimately passed on to customers and businesses. Whether it is higher cab fares, more
expensive airline tickets, the cost of apples shipped from California, or new furniture
shipped from China, high oil prices can result in higher prices for seemingly unrelated
products and services.? ? Investopedia

Of course, high oil prices are immediately noticeable to consumers who fill up their gas tanks each
week. While economic inflation reports strip food and Energy from the core calculation, the cost of
food and fuel drives consumption patterns in the short term. Given that consumption comprises
roughly 70% of the GDP calculation, the impact of higher oil prices is almost immediate.

Oil prices are crucial to the overall economic equation. As such, there is a correlation between oil
prices, inflation, and interest rates.

The Link To Oil

We consume oil in virtually every aspect of our lives. From the food we eat to the products and
services we buy. The demand side of the equation is a tell-tale sign of economic strength or
weakness. We can see this clearly in the chart below, which combines rates, inflation, and GDP
into one composite indicator.
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Notably, the oil industry is very manufacturing and production intensive. Therefore, price changes
tend to be highly correlated to changes in the economic composite. While rising oil prices increase
manufacturing and CapEXx, reducing consumption subtracts from economic growth.

However, here is the most critical point.

?It should not be surprising that sharp spikes in oil prices have been coincident
with downturns in economic activity, a drop in inflation, and a subsequent
decline in interest rates.?

Surges In Energy Prices Suggests High Probability Of Recession .
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The most recent surge in oil prices started in early 2020. It was the direct result of the massive
flood of fiscal policy, which created a consumption boom. However, this followed the collapse in oil
prices as demand collapsed from the economic shutdown. However, the massive flood of stimulus
into the economy artificially and, most importantly, temporarily created a demand surge. That
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demand surge, against a backdrop of reduced supply of inventory and labor, created inflation. As
shown by the decline in oil prices from the previous peak, the decline in inflation will lead to an
eventual decline in interest rates.

The short version is that oil prices reflect supply and demand. Economic demand is weakening as
liquidity reverses, and surging oil prices divert disposable incomes from other consumption
needs. As shown, the correlation between oil spikes and declines in economic growth (3-year
average growth rate) should not be surprising.
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Recessions Reduce Oil Prices

The risk of a recession is rising. The "artificial inflation" surge from the flood of liquidity against a
supply shortage will eventually revert to a disinflationary trend. Debt and demographics will also
continue to drive deflationary pressures, leading to a reversal of the inflation trade.

However, the recent oil price inflation drove investor's fears about a resurgence of inflation. Such is
not likely the case for the simple reason that higher oil prices are a drag on consumption. However,
as the economic slowdown/recession takes hold later next year, such will coincide with a sharp
decline in interest rates as deflation re-emerges.
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Of course, the Federal Reserve's monetary policy is currently the biggest drag on economic
growth, with the highest propensity to induce a recession. Historically, when the Fed has hiked
rates or tapered its balance sheet, oil prices fall due to slower economic growth. Again, such
should be unsurprising as oil prices are a function of supply and demand.
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Notably, with oil prices high, student loan payments restarting, and slowing job growth running
headlong into elevated interest rates, the drag on the economy is significantly larger than
economists currently expect.

Eventually, when history again repeats, it won't be just oil prices and energy stocks brought down.

How We Are Trading It

Last week, | noted that:

"With portfolios near full target equity exposure, we will use the current rally to
rebalance portfolio risks as needed. As in this week's commentary, we are certainly not
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oblivious to the impact of tighter financial conditions. However, for now, traders are
offsetting those risks with the "hope" the Fed will reverse policy sooner rather than later.
Therefore, we must pay attention to what the market is doing in the short term but keep
a vigilant watch on overall market action as we head into year-end."

That remains the case this week, and while the market pulled back a bit after the recent run,
unsurprisingly, there is no real sign of concern by market participants overall.

While our current allocation remains virtually the same heading into next week, we did execute the
bond swap, as discussed last week. As we noted then, the reasons for swapping the majority of our
portfolio allocations in Treasury Bond ETFs into a similar duration Treasury Bond were three-fold:
1) Provides a guaranteed, and slightly better, yield to the maturity, 2) maintains portfolio liquidity,
and, 3) reduced the portfolio's expenses overall.

