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December is the number three S&P 500 and Dow Jones
Industrials month since 1950, averaging gains of 1.5% and
1.6% respectively. It’s the second-best Russell 2000 (1979)
month and fourth best for NASDAQ (1971). In 2018, DJIA
suffered its worst December performance since 1931 and its
fourth worst December going all the way back to 1901.
However, the market rarely falls precipitously in December
and a repeat of 2018 does not seem highly likely this year.
When December is down it is usually a turning point in the
market — near a top or bottom. If the market has experienced
fantastic gains leading up to December, stocks
can pullback in the first half of the month.

In the last eighteen midterm years, December’s
rankings slip modestly to #5 DJIA (0.9%), #3 S&P
500 (1.2%) and #7 NASDAQ (-0.3% since 1974).
Small caps, measured by the Russell 2000, also
tend to soften in midterm Decembers. Since 1982,
the Russell 2000 has lost ground just three times
in ten midterm years in December. The average
small cap gain in all ten years is 0.3%. Midterm
December performance had been stronger prior
to previously mentioned December 2018.

Trading in December is holiday-inspired and fueled
by a buying bias throughout the month. However, the
first part of the month tends to be weaker as tax-loss
selling and year-end portfolio restructuring begins.
December’s first trading day has been bearish for
S&P 500 over the last 21 years. A modest rally
through the fifth or sixth trading day also has fizzled
going into mid-month. It is around this point that
holiday cheer tends to kick in and propel the indexes
higher with a pause near month-end. Regardless,
December is laden with market seasonality and
important events. 

Small caps tend to start to outperform larger caps near the
middle of the month (early January Effect). The “Santa Claus
Rally” begins on the open on December 23 and lasts until the
second trading day of 2023. Average S&P 500 gains over this
seven trading-day range since 1969 are a respectable 1.3%.
The “Santa Claus Rally,” (2023 STA p 118) was invented and
named by Yale Hirsch in 1972 in the Almanac.

This is our first indicator for the market in the New Year. Years
when the Santa Claus Rally (SCR) has failed to materialize
are often flat or down. The last six times SCR (the last five
trading days of the year and the first two trading days of the
New Year) has not occurred were followed by three flat years
(1994, 2004 and 2015) and two nasty bear markets (2000
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and 2008) and a mild bear that ended in
February 2016. As Yale Hirsch’s now famous
line states, “If Santa Claus should fail to call,
bears may come to Broad and Wall.”

December Triple Witching Week is more
favorable to the S&P 500 with Monday up
thirteen of the last twenty-two years while
Triple-Witching Friday is up twenty-six of the
last forty years with an average 0.21% gain.
The entire week has logged gains twenty-
eight times in the last thirty-eight years. The
week after December Triple Witching is the
best of all weeks after Triple Witching for DJIA
and is the only one with a clearly bullish bias,
advancing in thirty of the last forty years.
Small caps shine especially bright with a
string of bullish days that runs from December 21 to 27.

Trading the day before and the day after Christmas is
generally bullish across the board with the greatest gains
coming from the day before (NASDAQ up eleven of the last
fifteen). On the last trading day of the year, NASDAQ has been

down in fifteen of the last twenty-two years after having been
up twenty-nine years in a row from 1971 to 1999. DJIA, S&P
500, and Russell 1000 have also been struggling recently and
exhibit a bearish bias over the last twenty-one years. Russell
2000’s record very closely resembles NASDAQ, gains every
year from 1979 to 1999 and only six advances since.

December Almanac: Tepid Start, But Solid Finish
(continued from page 1)

It was encouraging for the S&P 500 to close above the big
round 4000 number during the Thanksgiving week. Across-
the-board gains in the major averages and sectors were
also constructive. We believe reclaiming 4000 and then the
200-day moving average would be supportive. We remain
bullish on the year-end rally and the prospect for continuing
gains into 2023, but not without concerns for the headwinds
the market faces from inflation, Fed rate hikes, geopolitics
and further fallout from the crypto crumble. 

We have entered the most bullish time of the year, the Best
Six Months (November-April) and the most bullish time of the
4-Year Cycle, the “Sweet Spot” from Q4 midterm year to Q2
pre-election year. We are encouraged by the prototypical
midterm election year bear market we have already suffered
and what looks like a classic October bottom.

The market is still trying to recover from the technical damage
while the economy recovers from some structural damage.
So, while we expect further upside in December and next
year, we suspect it will come with ups, downs and sideways
along the way as it climbs the proverbial Wall of Worry. 

