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WEEK IN REVIEW

Major U.S. equity indices showed mixed performance for the week, with notable divergence among
the indexes.

The S&P 500 down -0.64%

The Dow Jones Industrial Average was down -1.82%

The tech-heavy Nasdaq finished up +0.34%

The 10-Year Treasury yield ended the week at 4.396%

The biggest market news last week was the release of November’s Consumer Price Index (CPI) data

on Wednesday. While both headline and core CPI met month-over-month expectations, some market
participants noted that headline inflation was slightly higher than the previous month (2.7% versus 2.6%).

This marked the second consecutive month of year-over-year inflation increases. Market reaction was relatively
muted, with the S&P 500 initially rising on Wednesday morning following the news, but it has since retreated.

While markets have expressed concern about rising inflation in recent months, this concern seems to be
uneven. On Wednesday, the 10-year notes yield traded was lower than the month prior, suggesting that
investors expect lower inflation in the future. This is despite short-term inflation remaining persistent.
Long-term bondholders appear confident that the Federal Reserve will eventually achieve its 2%
inflation target.

Last week brought important labor reports. Tuesday’s Nonfarm Productivity report met expectations at 2.2%,
while Unit Labor Costs came in significantly lower than projected, at 0.8% instead of 1.9%. These reports
suggest that future inflationary pressures from labor costs may be easing. However, Thursday’s reports hinted
at potential labor market softening. Initial jobless claims were notably higher than expected, and continuing
claims also rose slightly. These figures suggest some weaknesses emerging in the labor market. Investors will
closely monitor future reports.

SPOTLIGHT

Santa Claus Rally

As the year ends, investors and financial media focus on the Santa Claus Rally, a seasonal rise in stock prices
that has intrigued market watchers for decades. This article examines the data to determine whether this
holiday trend leads to genuine, sustainable gains or if it's merely a myth.

Historical Perspective

Yale Hirsch coined the term “Santa Claus Rally” in 1972, referring to the stock market’s tendency to rise during
the last five trading days of December and the first two of January. Since 1950, this seven-day period has
yielded positive returns for the S&P 500 about 80% of the time, with an average gain of 1.4%".
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Surprisingly, the largest Santa Claus Rally occurred in 2008 during the Great Financial Crisis, with the S&P 500
surging 7.4%. Despite a difficult first quarter in 2009, the S&P 500 ended that year up 23%?2.

Why It May Matter
Investors are drawn to the Santa Claus rally for potential profits during a brief, specific period.
More specifically, inferences from Table 1 confirm that this phenomenon may not be random:
e  Returns during the Santa Claus Rally significantly differ from other trading days
*  Average returns during this period are higher than non-holiday trading days
Additionally, the probability of positive returns is higher during the Santa Claus Rally compared to other
trading days.

Average Daily Returns (ADR)

Beg. of Data
Country Index (ending t.lat? for ADF: Rally ADR:‘Non-
all seriesis Trading Days holiday
01/03/14)
USA S&P 500 1/3/1950 0.207 0.027
USA NASDAQ Composite 2/5/1971 0.298 0.031
USA Russell 2000 9/10/1987 0.274 0.024

The significance of the difference between ADR Dec. & Jan. (and ADR: Dec) and ADR: Non-holiday at p<0.01.

Table 2 below expands upon this idea of higher expected returns and looks at how probable it is for
a particular trading day to be positive.

Probability of Positive Return by Day

% Up Days:
Country Index RallyF"I'rac::ng % Up Da-lys:
Days Non-holiday
USA S&P 500 62.3% 52.9%
USA NASDAQ Composite  64.8% 55.7%
USA Russell 2000 61.4% 53.4%

Source: Journal of Financial Planning:
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Inferences Published by Journal of Financial Planning
Based on empirical research published by Journal of Financial Planning in March 2015, investors experience
higher returns and a greater probability of positive outcomes during the Santa Claus Rally compared to any
other time of the year. The research revealed that investors generally view the Santa Claus Rally as a potential
leading indicator for the following year’s market performance:
e Since 1994, it had accurately predicted the S&P 500's direction in 22 out of 29 years, with the
rally period’s gains or losses often preceding similar trends in the subsequent year
e However, the inclusion of January’s first two trading days in the rally definition, as established by
Yale Hirsch in 1972, can create overlap with other indicators like the January Effect, potentially
reducing its effectiveness

Potential Challenges

Capitalizing on the Santa Claus Rally presents challenges. While a broad market index allocation might
yield attractive returns, identifying specific sectors or companies that could benefit the most may be
challenging. For long-term investors, adjusting portfolios to exploit this short-term trend may be impractical
and potentially costly. The opportunity cost of deviating from long-term allocations often outweighs
potential gains from such seasonal fluctuations.

The Santa Claus Rally has shown mixed results in the post-Covid era from 2020 through 2024:

e 2020-2021: The market experienced a Santa Claus Rally, with the S&P 500 gaining during the
traditional rally period

e 2021-2022: There was a Santa Claus Rally at the end of 2021, but 2022 was a challenging year
for stocks, with the S&P 500 ending down approximately 18%

e 2022-2023: The Santa Claus Rally did not occur, breaking a seven-year streak of year-end rallies

e 2023-2024: Despite the absence of a Santa Claus Rally the previous year, the stock market
significantly outperformed in 2024. The S&P 500 rose by roughly 28% through the first week of
December, while the Dow Jones Industrial Average increased by about 19%, and the Nasdaq
gained nearly 35%.

While the Santa Claus Rally may be more than a myth, the costs of exploiting this market trend may outweigh
its benefits for most investors.

WEEK AHEAD

Next week, investors will undoubtedly focus on the Federal Reserve’s upcoming decision regarding

interest rates. Despite higher-than-expected inflation data released this week, markets remained relatively
calm, suggesting that inflation may no longer dominate investor concerns. While the decline in inflation has
stalled, it appears unlikely to deter the Fed from proceeding with its anticipated 25-basis-point (bps) rate cut
at its December meeting next Wednesday. Instead, the slowdown in the job market has emerged as a more
critical factor shaping market expectations for monetary policy decisions. Futures markets, as tracked by the
CME Group, are pricing in a 95% probability of 25 bps cut.

Before the Fed meeting, investors will also turn their attention to the Purchasing Managers' Index (PMI) data.
This report, set for release early in the week, provides a snapshot of business activity across the manufacturing
and services sectors. However, unless the PMI shows a significant and unexpected increase, it is unlikely to
shift the prevailing market outlook or the Fed’s course of action.
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Housing starts and building permits will be out on Wednesday before the Fed. Initial jobless claims,
Philadelphia Fed Index, final and existing home sales will be published on Thursday. Also, the markets

will digest the third-quarter gross domestic product (GDP) numbers on Thursday. These figures will shed

light on the strength of the U.S. economy heading into year-end and could influence investor sentiment.

A stronger-than-expected GDP reading might raise concerns about the potential for prolonged monetary
tightening, while a weaker reading could reinforce expectations of further rate cuts in 2025. On Friday,

we will receive the Personal Consumption Expenditures (PCE) data, which is the Federal Reserve's preferred
inflation measure. It will be interesting to observe how the market reacts to any changes in the PCE, especially
considering the subdued response to last week’s CPI report. Together, these events will shape the market's
outlook on economic growth, inflation trends, and the Fed's policy trajectory as the year comes to a close.
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