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Quite often, year-end trading is not a function of recent economic trends, earnings projections, or
other traditional economic/fundamental/geopolitical factors. Instead, window dressing, mutual fund
rebalancing, tax loss selling, and other seasonal factors often take charge as December marches
on. Accordingly, trading at the start of a new year is also heavily affected by the hangover or the
reversal of year-end trades and tax gain selling. To help you appreciate why the new year makes a
difference, consider the following question: If you can defer your capital gains liabilities (taxes) by a

year just by waiting one trading day, why wouldn't you?

The question helps us appreciate why the Magnificent 7 and other stocks that grossly outperformed
in 2023 largely fell flat on their faces to start 2024. Further, why last year's underperformers, like
healthcare, staples, and utilities, are 2024's early winners. Entering 2024, our focus is on how
investors deal with tax gains and remove any window dressing they don't like. Such will probably
greatly influence the markets for the next week or two. Afterward, the trends that were largely intact
in 2023 will probably resume. However, at some point, a new narrative and a new set of stocks will
lead the way. The bottom line is don't mistake a new trend for tax gain selling and other year-end

related trades.
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What To Watch Today

Earnings
. . Fiscal Quarter Consensus EPS* Last Years Report Last Year's
Time Symbol Company Name Market Cap Ending Forecast # Of Ests Date EPS*
o) WBA ;‘I';'Z"greens Boots Alliance, o5 556,810,023 Nov/2023 50.66 8 1/05/2023 $1.16
LW :‘Ifcmb Weston Holdings, o5 665164942 Nov/2023 $1.40 5 1/05/2023 §1.28
9] RPM RPM International Inc. $14,381,099,221 Mov/2023 $1.23 7 1/05/2023 $1.10
CAG ConAgra Brands, Inc. $13,608,559,469 MNov/2023 50.67 8 1/05/2023 50.81

Economy
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Time Event Impact Actual Devo Consensus Previous
THURSDAY, JANUARY 4

12:30 MEUSD Challenger Job Cuts(Dec) - - - 45.51K
13:15 MEUSD ADP Employment Change(Dec) [ - - 115K 103K
13:30 MEUSD Continuing Jobless Claims(Dec 22) - - 1.882M 1.875M
13:30 MEUSD Initial Jobless Claims(Dec 29) - - 216K 218K
13:30 ®EUSD Initial Jobless Claims 4-week average(Dec 29) - - - 212K
14:45 MEUSD S&P Global Services PMI(Dec) - - 51.3 51.3
14:45 MEUSD S&P Global Composite PMI(Dec) - - 51 51

Investing Summit: Early Bird Registration Available Now

January 27th, we are hosting a live event featuring Greg Valliere to discuss investing in the 2024
presidential election. What will a new president mean for the markets, the risks, and where to
invest through it all? Joining Greg will be Lance Roberts, Michael Lebowitz, and Adam
Taggart for morning presentations covering everything you need to know for the New Year.

Register now, as there are only 150 seats. The session is a LIVE EVENT, and no recordings
will be provided.

Navigating Markets in

ﬁr a Pre5|dent|al Cycle

Market Trading Update

As we look forward to 2024, the question becomes, what will the markets do next? Will it be
another year of Mega-cap stock dominance or a continued rotation into more defensive sectors?
The answer to that question will be a function of whether we continue to see a disinflationary
environment driven by slower economic growth or a rebound in activity. Also, what will the Federal
Reserve do? Will it cut rates and ease monetary policy? These are all questions that we do not
have answers to.

From a statistical perspective, the momentum and optimism from 2023 should carry into 2024. As
shown in the table below, historically, when the market has a return of 20% or more, the following
year tends to be positive.
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A 20% Yearly Gain Suggests More Green, But Don't Expect A

Bigger Year Than 2023

20% Yearly Gains For The S&P 500 And What Happened Next
S&P 500 Index Returns

Next Year Higher? 20%?

1950 21.7% 16.3% Mo No
1954 45.0% 26.4% Mo Yes
1955 26.4% 2.6% No No
1958 8.1% 8.5% No Mo
1961 23.1% -11.8% Mo No
1967 20.1% T.7% Mo No
1875 315 19.1% No No
1980 25.8 -9.7% Mo Mo
1985 26.3% 14.6% No No
1989 27.3% -6.6% Mo No
1991 26.3% 4.5% Mo No
1995 34.1% 20.3% No Yes
1996 0.3% 31.0% Yes Yes
1997 31.0% 26.7% Mo Yes
1998 26.7% 19.5% Mo Mo
2003 26.4% 9.0% Mo No
2009 23.5% 12.8% No No
2013 29.6% 11.4% No Mo
2019 28.9% 16.3% Mo No
2021 26.9% -19.4% Mo Mo
2023 24 2% 7 7 7

Average 10.0%

Median Fosted on 12.1%

% Higher % |SABELNET.com 80.0%

CARSOMN
Source: Carson Investment Research, FactSet 12/2902023 (1950 - Curert) \

@ryandetrick

However, that does NOT mean there won't be any bumps along the way. Just as in 2023, while the
market sported a 24% return for the year, there was a 10% correction along the way, providing a
better entry point for investors. As shown in the chart below, during every given year, there are
corrections that are typically better buying opportunities.


https://www.isabelnet.com/wp-content/uploads/2024/01/20-Yearly-Gains-for-the-SP-500-Index-and-What-Happened-Next.png
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With investors currently very exuberant heading into 2024, the sell-off over the last couple of
days was not only expected but needed to rebalance buyers and sellers. As shown, the Net Bullish
Sentiment of both retail and professional investors reached levels that historically coincide with
short-term corrections.

