7 RIA

Starbucks Earnings Warn Of Belt Tightening

Starbucks latest earnings report sends the message that consumers may finally be retrenching
after a few years of spending above their means. Cheap luxury items are low in price by definition
and include items that we do not necessarily need but are nice to have. When consumers have
confidence in the economy and their jobs, they tend to reward themselves by consuming more
cheap luxury items. Conversely, concerns about their job status or doubts about whether they will
get a raise lead many consumers to tighten their wallets. For many consumers, cheap luxury items
are the easiest items to cut back on when their confidence wanes.

Starbucks coffee is an excellent example of a cheap luxury item. It is relatively inexpensive, but the
alternatives of making coffee at home or getting free coffee from the office are much cheaper.
Starbucks shares fell 20% on Wednesday as their earnings were poor. The following statistics from
Starbucks point to a more frugal consumer:

Same-store sales fell 4%, and traffic fell 6% in the quarter.

International same-store sales were down 6% versus expectations of a 1.4% gain.
Starbucks lowered its revenue growth guidance from 7% to the low-single digits.
Per Starbucks: ?Most loyal customers are looking for discounts.?
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Time Event

1230 BEUSD Average Hourly Eamings (MoM)(Apr)
12:30 BEUSD Average Hourly Earnings (YoY)(Apr)
1230 BEUSD Average Weekly Hours(Apr)

1230 BEUSD Labor Force Participation Rate(Apr)
12:30 BEUSD Nonfarm Payrolls(Apr)

1230 BEUSD U6 Underemployment Rate(Apr)
12:30 BEUSD Unemployment Rate(Apr)

1345 B USD S&P Global Composite PMI(Apr)
13:45 BEUSD S&P Global Services PMI(Apr)

14:00 BEUSD ISM Services Employment Index(Apr)
14:00 BEUSD 1SM Services New Orders Index(Apr)
14:00 BEUSD ISM Services PMI(Apr)

14:00 BEUSD ISM Services Prices Paid(Apr)

17:00 ®EUSD Baker Hughes US Oil Rig Count
19:30 BEUSD CFTC Gold NC Net Positions

10:30 BEUSD CFTC il NC Net Positions

19:30 BEUSD CFTC S&P 500 NC Net Positions

23:45 B USD Feds Goolsbee speech
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Market Trading Update

With the bulk of earnings season behind us, the market?s focus will return to economic data and
the Federal Reserve. Today is the much-anticipated employment report and hourly earnings. While
the Fed suggested they will not hike rates further, a much hotter-than-expected report suggesting
?higher for longer? will negatively impact stocks and rates.

As discussed yesterday, the market continues to trade above the 100-DMA, establishing a
pattern of higher lows. If the market can weather today?s employment report, it could set it up for a
rally next week. Notably, we are beginning to build a pattern of price compression. A break out to
the upside will likely lead to a retest of this year?s highs. A downside break will lead to a test of the
200-DMA. Unfortunately, the odds for either outcome are currently 50/50. Therefore, continue to
manage risk accordingly until we can confirm the next direction for the market.



https://realinvestmentadvice.com/rate-cuts-do-not-appear-to-be-on-the-horizon/
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JOLTs Portends Higher Unemployment

The JOLTs report published by the BLS shows the labor market continues to normalize. The
number of job openings fell to 8.488 million, well below the peak in 2022 but still above the pre-
pandemic levels.

The quits rate, on the other hand, has fallen back to levels last seen in 2017. The quits rate is a
good measure of employee confidence. When employees feel confident in finding a better-paying
job, the quit rates tend to be higher. Conversely, the quits rate tends to be lower in a weaker labor
market. The second graph below shows that the quits rate (on an inverse scale) and the
unemployment rate are well correlated. As we circle, the last time the quits rate was at current
levels, the unemployment rate was between 4.5% and 5%. The unemployment rate is 3.8% and
has yet to increase with the quits rate.

The third graph shows the same data in scatter plot format. Again, the current instance is an
outlier, arguing the unemployment rate may increase in the coming months. Further making the
case for higher unemployment, the JOLTSs hires rate is also below pre-pandemic levels.
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But? Jobless Claims Points To A Strong Labor Market

Recent jobless claims data seem to conflict with our thoughts in the prior section on the quits rate
and what it may portend for unemployment. Yesterday?s initial jobless claims were 208k. As we
share below, the rate is historically low and does not show any signs of turning up. The data is
weekly, so it is among the best real-time job data available, or so many think.

Based on a Bloomberg article entitled Why Jobless Claims Fail As A Recession Gauge, jobless
claims may not be a good gauge of the jobs market. Per the article:

Jobless claims have been a reliable indicator in the past of loosening labor-market
conditions ? but not at the moment. That?s because a smaller share of today?s
unemployed persons are eligible for benefits ? and even among those eligible, fewer
are applying for benefits that haven?t kept up with inflation.

The article estimates that 78% of unemployed workers are eligible for unemployment benefits;
typically, the number is closer to 85%. Further, while people may be eligible, they may not file a
claim as unemployment benefits have not kept up with inflation. The following paragraph highlights
the situation in California, which accounts for 11% of the nation?s total employment.

In California, for instance, unemployment benefits have not been raised in two decades, with the
state?s massive budget deficit a barrier to raising the payout. While the number of unemployed in
California has increased by more than 40% since mid-2022 ? the state?s unemployment rate
reached 5.3% in March (from 3.8% in August 2022), highest in the US ? jobless claims have
been persistently flat.

The authors summarize as follows:

Bottom line: Weekly Ul claims figures may overstate the labor market?s resilience.
Given current low levels of the recipiency, eligibility and take-up rates, claims will likely
continue to present a distorted picture even if the labor market deteriorates swiftly.
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Tweet of the Day

Charles Gasparino £ @CGasparino - 17m
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Breaking: The new emerging consensus from Wall Street c-suite is that
Powell wants to cut rates by September and he thinks the data will support
it. Lets see. Prior guidance from @federalreserve was June and we all
remember “transitory inflation.” Story developing
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remember “transitory inflation.” Story developing

?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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