Click on the Before The Bell link for the complete discussion on the bond swap and our
reasonings for doing so.
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September is living up to its sloppy month reputation, so maintain your risk management discipline
accordingly.

See you next week.
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S Since the beginning of the year, economic data has continued to defy the
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> Read More

Subscribe To "Before The Bell" For 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
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S&P 500 Weekly Tear Sheet
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Momentum Analysis
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Relative Performance Analysis

Last week, we stated:

"With most major markets and sectors moving back into more overbought areas, a
further rally will become more challenging in the short term. Look for pullbacks to
support and a reversal of the more overbought conditions to add to portfolio positions.
With the MACD buy signal in place, we want to increase exposure; however, we can
make those increases more opportunistically.”

This past week that is what happened, as stocks sold off early in the week to retest the 50-DMA.
That pullback provided a decent entry point to add exposure as needed. With Energy back to
overbought, look for a potential rotation from Energy back to the "disinflation” trade of Technology,
Communications, and Discretionary next week.
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Technical Composite

The technical overbought/sold gauge comprises several price indicators (R.S.l., 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 62.87 out of a possible 100.
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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 reading is 58.46 out of a possible 100.
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Relative Sector Analysis
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Relative Analysis of Sectors against SPY

(click sector symbol for sector details including a relative analysis of its top ten holdings)

Utilities (XLU) Financial (XLF)
-0.41 -0.34
» »

Health Care (XLV) Consumer Technology (XLK) Communication Energy (XLE)
22 Discretionary (XLY) 0.20 Services (XLC) 0.56
0.05 » 0.25 »
» »

Overbought - could be a good time to reduce holdings. Oversold - could be a good time to increase holdings

About Relative Analysis

This analysis uses the price ratio of two securities to establish a relative technical score. 13 technical measures are applied to the ratio to determine the score. The score tells
us how one stock compares to another stock. We like to compare sector ETFs to the S&P 500 to help assess relative strength or weakness of the sectors.

Quite often scores of + .75 or greater are good times to reduce holdings and -.75 are good times to buy. However, scores can stay extremely overbought or soid for a few
weeks 50 at times patience is required,

Most Oversold Sector Analysis

XTN (Transportation) / SPY - Analysis

RAScore
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Description

In seeking to track the performance of the 5&P Transportation Select Industry Index (the "index"), the fund employs a sampling strategy. It generally invests substantiaily
all, but at least 80%, of its total assets in the securities comprising the index. The index represents the transportation segment of the S&P Total Market Index ("S&P TMI").

Latest Price (lan 20, 1970, 8:36:43 AM) Last Close Open Volume Annual Div.
$77.50 ¥ (-50.42) (-0.54%) $77.92 $77.85 12578 N/A
52 Week Range Day Range Avg. Volume (3m) Div. Yield
$63.47 $8814 $77.35 37791 N/fA N/A
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m 0.67 m 0.46 m 0.73 0.82 0.71 o086 @ 078 m ARCE
SAlA Saia Inc 37% m
- 0 0~
. cmemrcne ., 1 1 3 1 Y S S D D
SI (o o from oo | on | ooe fow oo fromo oo from
SKYW  SkyWest inc 2.92%
0.88 MATX
smos  pementoom MO ose J oos 007 oco fose § oss J ose Jf o35 Joas Jour Jroxe
o e s = = =
oS e -« () ) [ Y 0 [ X D R
FDX FedEx Corp 2.56%
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Sector Model Analysis & Risk Ranges
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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)

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

There was much change to the risk/range analysis from last week as we are still within the first five
trading days of the month. Next week should give us some better clues about the relevant risk
ranges of the market on a month-to-date basis.

