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Corporate Bonds Have No Recession Fears

Tuesday?s Commentary led with a discussion of equity valuations and margins. Both are well
above average, portending an elevated level of risk for the equity markets. As shown below,
corporate bonds also exhibit no worries about a pending recession. The graph compares the yield
difference between corporate bonds and U.S. Treasuries. The difference measures the risk
premium for taking on credit risk. As it shows, investment grade (blue) and high-yield (orange)
corporate bond yield premiums are within normal ranges. Further, the spread between riskier high
yield and investment grade (black) is below the 25-year average (dotted black).

Higher interest rates will increase the number of defaults, especially for B-rated companies.
Further, recessions tend to cause spikes in credit spreads. Therefore, the takeaway is that
corporate bond investors have no concerns that either of these will occur. The term ?picking up
pennies in front of a steam roller ?comes to mind when looking at the graph below.


https://simplevisorinsights.com/margins-and-valuations-put-stocks-at-risk/
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What To Watch Today

Economy

8:30 a.m. ET:
8:30 a.m. ET:
8:30 a.m. ET:

prior)

8:30 a.m. ET-:
8:30 a.m. ET:
8:30 a.m. ET:
8:30 a.m. ET:

Personal Income, month-over-month, January (01.0% expected, 0.2% prior)
Personal Spending, month-over-month, January (1.4% expected, -0.2% prior)
Real Personal Spending, month-over-month, January (1.1% expected, -0.3%

PCE Deflator, month-over-month, January (0.5% expected, 0.1% prior)

PCE Deflator, year-over-year, January (5.0% expected, 5.0% prior)

PCE Core Deflator, month-over-month, January (0.4% expected, 0.3% prior)
PCE Core Deflator, year-over-year, January (4.3% expected, 4.4% prior)

10:00 a.m. ET: New Home Sales, January (620,000 expected, 616,000 prior)

10:00 a.m. ET: New Home Sales, month-over-month, January (0.7% expected, 2.3% prior)
10:00 a.m. ET: University of Michigan Consumer Sentiment, February Final (66.4
expected, 66.4 prior)

Earnings



Company Time Estimate Growth Surprise

Show only confirmed?

EOG  EOGResources, Inc. BIMO §3.31 56.39B 5.7% + =
CNK  CinemarkInc B30AMET [$0.34) §592.41 M 11% + o=
ACMR  ACM Research, Inc. T-00 AMET $0.07 §97.12M 2.1% + =
DINO  HF Sinclair Corporation B3 AMET $3.59 57628 - s+ =
CcM Canadian Imperial Ba... TA0AMET §1.22 516738 236.0% + =
HEP  Holly Energy Partner... BI0AMET $0.52 §149.05M 25.8% + =
BRC  Brady Corporation 700 AMET $0.78 §31368 M 1.4% + o=
SLCA  US. Silica Holdings, I... 6:00 AM ET - §403.45 M 41.6% + =
BBDC Barings BOC, Inc. BMO §0.27 56247 M 70.7% + =
GTLS  Chart Industries Inc. B:00 AMET §1.64 §501.81 M 32.4% + 0=
EVRG  Evergy, Inc. T-00 AMET $0.22 $1.16B 3.4% + =
TBLA  Taboola T30 AMET §0.14 §369.3TM 94% + =
IEP Icahn Enterprises L. B30 AMET $0.15 52978 26.6% + =
FMX  Fomento Economico ... 825 AMET §1.38 §9.07B 24.1% + =
GTN  Gray Television Inc. 625AMET  §1.73 $1.058 45.6% + | =
TPB  Tuming Point Brands,... TRAMET  $0.35 §96.21 M 56% + | =
BCPC  Balchem Comp. TOAMET  $0.90 $24154 M 13.3% s | =
CTV  Innovid Comp. T00AMET ($0.01) §3563M 37.2% + =
CRI  Carers, Inc. GODAMET  §1.74 $864.11 M -18.6% v =
DBRG DigitalBridge Group, |... SNAMET  §0.11 §289.93 M 13.3% £ | =
8P  E.W. Scripps Company 7:30 AMET - $690.77 M 11.0% + =
FYBR  Frontier Communicati... T00AMET $0.24 §1.42B -8.0% + =
BHVN Biohaven Pharmaceu... TO0AMET [$1.33) - - + =
LAMR  Lamar Advertising Co... GODAMET  §1.69 $542.00 M 9.6% s =
UNIT  Unii Group Inc BOOAMET  §$0.44 $285.52 M 26% s | =
NWN  NW Natural Holdings 6:00 AMET §1.25 §303.45M 3.2% + | =
v Grupo Televisa SA. ... BMO 005  $96143M 30.8% s =
ICAGY International Consolid... BIO $0.04 56.86B 69.7% + =
PNM  PNM Resources, Inc. B30 AMET - 524499 M -55.6% + =
QURE uniQure N.V. T03AMET [$0.52) £55.37T M -4.0% + =
NXE  NuveenArizona Divid... DM ($0.01) - - $ ] s
MGI MoneyGram Intemati... 420 PMET $0.10 £§338.30 M 4.2% + =
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Marke Makes First Successful Test Of Support

