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Inflation Surprise or More Stickiness?

The April CPI inflation headline number, most followed by the media, provided a pleasant
downward inflation surprise. The year-over-year inflation number was 4.9%, .1% lower than
expectations. This is the first time annual inflation has been below 5% in two years. The monthly
change was +.4%, in line with expectations. We call it a ?surprise? because many Wall Street
banks and dealers thought the inflation numbers would be higher than expected. While the
headline was a surprise, the core inflation data, most followed by the Fed, continues to show
stickiness in prices falling. Core CPI, excluding food and energy, fell by .1% to 5.5%, as expected.

Given the high inflation rates a year ago and their outsized effect on annual data, we prefer to
focus on the recent trend. Accordingly, in this environment, we use the running three-month
annualized data. The graph below shows the downward surprise was limited to the headline
inflation data. Three-month annualized core inflation, while certainly lower than its 9% peak in June
2021, remains stubborn. However, inflation surprises may be just around the corner. About a third
of the inflation data is based on imputed rents. The Zillow Rent Index (ZROI) was up 4.62% year
over year and 2.81% on a three-month annualized basis. ZROI peaked in January 2022 at 16%.
The CPI rent measure is still at its peak and will inevitably follow ZROI lower in the coming months.

Bottom line: Inflation is falling by not at the rate the Fed would like it to. That said, they may be
pleasantly surprised in a few months if the BLS measure of rents declines as expected.
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What To Watch Today

Earnings
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JD
HMC

PBR
MeANY

Company

JO.com, Inc.

Honda Motor Co., Ltd.
Petroleo Brasileiro ...
Nissan Motor Co., Ltd.
Siemens Aktiengesell .

BayerAG.

SoftBank Group Corp.

Telefonica S.A.

Mitsubishi Heavy Ind...
Lument Finance Trust...
US Foods Holding Co...
Fuji Heavy Industries ...

Aegon N.V.
KUBOTACORPADR
TOKYO ELECTRON

Mitsubishi Estate Co ...

KNBWY Kirin Holdings Compa...
Commerzbank Junge...

News Corp

Secom Co Lid
Shiseido Co. Lid.
Sanmina Corporation
Sappi Limited
Dillard's, Inc.
Tapestry, Inc.

Kelly Services Inc.
PerkinEImer Inc.
NIKON CPADR

Charles River Labora. ..
Algonquin Power & U...

Entegris Inc.

National Vision Holdi...

NICE Ltd.

Aveanna Healthcare .
Trend Micro Incorpar...
Himax Technologies |
Carrols Restaurant G...

Krispy Kreme, Inc.
PGT Innovations, Inc.
IAMGOLD Corp.

Utz Brands, Inc.

Sun Life Financial 3e...

YETI Holdings, Inc.

Company

JD.com, Inc.

Honda Motor Co., Ltd.
Pefroleo Brasilei ..
Nicean Motor Co 1 td

Time
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DMH
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BMO
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DMH
DMH
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AMG
DMH
DMH
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6:00 AMET
6:00 AMET
S30AMET
BMO
BMO
6:15 AMET
TD0AMET
TD0AMET
T30AMET
TOOPMET
630 AMET
SO00PMET
6:00 AMET

Time

S15AMET
6:50 AMET
AMC
DMH

Estimate

$0.51
§0.61
§0.93
$0.08

$0.55
$0.04

$0.06
§0.42
$0.26
§0.20
§1.71
$0.73

$0.04

$0.10
$1.55
$0.07
$9.07
$0.59
$0.28
$0.99
$0.13
$2.59
$0.15
$0.52
$0.17
$1.46
($0.08)
$0.45
$0.09
(50.16)
$0.05
§0.44
(50.02)
$0.10
$1.07
§0.17

534598
534498
524938
521938
520.57B
$15.898
47568
§9.65B
$921 M
§1947M
§8.49B
57.06B

54688
§391B

$3.34 M
510618
§2.38B
§2.298B
§1.72B
§2.25B
§1.48B
§1.558
$1.44B
51238
§751.04 M
§1.22B
§986.35 M
§753.18 M
589267 M
§552.99 M
5§564.80 M
§452.03 M
§416.75 M

§42343M
540161 M
ST 1M
§227.32 M
§351.97 M
§787.76 M
§29265 M

Estimate

$0.51
§0.61
$0.93
%0.08

534098
534.49B
524958
52193B

Growth

Surprise

Show only confirmed?

