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NBER Recession Odds Fade With Strong Jobs
Report

The economy added 528k jobs in July, almost 300k more than expected. With the much stronger-
than-expected jobs report, the odds of an official NBER recession proclamation fade. The NBER
considers both GDP and employment before deeming a period of economic weakness a recession.
The graph below shows that, on average, NBER recessions start about two to three months after
the unemployment rate starts ticking higher. The July 3.5% unemployment rate fell .1% from last
month and is the lowest in fifty years. Arguing further that NBER recession odds are falling is labor
market strength throughout the report. The prior two months were revised higher by 28k. Also
encouraging, average hourly earnings rose more than expected (5.2% vs. 4.9% year over year);
however, they remain well below inflation rates. The only fly in the ointment is that the participation
rate continues to fall and remains about 1% below pre-pandemic levels.
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Economy

¢ No notable reports are scheduled for release.

Earnings
Company Actual Estimate Growth Surprise Guidance
. Show only confimed?

“ BRK.B Berkshire Hathaway, I... 800 AMET $2.94 - - + | =

BRK.A EBerkshire Hathaway, |... BMO - - - =
“ TSN Tyson Foods Inc. T:30 AMET $1.91 $13.27TB 6.3% + =
“ AIG American Internation... 415PMET $1.23 $11.42B 6.9% - =
“ ITUB Itali Unibanco Holdin T:25AMET $0.16 $26.96 B 247 1% + =
¥ BNTX BioNTech SE 6:00 AM ET $8.12 $3.628B -43.4% + =
¥ VTRS Miairisinc. 7-00 AM ET $0.81 $4208B 5.3% - =
“ PFG Principal Financial Gr.. &15PMET $1.39 $3.34B -5.6% + =
“ ACM AECOM 405 PM ET $0.83 %3518 3.0% - =
v OKE OMNEOK Inc. &1SPMET $0.84 $6.18B B82.4% + =
“ IFF International Flavors __ 4£15PMET $1.42 $3188B 2.9% + =
“ D Dominion Energy, Inc. T:30AMET $0.77 $365B 20.1% + =
¥ GOLD Barrick Gold Corporat 6:00 AM ET $0.23 $3.07 B 6.1% - =
¥ NWSA News Corp 4:25 PM ET $0.11 $2.60 B 4.3% - =
¥ ARKO ARKO Comp AMC $0.20 $2.338B 22.0% - =
“ ELAN Elanco Animal Health_. 630 AMET $0.26 $1.21B 5.4% + =
v TSE Trinseo S.A. £15 PMET $2.02 $1418 10.7% . | =
“ PARR Par Pacific Holdings, ... 4$1SPMET $1.590 $1.708B 39.6% . =
“ AEL American Equity Inve_. 415PMET $0.79 $546.77T M -49 2% + =
¥ THS TreeHouse Foods Inc 6:55 AM ET ($0.17) $1108B 9.6% + | =
¥ \AC Marriott Vacations W 430 PMET $2.28 $1.13B 15.4% + =
¥ CBT Cabot Corporation 4:30 PM ET $1.53 $995.32 M 8.5% + | =
“ PRIM Primoaris Services Cor. 5:00 PM ET $0.59 $926.45M 5.1% s =
“ CAPL Crossamerica Partne. .. 415 PMET $0.33 $631.51 M -26.5% - =
¥ TTWO  Take-Two Interactive . 405 PMET $1.09 §747.52M £.1% + =
“ VRM Wroom, Inc. 430 PMET ($0.77) $72684M -4 6% + =
v TGNA TEGNAInc. %00 AMET $0.56 §791.00M 7.9% + | =
“ BKD Brookdale Senior Livi._ 415PMET ($0.41) $685.50 M -5.2% - =
“ ENR Energizer Holdings, Inc 6:50 AM ET $0.78 $74358M 3.0% + =
“ MRC MRC Global Inc. £15PM ET $0.29 $792.5TM 15.5% - =
“ HE Hawaiian Electric Ind 6:00 AM ET $0.52 $672.33M -1.2% + | =
¥ WSAT  ViaSat, Inc. 405 PM ET ($0.49) $70465 M 6.0% s =
¥ DOOQR Masocnite Infernationa.. 430 PMET $2.43 §731.75M 10.5% - =
“ PRI Primerica, Inc. &1SPMET $3.02 §708.54 M 5.2% + =
“ ARGO Argo Group Internatio. .. 440 PMET $1.18 $510.30 M -6.8% + =
“ PRTY Party City Holdco Inc. 6:55AM ET $0.06 $529.40M -1.2% + =
¥ ACCO ACCO Brands Corpor £15PM ET $0.42 $535.0TM 3.3% + =
“ BWXT BWX Technologies, Inc 410 PMET $0.73 $536.00 M 6.1% - =
¥ CcLOV Clover Health 405 PM ET ($0.23) $81462M 97.5% - =
“ HBM HudBay Minerals Inc. 5:35 PM ET $0.11 $47795M 16.2% + =
“ AMR Alpha Metallurgical R... 7:30 AM ET $30.89 $1.248B 213.7% + =
¥ KOS Kosmos Energy Lid. BMO $0.20 $586.00 M 52.6% - = .
“ PLTR Palantir Technologies. . 7.00 AM ET $0.03 5468.16 M 246% + =
v WYVYNT  Vivint Smart Home, Inc. &10 PM ET ($0.33) $39261M 10.5% - =
< cul ICU Medical Inc. 405PMET $1.36 $577.60 M 79.6% * =
¥ TREX Trex Company, Inc 4:05PMET $0.68 $38001M 22.0% + =
“ ALTO Alto Ingredients, Inc 405PMET $0.02 $320.98 M 7.7% - =
¥ NVAX  Novavax Inc. 4:00 PM ET $5.51 $998.78 M 2351% - =
¥ PRAA Portfolio Recovery As . 4:05 PM ET $0.53 $237.35M -16.9% + =
“ PRA ProAssurance Corpor. .. &15PMET $0.07 $22795M -19.1% - =
¥ HNGR Hanger Inc. 405 PMET $0.30 $305.23 M 8.7% + =
“ GRPN Groupon, Inc. 400 PM ET ($0.44) §164.54 M -38.1% + =

