Sector Allocation Strategy

MARCH 2024

U.S. Market Update

The S&P 500 Total Return Index continued
its positive momentum into February with A strong start to the year for stocks has
a gain of about 5.3%. Breadth improved tended to foreshadow an incumbent
significantly—all 11 S&P 500 sectors

posting positive price gains for the month.

victory in US. presidential elections,

especially for Democrats. Many factors
Several of the “Magnificent Seven” (Apple, determine an incumbent’s reelection bid,
Microsoft, Alphabet, Amazon, Nvidia, including perceived policy effectiveness
Meta Platforms, and Tesla) continued and international events.
their strong gains, which led to Consumer
Discretionary, Communication Services, When an incumbent Democrat has gone
and Information Technology outperforming on to win, the DJIA has risen a median of
the broad market during the month. 26% in the first two months of the year
Other cyclical sectors like Industrials and versus a 6.2% decline when an incumbent

Materials also outperformed. Democrat has lost (chart below).

Leadership has been more defensive in the
run-up to presidential elections. However,
for now the sector model remained with a
cyclical bias during the month and there
were several changes. Entering March,
Consumer Discretionary, Industrials,

and Health Care joined Financials and
Technology at overweight. Utilities
improved to marketweight. Energy and
Communication Services deteriorated
and joined Materials, Real Estate, and
Consumer Staples at underweight.
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Consumer Discretionary’s allocation Daily Data 2021-03-01 to 2024-02-29
improved and the sector was upgraded Improving Deviation from Trend is Bullish for the S&P 500 Consumer Discretionary Sector
. . — S&P 500 Consumer Discretionary Price 10-Day Smoothing /63-Day Smoothing  (2024-02-29 = 0.99)
to overweight from underweight. Strong —+0.50 Rolling 63-Day Standard Deviation (2024-02-29 = 1.01)
. —-0.50 Rolling 63-Day Standard Deviation (2024-02-29 = 0.99)
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Communication Services’ allocation
deteriorated sharply, dropping to a
significant underweight from overweight.
On a fundamental basis, the 10-2 yield
curve and sales growth trends remained
bullish. However, earnings revision breadth
flashed a bearish signal (chart right),
joining other negative readings from
relative valuation, option-adjusted spreads,
and internet vs. retail sales trends. This
was confirmed by weakening technicals—
both an overbought/oversold indicator
and deviation from trend measure moved
bearish during the month.

The Energy sector’s allocation

dropped during the month, moving it

to underweight from overweight. On a
fundamental basis, a strengthening U.S.
Dollar Index flashed a bearish signal during
the month (chart below), joining negative
signals from crude futures sentiment,
valuation, and oil supply measures.
Technicals confirmed with three of five

Weekly Data 2021-02-26 to 2024-02-23
Weakening Earnings Revision Breadth is Bearish for the S&P 500 Communication Services Sector
S&P 500 Communication Services Earnings Revision Breadth 40-Week Moving Average (2024-02-23 = 71.84)
—+0.75 Rolling 26-Week Standard Deviation (2024-02-23 = 72.96)
—-0.75 Rolling 26-Week Standard Deviation (2024-02-23 = 68.69)
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Strengthening U.S. Dollar is Bearish for the S&P 500 Energy Sector Daily Data 2021-03-01 to 2024-02-29
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measures now negative for the sector—a
6-month volatility indicator moved bearish
during the month.

Summary

The sector model remained with a
cyclical bias during the month, but there
were several changes. Entering March,
Consumer Discretionary, Industrials,
Health Care, Financials, and Technology
are overweight. Utilities is marketweight.
Energy, Communication Services,
Materials, Real Estate, and Consumer
Staples are underweight. The sector
model uses sector-specific indicators to
determine opportunities and identify risks
in an objective, weight-of-the-evidence
approach.
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Ned Davis Research Disclaimer:

The data and analysis contained within are provided "as is" and without warranty of any kind, either expressed or implied.
The information is based on data believed to be reliable, but it is not guaranteed. NDR DISCLAIMS ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY, SUITABILITY
OR FITNESS FOR A PARTICULAR PURPOSE OR USE. All performance measures do not reflect tax consequences, execution,
commissions, and other trading costs, and as such investors should consult their tax advisors before making investment
decisions, as well as realize that the past performance and results of the model are not a guarantee of future results. The Sector
Allocation Strategy is not intended to be the primary basis for investment decisions and the usage of the model does not
address the suitability of any particular investment for any particular investor.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to trade them
presents many difficulties and their effectiveness has significant limitations, including that prior patterns may not repeat
themselves continuously or on any particular occasion. In addition, market participants using such devices can impact the
market in a way that changes the effectiveness of such devices. NDR believes no individual graph, chart, formula, model, or
other device should be used as the sole basis for any investment decision and suggests that all market participants consider
differing viewpoints and use a weight of the evidence approach that fits their investment needs.
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