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ISM- Bad News Is Good News?

The national ISM Manufacturing Survey was unexpectedly weaker than expected, as shown below.
This should be concerning as the ISM survey is often the first piece of data to signal changes in
economic activity. As the table shows, the ISM Employment Index fell sharply in April and sits near
contractionary economic levels (<50). Equally important, the prices index, while still very high,
slowed in April. A weakening ISM is clearly not good news, but battered investors may say

otherwise.

The negative GDP report last week, coupled with the ISM survey, may get the Fed to take its
hawkish tones down a notch. The market has traded poorly on concerns the Fed will be aggressive
with rate increases and QT. It might just be that their hawkish conveyances which pushed stocks

down and interest rates higher, may have done a lot of the work for them.

Manufacturing at a Glance

April 2022
Series Series Index  Percentage Point Rate of
Index Index Apr Mar Change Direction Change
Manufacturing 55.4 57.1 -1.7 Growing Slower
PMI®
New Orders 53.5 53.8 -0.3 Growing Slower
Production 53.6 54.5 -0.9 Growing Slower
Employment 50.9 56.3 -5.4 Growing Slower
Supplier Deliveries 67.2 65.4 +1.8 Slowing Faster
; ; ' .|
Inventories 51.6 55.5 -39 Growing Slower
Customers' T 34.1 +3.0 Too Low Slower
Inventories
F - - - =
Prices 84.6 87.1 2.5 Increasing Slower
Backlog of Orders 56.0 60.0 -4.0 Growing Slower
New Export Orders 52.7 53.2 -0.5 Growing Slower
Imports 514 51.8 -0.4 Growing Slower
OVERALL ECONOMY Growing Slower
Manufacturing Sector Growing Slower

Hanufacturing isn’ Repaort On Business " data is seasonally adjusted for the New Orders, Production, Employment and Inventories indexes.
*Number of months moving in current direction.
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What To Watch Today

Economy

10:00 a.m. ET: Factory Orders, March (1.2% expected, -0.5% in February)

10:00 a.m. ET: JOLTS Job Openings, March (11.200 million expected, 11.266 million in
February)

10:00 a.m. ET: Durable Goods Orders, March final (0.8% expected, 0.8% in prior print)
10:00 a.m. ET: Durable Goods excluding transportation, March final (1.1% expected,
1.1% in prior print)

10:00 a.m. ET: Non-defense Capital Goods Orders, excluding aircraft, March final (1.0%
expected, 1.0% in prior print)

10:00 a.m. ET: Non-defense Capital Goods Shipments, excluding aircraft, March final
(0.2% in prior print)

?Earnings

Pre-market

Hilton Worldwide Holdings (HLT) to report adjusted earnings of 67 cents on revenue of
$1.77 billion

Marathon Petroleum (MPC) to report adjusted earnings of $1.28 on revenue of $34.01
billion

The Estee Lauder Co. (EL) to report adjusted earnings of $1.67 on revenue of $4.32 billion
Pfizer (PFE) to report adjusted earnings of $1.55 on revenue of $24.36 billion

KKR Inc. (KKR) to report adjusted earnings of 98 cents on revenue of $1.73 billion

Biogen (BIIB) to report adjusted earnings of $4.35 on revenue of $2.50 billion

Paramount Global (PARA) to report adjusted earnings of 52 cents on revenue of $7.42
billion

Molson Coors Beverage (TAP) to report adjusted earnings of 19 cents on revenue of $2.13
billion

S&P Global Inc. (SPGI) to report adjusted earnings of $2.98 on revenue of $2.95 billion

?Post-market

Caesar's Entertainment (CZR) to report adjusted losses of $2.19 per share of $2.35 billion
Skyworks Solutions (SWKS) to report adjusted earnings of $2.75 per share of $1.33 billion
Revolve Group (RVLV) to report adjusted earnings of 26 cents on revenue of $254.05 million
Airbnb (ABNB) to report adjusted losses of 16 cents on revenue of $1.45 billion

Starbucks (SBUX) to report adjusted earnings of 60 cents on revenue of $7.62 billion
Paycom Sofware (PAYC) to report adjusted earnings of $1.75 on revenue of $343.06 million
Lyft (LYFT) to report adjusted losses of 6 cents on revenue of $844.53 million

Match Group (MTCH) to report adjusted earnings of 54 cents on revenue of $792.05 million
Advanced Micro Devices (AMD) to report adjusted earnings of 92 cents on revenue of
$5.30 billion


https://bit.ly/3yWiGWN

Market Trading Update - Market Holds Support...Barely

The ISM report, as noted, was a mixed bag showing both signs of inflation peaking and weaker
economic growth ahead. As such the market vacillated yesterday but ended in positive territory.
Notably, the index did touch the 3-standard deviation oversold level before rebounding into the
close. We need to see some follow-through today heading into the FOMC meeting if we are going

to muster a short-term oversold rally.

Selling Pressure Hasn't Been This High In More Than Decade

As noted yesterday by Sentiment Trader, the S&P has closed down 1% or more for 4 consecutive
weeks. This type of selling pressure is somewhat rare, with the last instance occurring over a

decade ago in 2011.


https://simplevisorins.wpengine.com/wp-content/uploads/2022/05/SP500-Market-Trading-Update-050222.png
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"When the S&P 500 declines by 1% or more for 4 consecutive weeks, the selling
pressure continues in the near term. If | isolated instances when the index was down
15% or less from a multi-year high as today, the study shows weak results in the near
term. However, the long-term outlook is constructive, with an 89% win rate 1 year later."
- Sentiment Trader

Is a Bounce Overdue?