Yesterday, as discussed in the Before The Bell video (subscribe for daily updates), futures
pointed to a higher open, but | warned that such could quickly reverse. That was the case as the
market sold off mid-day on a stronger GDP deflator (inflation) than expected. Such, of course,
suggests the Fed will continue to hike rates further for now.

However, at mid-day, the market made its first initial test of the 50-DMA, initial support, and
bounced nicely off it with buyers showing up to ?buy the dip.? We are not out of the woods yet, with
the MACD signal suggesting weaker market prices near term. However, after four days of declines
a bounce is expected. We suggest using any bounces over the next week to raise cash and
somewhat reduce equity exposure until the correction process is completed.

This morning, futures are lower, and as noted above, critical inflation data is coming out that could
either be a boost or a drag. Importantly, critical support coincides with the 200-DMA, the downtrend
line from the 2022 highs, and the rising trend line from the October lows. Those supports intersect
around 3950, which is the make or break point for the bulls.


https://www.youtube.com/watch?v=zNYwjkEDPIo
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More Economic Data Affirms Higher for Longer

Thursday?s data will only bolster the Fed?s opinion that they must keep policy restrictive to
weaken inflation. Fourth quarter GDP was revised lower to 2.7% from 2.9%, but the price index
rose from 3.5% to 3.9%. The price index is used to calculate real GDP, which excludes inflation.
This inflation data point confirms CPI and PPI by demonstrating that inflation is becoming stickier;
thus, it will take longer to fall back to the Fed?s 2% objective.



On Thursday, we got another reminder that the labor market remains red hot. Jobless claims
remain under 200k, and continuing jobless claims fell slightly. There is little evidence in the graph
below of growing layoffs or signs that those laid off are having trouble finding new employment.
Therefore, given the Fed?s concern that a price-wage spiral may form, this data, like the GDP
revisions, argue for higher rates for longer.
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Apple Share Buybacks

The chart below from Charlie Biello shows the amazing amount of shares Apple has repurchased.
Apple has repurchased over $550 billion in stock in just ten years. To fathom that number, consider
Apple could have bought any company excluding the five largest S&P 500 companies with that
money. Exxon, for instance, is the seventh largest company, and its market cap is $466 billion,

almost $100 billion less than Apple spent on buybacks.
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Gold and Yields

What drives the price of gold?

Due to the excessive growth of government debt outstanding and the desire to run perpetual
deficits, the Fed is charged with keeping interest rates lower than where a free market would price
them. Such allows the scheme to continue. As we have seen, with near-zero interest rates and QE,
the Fed can help keep interest expenses low for the government. Since 1970 government debt has
risen by about four times the government?s interest expense. Lower interest rates are magical.

However, to help run deficits, the Fed has presided over many periods of negative real yields. In
other words, the Fed has pushed rates below expected inflation rates. Given negative real yields
should never happen, we believe negative real yields are a sure sign the Fed is misusing monetary
policy to fund deficits. Not surprisingly, gold investors notice negative real yields. The second graph
shows a significant correlation between gold prices and real yields from 2003-2021. Real yields
were negative through the majority of the period. Conversely the relationship has weakened
recently due to positive real yields.

Our latest article, Gold Investors Are Betting On the Fed, helps appreciate what will drive gold
prices in the future. As we wrote in the article:

Said differently, gold prices increase when the Fed enacts a monetary policy that
is too stimulative given the circumstances.


https://bit.ly/3yWiGWN
https://realinvestmentadvice.com/gold-investors-are-betting-on-the-fed
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Tweet of the Day
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$NVDA does a great job exploiting every trend. And when the trend ends
anew one will be there. RIP Data centers, crypto mining, metaverse,
laptops, gaming. Hello Al.
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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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