Tempered Year-end Gains
When S&P Down YTD Thanksgiving
Last year at this time on the Tuesday before Thanksgiving
S&P 500 was up 24.9% year-to-date. November 2021 gave
back a fractional loss, but December and the Santa Claus
Rally delivered solid gains. But then the stuff hit the fan.
Inflation became non-transitory, the Fed began tapering

asset purchases and telegraphing imminent rate hikes,
Russia invaded Ukraine and the bear came out of hibernation.

This year on the Tuesday before Thanksgiving the market
was in an entirely different situation with S&P down -16.0%
YTD. The table here shows how the market claws its way
back in most years with fewer but sizable losses bringing
the averages down. The fact that November 2022 is up so
far is supportive for continued upside. What stands out to us
in this table is the rather solid performance for the Tuesday
before Thanksgiving-Santa Claus Rally trade as well as
solid gains for the Santa Claus Rally itself.

(continued on page 3)
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If Santa Claus Should Fail to Call…
And that brings us to the rather full seasonal docket for
December. It is important to remember that while it is the
most bullish time of the year there are weak spots and early
December is one of them. 

In the updated STA Aggregate Cycle graph, it is encouraging
to see the S&P 500 in 2022 (orange line) continue to track the
trend of this cycle which is an aggregate since 1946 of all
years, midterm years and years ending in “2”. At this juncture
we believe we remain on track for a rally into the end of
November and the first few days of December before tax-loss
selling ramps up, of which there should be plenty this year,
driving stocks lower into mid-December. 

Then the “January Effect” (small caps outperforming large
caps in the month of January) has historically kicked in.
These days most of the so-called January Effect takes place
in the last half of December (2023 Almanac pages 112 &
114). The January Effect is not to be confused with the
January Barometer (2023 Almanac page 18), which states
as the S&P 500 goes in January, so goes the year. January’s
gains in general for all the major averages have been pulled
forward into December, but the Russell 2000 takes the lead
as you can see in the Recent 21-Year December Market
Performance chart on the top of page 2, above.

The Santa Claus Rally was defined by Yale Hirsch in 1972 as
the last five trading days of the year and the first two trading
days of the New Year. This short, sweet rally is usually good
for about 1.3% on the S&P 500, but the real significance of
the SCR is as an indicator. 

It is our first seasonal indicator of the year ahead. Years
when there was no Santa Claus Rally (SCR) tended to
precede bear markets or times when stocks hit significantly
lower prices later in the year. We get an even better
indication of the New Year when we combine SCR with the
First Five Days (FFD) Early Warning System (2023 Almanac
page 16) and the full-month January Barometer (JB)
reading. We call this the “January Indicator Trifecta.”

When all three are up the S&P 500 has been up 90% of the
time, 28 of 31 years, with an average gain of 17.5%. When
any of them are down the year’s results are reduced and
when all three are down the S&P was down 3 of 8 years with
an average loss of -3.6% with bear markets in 1969 
(-11.4%), 2000 (-10.1%) and 2008 (-38.5%), flat years in
1956 (2.6%), 1978 (1.1%) and 2005 (3.0%). Down Trifectas
were followed by gains in 1982 (14.8%) and 2016 (9.5%).
This year SCR was up but the FFD and full month JB were
down, and it was a valuable bearish indication for this year.

In the absence of a major systemic event in the market from
crypto or somewhere else, or a serious escalation in the
Ukraine war, or some extremely hawkish shift from the Fed or
an economic surprise, we expect stocks to continue to move

higher with some down and sideways moves
mixed in as it climbs the Wall of Worry in this
nascent bull market. We will want to see more
progress in reclaiming the down trend. Having
the S&P 500 reclaim its 200-day moving
average would be a good start. Then some
improvement in market internals.

For now, it appears to us that inflation may
have peaked and is trending lower with three
consecutive lower readings. According to
the Atlanta Fed’s reliable GDPNow Q4 GDP
is estimated to be over 4%. And with the 
Fed Funds Target Rate Upper Limit at 4%
and the latest FOMC dot plot upper range at
5% we can surmise the Fed is near the end
of the tightening cycle. So, we remain
cautiously bullish. 