Net Bullish Sentiment (Retail & Institutional Composite) vs S&P 500 E.?émg
vice
60.00 Powell Says - Weak cp|5250
Mo P{wﬂ Fed "Skip”
48.00 Eed Starts i a7s0
Rate Hikes m @
L— 37.10
3600 l [y l 4250
~ SVB Fails
- 24.00 - 3750
g
£ “ ed Sta
= 12.00 - - 3250
; I "N g
£ a
= ' 165 o
g - T T Iw uI T | T T T T - 2750
T
2
(12.00) il | | I i 2250
Correction ' ’ \ “
(24.00) f 1750
Start QF 2 ECB QE Fed Stll:lps Fed Starts Iled Taper
Begins Rate Hikes QE 4 Tantrum
| A,
(36.00) 3586 K 1250
w Start Oper. Twist
Financial Crisis Low

(48.00)
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

750

—— Net Bullish ——S&P 500 Index

While there are currently very few reasons to bearish on the market, it does not mean that the
market is entirely devoid of risks. And, as noted, investors should expect another 5-10% correction
in 2024.

5 e - YW The most important things you
C B“" REPORT need to know about the markets.
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Demographics Matter

The first graph below from EPB Research shows that population projections since 2020 have
changed favorably in the U.S., especially compared to China, Japan, and Europe. More growth of
the working class population benefits economic activity and helps better support the elderly and
children. On a relative basis, the data below, not including other vital factors like productivity and
debt, provide a justification to expect more economic growth in the U.S. versus the rest of the
developed world.

The argument's flip side is that the graph and our comments above are relative compared to other
nations. The following graph, with data from the CBO, shows that the percentage of people aged
25 to 64 is currently greater than those outside the age band. Generally, those aged 25-64 earn
and spend the most. Simply, they provide the most economic activity. Further, in many cases, they
support children and, in many cases, the elderly. Accordingly, the ratio of economic "providers"
versus "dependents” is an important economic forecasting tool. The graph below shows that the
ratio is expected to go from a net surplus of supporters to an even ratio by 2037. Afterward, the
nation is forecasted to have more people needing economic support than providing it.

We want to stress the assumptions about who provides and who depends are generalizations.
Plenty of those aged 65 and older support themselves and their kin in the 25 to 64 age group. We
also appreciate that as time passes, inheritances from the older group will support the younger
population.

Secular Trends
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JOLTS- A Preview Of Friday's BLS Report

The latest Job Openings and Labor Turnover report, aka JOLTS, continues to paint a picture of a
normalizing labor market. The number of job openings was little changed at 8.8 million, bringing the
3-month moving average below 9 million, the lowest in 2.5 years. Before the pandemic, the number
of job openings were slightly over 7 million. Therefore, while the recent data may appear weak,
they still reflect a robust labor market but one that is reverting slowly to historical norms.

Two data points in the report signal a more balanced labor market. First is the ratio of job openings
to unemployed workers. As we share below, the ratio is near pre-pandemic levels and down
significantly from the 2022 peak. Second, the quits rate is now back to its pre-pandemic levels. The
quits rate increases when people are confident they can command a higher salary with a new job.
The two points argue that wage pressures are subsiding rapidly. Therefore, the Fed should be a
little more comfortable that inflationary pressures from higher wages are controlled.

While the report is generally good, there is one concern. Hiring rates in November are now below
the levels seen in 2018-19.
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Tweet of the Day



Q Markets & Mayhem 2 @Mayhem4Markets - 11m

ISM Manufacturing PMI confirms 14 months of contraction within the
goods producing industries of the US, and 16 months of declining new
orders.

The silver lining here is we're seeing signs that prices are decreasing.

Manufacturing at a Glance

X ndex  dox  Chmge  OFecton honge  (oonte)
Manufacturing PMI® 474 46.7 +0.7 Contracting Slower 14
New Orders 471 48.3 -1.2 Contracting Faster 16
Production 503 48.5 +1.8 Growing From Contracting 1
Employment 48.1 45.8 +2.3 Contracting Slower 3
Supplier Deliveries 47.0 46.2 +0.8 Faster Slower 15
Inventories 443 448 -0.5 Contracting Faster 10
Customers' Inventories 48.1 50.8 -27 Too Low From Too High 1
Prices 452 499 4.7 Decraasing Faster 8
Backlog of Orders 45.3 39.3 +6.0 Contracting Slower 15
New Export Orders 49.9 46.0 +3.9 Contracting Slower 7
Imports 46.4 46.2 +0.2 Contracting Slower 14
Overall Economy Contracting Slower 3
Manufacturing Sector Contracting Slower 14
“Mumber of rmonths moving in cument direction. Manutaciuning ISM® Repot On Bueiness® dala has Deen ssasonally adjusted tor the New Oeders,
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?Want to have 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.
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