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Liquidity Warning: SOFR Raises The Red Flag

In our Daily Commentary from October oth we alerted readers to the fact that the Fed?s Overnight
Repurchase Program was warning that the financial system was running out of a reliable store of
excess liquidity. While not a concern, as we share in our quote below, it was worth monitoring.

Said differently, after years of having a sizeable store of liquidity, the financial system
now lacks excess liquidity. This doesn?t mean a liquidity crisis is imminent. It simply
means the financial system has returned to its pre-pandemic liquidity status. However, if
liquidity demands increase, there is no liquidity in the proverbial bank as we have grown
accustomed to. Thus, in the future, the Fed will likely be much quicker to act on a
liquidity run today than it was when the ON RRP program had large balances.

On October 16, our Commentary told of Powell?s rather unexpected announcement that QT
might be ending soon. QT removes liquidity from the financial system; thus, his abrupt comments
led us to believe that he must be warning the public that liquidity is tightening.

The two Commentaries lead us to the chart below. The graph compares the difference between the
Secured Overnight Financing Rate (SOFR) and the Fed?s Overnight Reverse Repurchase Rate
(ON RRP) rates in blue versus the amount of dollars in the ON RRP facility ? orange. The orange
line indicates that there is no more excess liquidity; thus, as the blue line indicates, overnight
borrowers, even with perfect collateral, are now paying an increasing premium for liquidity. In other
words, the demand for liquidity is outstripping the supply.

If the SOFR rate continues to climb, the Fed will likely act via a special liquidity program, QE,
and/or a lower Fed Funds rate to provide liquidity. It doesn?t want a replay of 2019, when they
were late to heed the warning signs and recognize liquidity shortfalls. Given that all asset markets
are being juiced by liquidity, these warning signs should be followed closely by all investors.
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What To Watch Today
Earnings
Friday Oct 17 EPS  Consensus Previous Revenue Consensus Previous MarketCap  Fiscal Time
American Express w us 397 349 16.028 16648 $20718B Q3 AM +#
Reliance Industries wi. n 17.83 24.50 2417 23157  §107068 Q2 |
Truist Financial rrc us 099 0.97 5.198 5.14B $60.78 G AN &
Schlumberger s.ous 067 0.83 8.948 9.16B $50.898 Q AM %
State Street strus 256 226 3428 3268 §3245B Q3 AM %
JSW Steel Jsiim 1359 180 44816B 396848  $29.89B Q2 |
Fifth Third Bancarp rira us 093 0.78 2218 2138 §28128 Q3 AM %
Huntington Bancshares Haa 037 0.33 2038 1898 $428 Q3 AM %
Regions Financial rr us 0.59 049 1928 1798 24188 Q3 AM %
Hindustan Zinc rznc 5.51 85628 82528  §20528 Q2 L
Ally Financial aLyus 1.01 0.95 2128 218 §11.538 Q3 AV *
Tata Consumer Products Ltc 4.14 378 d6488 42158 §M3B 0 Q@ *
Webster Financial wos us 1591 134 726.29M  6476M $10.38 Q AN %
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Economy

Friday October 17 2025 Actual
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Friday October 17 2025 Actual Previous Consensus Forecast

11:15AM 5 S Fed Musalem Speech

12:00 PM % US  Baker Hughes Oil Rig Count 418 1
12:00 PM % JS  Baker Hughes Total Rigs Count 547 ||
03:00 PM W US  NetLong-term TIC Flows $49.28 h.
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Market Trading Update

Yesterday, we discussed how the market reclaimed the 20-DMA, keeping the bullish trend intact
after a successful test of the 50-DMA. Retail investors continue to ?buy dips,? and there seems to
be no end in sight. Of course, that is precisely the setup that eventually leads to the end. However,
that end is not today.

However, the one chart we look closely at is the long-term chart of interest rates. Interest rates
have been topping since the beginning of last year and have recently broken below the wedge
pattern that has been building. This has two important implications.

First, when rates start dropping after a long-term rise, the stock market did not perform well. The
reason is that lower rates are a function of slower economic growth and lower inflation, which are
net negatives to corporate earnings. Given the elevated expectations for earnings, the risk is more
than present.

Secondly, a break lower in rates, somewhere in the upper ?37s,? and the historically large short
position against bonds will have to cover, driving rates lower. With the Federal Reserve now
discussing stopping QT, which will add a buyer to the bond market, hedge funds that are short
bonds are starting to run into mounting headwinds.
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As we have noted previously, our portfolios are mostly long short-duration bonds, which are playing
off the Fed rate cuts for now. However, if the technicals continue to develop, a shift in duration on
our bond barbell will become much more compelling.
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Is Ben Graham Bearish?

Ben Graham is best known as the father of value investing. His books, Security Analysis and The
Intelligent Investor, are considered an investment bible for many fundamental-based stock
analysts. For those of you who know of him, you also likely know he died almost fifty years ago;
thus, our title may be a bit confusing. Obviously, Ben Graham is neither bearish nor bullish.
However, we can use Al to help us decipher how he would view stocks given his investment
approach.

The Al Agents Dashboard in SimpleVisor&#2013266080;assesses 14 well-known investors and
analysts to gauge how they might view a stock. The page below shows that our Ben Graham Al
agent is only bullish on ten of the S&P 500 stocks. Moreover, it?s neutral on 22 and outright
bearish on the remaining 472. If we click on the ?10? under Bullish, we can see which stocks
comprise his bullish selection. Furthermore, we provide a confidence level that assesses how well
the investment decision aligns with his investment ideals. We share these in the second graphic
below.

If you are wondering how the other 13 agents might view a stock, we provide a decision composite
by ticker. The third graphic shows that our Al agents are mixed on Nvidia, with five bearish, three
neutral, and six bullish. Beneath the agents, highlighted in yellow, we also created four agents
based on fundamentals, sentiment, technical analysis, and valuations.
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FINANCIAL TIMES Source: OpenAl; World Bank

?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

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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