Index Definitions: The S&P 500 Index is an unmanaged composite of 500 large capitalization companies. This index is widely used by professional investors as a 
performance benchmark for large-cap stocks. The Dow Jones Industrial Average (‘DJIA’) is an unmanaged composite of 30 widely held stocks. The NASDAQ Index is an
unmanaged composite of the common stocks and similar securities listed on the NASDAQ Stock Market. The Russell 2000 Index is an unmanaged composite of the bottom
2,000 stocks in the Russell 3000 Index. The Russell 3000 Index is an unmanaged composite of the 3,000 largest publicly held companies incorporated in America as 
measured by total market capitalization. The Russell 2000 index is widely used by professional investors as a performance benchmark for small-cap stocks. You cannot invest
directly in an index and unmanaged index returns do not reflect any fees, expenses or sales charges. The Wilshire 5000 is a market-capitalization-weighted index of the 
market value of all US-stocks actively traded in the United States. As of December 31, 2021, the index contained only 3687 components. The index is intended to measure
the performance of most publicly traded companies headquartered in the United States, with readily available price data. Past performance does not guarantee future results. 
Moving Average Convergence Divergence (MACD): A trend-following momentum indicator that shows the relationship between two moving averages of prices.
Santa Claus Rally: Discovered and named by Yale Hirsch in 1972 and published in the 1973 Stock Trader’s Almanac. Santa Claus tends to come to Wall Street nearly
every year, bringing a short, sweet, respectable rally within the last five days of the year and the first two in January. This rally has been averaged 1.3% S&P 500 gain since
1969. Santa’s failure to show tends to precede bear markets, or times stocks could be purchased later in the year at much lower prices. 
Triple Witch Week: Is the week containing the third Friday in March, June, September and December when stock options, index options and index futures expire on Friday.
January Effect: Is the tendency of small-cap stocks to outperform large-cap stocks in January.
January Barometer: Devised by Yale Hirsch in 1972, and published in the 1973 Stock Trader’s Almanac, the January Barometer states that as the S&P 500 goes in
January, so goes the year. This indicator has registered twelve major errors since 1950 for an 83.3% accuracy ratio.

December Outlook: year-end Rally Climbs Wall of Worry
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For more information about our strategies, products
and services, including updated fact sheets, 
performance summary reports and prospectuses, 

visit our website: http://www.probabilitiesfund.com or call Advisor
Services today at (800) 519-0438.

The material provided herein has been provided by Probabilities Fund
Management, LLC and is for informational purposes only. Probabilities
Fund Management, LLC is the adviser to one or more mutual funds 
distributed through Northern Lights Distributors, LLC member
FINRA/SIPC. Northern Lights Distributors, LLC and Probabilities Fund
Management, LLC are not affiliated entities.               4214-NLD-11302022
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Market at a Glance

Seasonal: Bullish. December is the #3 month of the
year for DJIA and S&P 500 since 1950, #4 NASDAQ
month (since 1971). Small-cap outperformance
historically begins around mid-December. Watch for
the Santa Claus Rally to begin when the market opens
on December 22.  

Fundamental: Improving? Retail earnings have been
better than anticipated, suggesting the consumer is still
on reasonably firm ground and breathes life into the
hope that holiday sales could also be better
than expected. Black Friday sales hit a
record $9 billion, so far, so good.
Unemployment remains low 
with another month of solid
payroll gains. Energy prices
have eased slightly which 
is likely giving a modest bump
to consumer confidence.
Corporate earnings are forecast
to slow, but not retreat. Midterm
elections are over and gridlock in
Washington has historically been
favorable for the market.

Technical: New Bull Market? Confirmation remains
elusive. Bullishly DJIA has reclaimed its 50- and 200-day
moving averages and is less than 375 points 
from its August closing high of 34152.01. S&P 500 and
NASDAQ have reclaimed their respective 50-day
moving averages but continue to lag. Both NASDAQ and
tech-heavy S&P 500 could continue to lag until the Fed
becomes a bit clearer with rates. Nonetheless, all 

three indexes remain in uptrends and the Q4 rally is intact.

Monetary: 3.25 – 4.00%. The Fed has yet to signal
when and at what level rates may ultimately climb to,
but they did appear to take a softer stance at their
November meeting by acknowledging the cumulative
and lagging effects of monetary policy changes. Softer
than expected CPI and PPI have lifted hopes that the
Fed’s pace of increases will slow in December. When

that meeting arrives, there will be new CPI and PPI
figures for the Fed to consider. Based upon

most recently available projections,
the Fed is getting close to the end

of hikes. The sooner the end
arrives, the happier the market
is likely to be.

Sentiment: Neutral. According
to Investor’s Intelligence
Advisors Sentiment survey

Bullish advisors stand at 41.7%.
Correction advisors are at 27.8%

while Bearish advisors numbered
30.5% as of their November 23 release.

This is the second week in a row that bulls
outnumber bears the prior reading was the first time
since mid-September. The margin is slim which
suggests plenty of skepticism remains. This is not
surprising considering how many market observers
called a new bull market in early August only to be
greatly disappointed with lower lows in September and
October. The market appears to be slowing climbing the
proverbial “wall of worry.”

“Bullishly DJIA
has reclaimed its 50- and

200-day moving averages and
is less than 375 points from

its August closing high
of 34152.01.”
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