Market Trading Update

Following the recent Fed rate hikes and some ?better than expected? economic data, the market
surged this week. The rally is not surprising given the extremely negative sentiment and positioning



in the markets in June. As we noted then, such extreme negative sentiment is a ?contrarian?
indicator and provides the fuel for a market rally. Such was the case, much like we saw in March
this year.
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Despite the Fed hiking rates, shrinking their balance sheet, and inflation at 9%, much of the
financial media and market gurus have determined that the bear market is over and a new
bull market has started. As shown, as the market surged, so did the number of articles discussing
a new bull market.
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The previous extreme pessimism levels formed the perfect foundation for a strong bull market rally.
Notably, those more extreme levels of bearishness are rapidly turning bullish. The chart below is a
composite of both professional and retail investor sentiment.
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Bull Rally Has Some Legs

The question becomes sustainability. To that end, some indicators currently support the view of a
more sustainable bull market. To wit:

?With a continued rise last week, more than three out of every four stocks in the index
recovered above their 50-day moving averages, the most since the beginning of the
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year. The other two times in the past five years, when this cycled from fewer than 5% of
stocks to more than 75%, it coincided with the kick-off to sustained rises.? ? Sentiment
Trader
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Furthermore, the McClellan Summation Index is also denoting a more healthy market which has
historically led to more gains.
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As Sentiment Trader concludes:

?The setup was ripe for at least a bear market rally in late June. Sentiment was about
as bad as it gets, for as long as it gets before dip-buyers tend to step in. And they did,
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aggressively. That triggered some thrust-y signals a month ago, and unlike others over
the past six months, buyers persisted and triggered even more compelling signals. It?s
another sign that this recovery should have legs.?

