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Is Santa Claus "'rally™
coming to town?

The US benchmark stock index,
Standard & Poor’s 500 Index,
has risen 63% from a 12-year
low in March, closing at a
14-month high on Dec. 14. In

fact, lower interest rates,
cheaper  homes and a
homebuyer tax credit are

bolstering a housing market that
contributed to the worst
economic slump since the
1930s. Although the recent rally
was  dampened by the
rebounding dollar, the upward
earnings revisions for the
coming fiscal year will soon be
priced in the stockmarket after
the end of 2009. Obviously, the
improvement of employment
market has contributed a lot
towards year-end rally. Payrolls
fell by 11,000 last month, the
fewest job cuts since the
recession began in December

2007, according to the US
Labor Department released
during the first week of

December. The unemployment
rate in November fell to 10%
from a 26-year high of 10.2% in
the previous month. As a matter

of fact, a slowdown in the
pace of job cuts and higher
stock prices are boosting
consumer  sentiment. The
Reuters/University of
Michigan’s final gauge of
December consumer
confidence on Dec. 23 is
projected to climb to 73.7, its
highest level in almost two

years, from 67.4 in
November. In addition, the
National ~ Association  of

Realtors is expected to report
Dec. 22 that purchases of
existing homes rose 2.5% in
November to an annual pace
of 6.25 million, the highest
level since February 2007,
according to the bloomberg's
survey median. The
Commerce Department on
Dec. 23 may also report sales
of new homes rose 1.9% to a
438,000 annual pace last
month, the fastest since
August 2008. However, gains
in the housing market may
prove uneven as foreclosures
mount. Some 306,627
properties received a  default
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or auction notice or were
seized by banks last month
and a similar number is
expected for December,
according to Irvine,
California-based RealtyTrac
Inc. Consequently, seven US
banks were seized by
regulators,  bringing  this
year’s total of failed lenders
to 140 as financial companies
are tested by the recession.
The agency is overseeing the
dissolution of banks at the
fastest pace in 17 years.
Nevertheless, New York
Stock Exchange trading
surged to a record 3.15
billion shares as derivatives
expiration and changes to the
Standard & Poor’s 500 Index
lifted volume to more than
double this year’s average.
Bespoke's survey of investor
sentiment showed that 42.1%
of respondents were bullish
while only 28.4% were
bearish, the lowest since May
2008. The bull to bear ratio
of 1.48:1 is the highest since
July. 13
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Since the year of 1964, stock market
in the US has performed well around
Christmas, or being called Santa
Claus rally. The last eight trading
days of December and the first three
of January have been positive for
equity investors on the S&P 500
returning 2% on average. Although
there is no guarantee that Santa
Claus rally will happen this year, the
historical research is encouraging.
Considering the entire 80 years of
S&P 500 data, only two years
witnessed a decline of greater than
10%: 1931 and 1969. Conversely, a
number of years have seen
exceptional gains: 10 Santa Claus
rallies out of the past 80 vyears
produced gains in excess of 10%.
Five of those rallies happened during
the grim 1970s. In addition, over the
last 40 years, the average gain from
November 20 through the end of

January has been 4.2%.
Furthermore, the volatility in
December's  year-to-year returns,

especially in the US, greatly reduces,
if not eliminates, any statistical
confidence one can have that
December will be a good month for
the stock market. The low volatility
may be due to holiday mood around
Christmas, and speculators may
avoid playing “games” during this
period with little tradina volume. I3
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