RELATIVE PERFORMANCE
Ticker ETF NAME
ISHARS-5P500

MONTH END REL S&P
PRICE BETA il

45269 100 O BULLISH
Tos2 U BULLISH

XLB SPDR-MATLS SELS 8240 8289 1.08

F

xc SPDR-COMM SV 55 66.96 8847 o713 103 6534 % BULLISH
ALE SPOR-EGY SELS 9205 8480 88.92 131 85.48 BULLISH
XLF SPDR-FINL SELS 30 0 UM 187 3438 107 1561 3345 0 0% 1% BULLISH
XK SPDR.TECH SELS 7279 wes)  DUSERTN  j1se) 172585 16633 17666 142 182.03 15020 (] o BULLISH
AL SPOR-IMDU SELS 10563 (164} 12:96) .24} 10742 102.88 108.23 142 1zas w4 @ - % BULLISH
e SPDR-CONS STPL mm w11 (5.39) 1333 402 12.18 059 01 0851 BEARISH
ALRE SPDR-RE SELS 3662 (202) (4.2 742 358 e 085 8.5 3678 E BEARISH
Xy SPOR-UTIL SELS 6318 241 6518 6662 62.96 083 6487 6105 O 5% BEARISH
v SPDR-HLTH CR 13206 (2562) 132.86 13185 13321 [ 11748 12896 ™ o5 BULLISH
Ay SPDR-CONS DISCR 188.75 g 169.15 156.49 7. 118 wrm 15441 [ BULLISH
XTH SPDR-SP TRANSPT .50 (2.95) & 8255 % B0.44 136 1155 nne -~ ™ BULLISH
507 SPDR-5P DIV ETF 12034 (046} 299 1373 122.91 123.59 122.25 0.86 126.36 18.44 -2% “ BEARISH
RSP INVS-SPS EQ ETF 14755 0.65) (2.36) @1 14,98 146.90 14882 106 15526 14458 O ™ ™ BULLISH
SPSM SPOR-PRT 5C 37.98 (3.08) 847 3851 .28 145 40.71 e & B - BULLISH
MOY SPDR-SP MC 400 4T1.09 ) 480.82 458.03 48157 1143 50144 48600 © % ELY BULLISH
EEM ISHARS-EMG MKT |7 1983 1954 3sa7 078 4045 awran E BULLISH
EFA ISHARS-EAFE 0.39 1212 7159 7.8 087 3. 012 % % BULLISH
1au ISHARS-GOLD TR 36.35 ‘51 672 w75 045 w2 3578 1% A% BEARISH
0K VANECK-GOLD MNR 834 B0 3033 2.8 (2] w22 30 € e &% BEARISH
wup WVS-DB USS BU 71 WAz .15 .89 0.16) 957 w21 ™ " BULLISH
BOND PFIMCO-ACTV BOND 8945 WM 9178 9057 047 9299 #8145 0 1% BEARISH
Tr ISHARS-20+¥TB 37 .78 10221 9664 006 9841 M7 € F BEARISH
BNDX VANGD-TTL T 8 48.39 4 48.56 48.58 48.76 013 50.04 4748 [ L BEARISH
HYG ISHARS-IBX HYCB 452 M 7474 7528 043 748 7308 o " BULLISH
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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

(Click Images To Enlarge)

R.S.I. Screen
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Scan Result: 20 item(s) found
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SimpleVisor Portfolio Changes

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

September 6th

"As we have repeatedly discussed in our weekly newsletter, we have been waiting for
the right opportunity to do a bond swap in our portfolios. We are taking that action
today.

We are selling the iShares Treasury Bond ETF (TLT) and buying an equal weighting of
the Vanguard Extended Duration Bond ETF (EDV). This action provides benefits for us
heading into year-end. The first is that it extends our bond duration, providing a
potentially higher return on investment when bond prices decline. Secondly, it boosts
the yield to the portfolio while we await rates to decline heading into a recession."

Both Models

e Sell 100% Of The iShares Treasury Bond ETF (TLT)
e Buy 13% Of The Portfolio In The Vanguard Extended Duration Bond ETF (EDV)
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Find it in the Retirement section
of our website. Learn more

Lance Roberts, C.1.0.

Have a great week!


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