We agree this market surge could have some legs as the short- to intermediate-term time
frame is bullish and does warrant increased equity exposure. However, such does not mean
there won?t be some pullbacks along the way, as the market is very overbought short-term. Such
pullbacks will provide opportunities to increase exposure.

The Week Ahead

The economic fireworks start on Wednesday when the BLS releases July CPI data. Expectations
are for year-over-year inflation to remain at 9.1%. To do so, the monthly rate needs to be +.45%. If
it's higher, the year-over-year rate will increase, and vice versa if it's lower than .45%. Three of the
last four months were 1% or higher. PPI follows on Thursday. Given the recent declines in many
commodity prices, analysts expect a decrease from 11.3% to 10.9%, with a meager .2% monthly
increase. The University of Michigan Consumer Sentiment Survey will help us gauge consumer
price expectations. Last month, the five-year expected inflation rate fell from 3.1% to 2.9%.

We suspect a large number of Fed speakers will be on the speaking circuit again this week. Given
the strong employment report and a slight uptick in economic data, they will likely continue to
bemoan inflation and remain very hawkish. It's hard to believe any Fed members will mention the
words "stall" or "pivot.” The Fed's annual Jackson Hole conference will occur from August 25-27.
The Fed often uses this conference to announce changes to their policies or current thinking
around the economy or inflation. Some Fed members may provide a preview of things to expect
from the conference.

Will The Fed Hike By 75bps?

The strong jobs report and diminishing odds the NBER calls a recession soon are prompting Fed
Funds traders to price back the odds of the Fed hiking by 75bps at the coming September meeting.
As we show below, the Fed Funds futures markets now imply a two-thirds chance of the Fed
raising rates by .75%. It was as low as .25% a few days ago.
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Refinery Shut Capacity Keeps Upward Pressure on Gas Prices

The page below is from Exxon's latest earnings release. It shows that global refining capacity
increased from 2017 to the eve of the pandemic. Since then, refining capacity has been declining.
Per Exxon, more than three million barrels per day (Mbd) of capacity have been shut down since
2020. The bright side is they expect about one Mbd per year to come back online over the next two
years. As we have noted, crack spreads remain stubbornly high, which is one reason gasoline
prices remain higher than they would have been in the past. Bringing refineries back to full capacity
will help the problem in the short run. The bigger question for the next decade is will energy
companies build new refineries as global warming protocols and regulations weigh on their
economic viability.


https://realinvestmentadvice.com/wp-content/uploads/2022/08/fed-funds.png

REDUCED INDUSTRY SUPPLY DRIVEN BY REFINERY
CLOSURES

GLOBAL NET REFINING CAPACITY CHANGE'

Mbd versus 2017 * Pandemic had severe impact on industry refining capacity
15
- Demand destruction in 2020 - 2021 drove industry margins
& well below 10-year range
AN
e —_ \_—\
o = >3 Mbd of cumulative refining capacity has been shut down
- since 20202
2017 2018 2019 2020 2021 2022 ~ Refinery closure rate during the pandemic was three times the

rate following the 2008 financial crisis

GLOBAL CUMULATIVE REFINERY CLOSURES?

Mbd
= Anticipated gross capacity additions of ~1 Mbd annually
¢ through 2023 will help meet recovering demand?
-2
-4
2020 2021 2022

WUS mEurope M AsiaPacfic © Other

See Supplemental Informaton for footnotes.
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Carl Quintanilla £
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Looks like @jkrinskypga’s magic number is $SPX 4231.

“.. there has never been a bear market rally that
exceeded the 50% retracement and then gone on to
make new cycle lows. Therefore, if the SPX were to
exceed 4231, we would have to assume that June was
the low for this cycle.”
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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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