-8.5%
3.4%
5.2%
12.2%
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-3.3%
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-8.3%
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8.9%
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-14.6%
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-3.6%
0.2%
5.1%
-40.4%
6.4%
7.9%
24%
A%
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T1%
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6.0%
7.8%
1%
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162.6%
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Economy

Time Event Impact Actual Devﬂ Consensus Previous
THURSDAY, MAY 11

12:30 ®EUSD Continuing Jobless Claims(Apr 26) - - 1.82M 1.805M
12:30 BEUSD Initial Jobless Claims(May 5) | - - MK 4K
12:30 BEUSD Initial Jobless Claims 4-week average(May 5) [] - - 239.25K
12:30 BEUSD Producer Price Index (MoM)(Apr) - - 03% 5%
12:30 BEUSD Producer Price Index (YoY)(Apr) : . 24%  27%
1230 BEUSD Producer Price Index ex Food & Energy (MoM)(Apr) <. 02% 0%
12:30 MEUSD Producer Price Index ex Food & Energy (YoY )(Apr) [] . - 33% 1M
1415 BEUSD Fed's Waller speech B @

14:30 MEUSD EIA Natural Gas Storage Change(May 5) - 528 54B
15:30 MEUSD 4-Week Bill Auction . - - 5.84%
17:00 MEUSD 30-Year Bond Auction . . - 3.661%
Time Event Impact Actual Devﬁ Consensus Previous

THURSDAY, MAY 11

12:30 BEUSD Continuing Jobless Claims|Apr 28) . = 1.82M 1.805M
12:30 BEUSD Initial Jobless Claims(May 5) | - - MK 4K
12:30 ®EUSD Initial Jobless Claims 4-week average(May 5) N - - 239.25K
12:30 MEUSD Producer Price Index (MoM)(Apr) . - 03% -05%
12:30 BEUSD Producer Price Index (YoV)(Apr) : = 4% 27%
12:30 BEUSD Producer Price Index ex Food & Energy (MoM)(Apr) . - 02% 0%
12:30 ®EUSD Producer Price Index ex Food & Energy (YoY)(Apr) ] ST & | A ¥ 4
1415 BEUSD Feds Waller speech | @

14:30 BEUSD EJA Natural Gas Storage Change(May 5) . - 528 548
15:30 BEUSD 4-Week Bill Auction r . - 5.84%
17:.00 MEUSD 30-Year Bond Auction . . - 3.661%

Market Trading Update

As noted in yesterday?s update, the CPI report was a ?nothing burger? coming in as expected with
the headline up 0.4%, which is 4.8% annualized inflation. While the market struggled with the data
and sold off in the first half of the day, a late-day rally returned the market towards the day?s highs
and above the 20-DMA once again. Even with the rally, the market remains range bound but
continues to flirt with the top of a narrowing consolidation pattern. At some point, the market will
make a decisive break out of this pattern, giving us the best opportunity to position ourselves for
the next leg of the market?s move. Unfortunately, we don?t know with certainty whether that will be
higher or lower.
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As such, we continue to suggest remaining cautious. We will likely have our answer to ?what?s
next? sooner than later.
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One-Month T-Bills Hit Record High Yield Awaiting The Debt Cap

As the graph below from Bianco Research shows, the year on a one-month Treasury bill hit 5.43%.
Such is a record high since the Treasury began issuing one-month bills over 20 years ago. If you
recall, a few weeks ago, we discussed how the one-month yield was plummeting while two and
three-month bills stayed the same. At that time, the one-month yield at times was more than 1%
below the three-month bill. Today it?s about 25bps above.

The culprit is the coming debt cap negotiations. The concern for one-month bill investors is not a
default but a delayed payment. Given the short duration of a one-month bill, a multi-day delay can
have a decent effect on the annualized yield.
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Lending Standards Lead Employment

In Monday?s Commentary, we noted:

Meanwhile, demand for commercial and industrial loans weakened considerably. The
survey reported the broadest share of banks with weaker loan demand since 2009.

The graph below shows lending standards for commercial and industrial (C&l) loans (blue) have
tightened considerably. It also shows that in the last three recessions, excluding 2020, the annual
change in employment fell and troughed about 3-4 quarters later. There was no lag in 2020 as the
pandemic had an immediate economic impact. Based solely on this data, we should expect the
unemployment rate to increase.


https://simplevisorinsights.com/fed-survey-confirms-tighter-lending-standards/
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When Druckenmiller Speaks, People Listen

Famed investor Stanley Druckenmiller presented at the Sohn Investment Conference on Tuesday
and provided plenty of advice. Druckenmiller made a name for himself as one of George Soros?s
top portfolio managers and ultimate successor.

Druckenmiller is bearish on the near-term outlook and sees a hard landing. He thinks that NBER
will ultimately find a recession started this quarter. That says he does see opportunities once the
economy bottoms. To wit- ?A hard landing will offer unbelievable opportunities.?

?when you have free money, people do stupid things. When you have free money for
11 years, people do really stupid things. So there?s stuff under the hood, it?s starting to
emerge. Obviously the regional banks recently, we had Bed Bath and Beyond.

But | would assume there?s a lot more bodies coming.

Just make sure to preserve your capital until they present themselves.

Druckenmiller likes copper due to what he thinks will be explosive EV growth. That said, he is
waiting on buying it as he fears a recession will hurt demand and allow him to buy it at lower prices.
He does like gold and silver, although he says, ?They historically have not done well in hard
landings.?

He also thinks Al ?could be every bit as impactful as the internet literally going forward.? However,
like copper, he seems to be waiting for a hard landing to make a bigger bet in the industry.
Currently, he owns Microsoft and Nvidia.

Tweet of the Day
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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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