The table below shows five of the twelve S&P 500 sectors are more than two standard deviations
below their 200dma. Further down, you will see all three major indexes and most style factors are
in the same camp. Such an oversold situation often results in a bounce. Might the Fed meeting on
Wednesday be that catalyst that helps stocks?


https://simplevisorins.wpengine.com/wp-content/uploads/2022/05/Sentiment-Trader-4-1pct-Down-Weeks.png

% From Sigma Sigma  Sigma From
Price % From 20 % From 50 200 From 20 From 50 200

Staples XLP 7764)] -127% 1.96% 5.14% (0.91) 0.62 1.40
Uil AU 7425 1.74% 3.61% 8.08% (1.26) 0.69 1.86
Health AV 1303 -505% -3.09% -2.25% (2.02) (0.96) (0.81)
Real Est. ¥LRE 46.6 -5.04% -1.80% -1.88% (2.93) (0.48) (0.54)
Material XLB  8303)] -317% -0.99% -0.60% (1.55) (0.28) (0.18)
Indust XL 9514 -4.24% -4.90% -7 11% (2.231) (2.08) (2.67)
Comm ALC  5906| -950% -11.17% -22.20% (1.65) (2.55) (2.49)
Bank ALF 34531 -5.49% -8.35% -10.65% (2.359) (2.54) (3.12)
Trans XTHN 81.51 -1.09% -3.98% -7 45% (0.45) (1.03) (1.49)
Tech ALK 141.4] -4.89% -5.35% -10.74% (1.32) (1.65) (2.08)
Energy X¥LE 7315)] -317% -0.38% 23.30% (1.09) (0.08) 1.39
Discret  XLY  162.9)] -8.34% -8.05% -13.26% (2.39) (1.99) (2.12)
Walue VG 148 -4.29% -3.51% -2.86% (2.43) {(1.71) (1.36)
small sL 185 -65.04% -7.43% -13.95% (2.04) (2.594) (2.31)
Mid ML 4558 -4.33% -5.03% -7.85% (2.04) (2.11) (2.39)
Equal RSP 1475 -4.72% -4.52% -5.52% (2.29) (2.08) (2.39)
Moment MTUM 146.9] -7.52% -8.26% -15.67% (1.88) (2.02) (2.42)
SPY SPY 412 -5.73% -5.76% -8.20% (2.058) (2.01) (2.99)
Qo Qaa 333 -7T61% -8.50% -14.84% (1.75) (2.00) (2.56)
DIA DIA 32071 -3.87% -3.37% -5.83% (2.26) (1.63) (2.40)
EEM EEM 4238 -3.20% -5.03% -13.46% (0.95) (1.28) (2.23)
EFA EFA 6B864] -3.98% -4 62% -11.22% (1.64) {1.54) (2.37)

Valuations Ain't Cheap

The short missive and graph below from Callum Thomas warn that despite the recent declines in
prices, valuations are far from cheap. To quote Callum: "But sh*t still expensive." The second
graph shows it's not only the S&P 500 large mega-cap stocks that are expensive. Warren Buffet's
favorite valuation indicator shows the market cap of the all-inclusive Wilshire index of 5000 stocks
compared to GDP is well above any prior peak.


https://simplevisorins.wpengine.com/wp-content/uploads/2022/05/moving-average-divergence.png

10. Valuations: | know not everyone likes the Price-to-Book ratio, and fewer
still like comparing valuations across time, and people will offer plenty of
explanations/reasons for why it's so high...

But sh*t still expensive.

S&P 500 Price to Book Ratios

75 (trend across industries/sub-industries)
E5 —— Upper Quartile
— Median
.9 —— Lower Quartile
4.5
35
25
|
|
1.5
0.5
30323436839092549593000204DEW1{J121416132022
Source: Topdown Charts, Refinitiv Datastream topdowncharts. cor

Source: Vertiginous Valuations

—Wilshire 5000 as % of GDP
240%

220%
200%
180%
160%
140%
120%
100%
80%
60%
40%
20%

1972
1974
1976
1978
1980
1982
1984
1986
1988
1990
1992
1994
1996
1998
2000
2002
2004
2006
2008
2010
2012

o]

Source: Charles Schwab, Bloomberg, as of 3/31/2022.

q

2014

2016

2018

2020
2022


https://simplevisorins.wpengine.com/wp-content/uploads/2022/05/price-to-book.png
https://simplevisorins.wpengine.com/wp-content/uploads/2022/05/wilshire-market-cap.jpg

Junk Debt Yields Surge

We have read a few articles stating that the recent increase in corporate bond yields, specifically
junk bond yields, is a warning that financial market liquidity is tightening. Yes, yields tend to rise
rapidly when liquidity becomes scarce, especially in riskier markets. But, the recent yield increase
is not abnormal, nor are yields particularly high. The graph shows that CCC-junk-rated corporate
debt is approaching 11% (blue), nearing the ten-year average. It has been up about 4.5% since
early 2021, but Treasury yields have also risen significantly.

The spread or difference in yield between CCC bonds and Treasuries has only risen by about 1.5%
over the period. In periods of financial stress, you will note that both yields and spreads rose
significantly more than we are witnessing today. This might be the start of a much bigger jump in
yields, but for now, it does not signify systematic financial stress.

FRED - — 1€ BofA CCC & Lower US High Yield Index Effective Yield
— ICE BofA CCC & Lower US High Yield Index Option-Adjusted Spread

Recession Warnings Focus on the Consumer

Last week the BEA announced GDP fell 1.4%. While it was a quarterly economic contraction, an
NBER-defined recession does not occur unless there are two negative quarters in a row. Might that
happen in July? To help answer the question, the two graphs below are essential. Before viewing
them, let's consider two important facts about the way GDP is calculated. First, personal
consumption, or money spent by individuals, counts for roughly two-thirds of GDP. Ergo, the
means and sentiment of consumers are possibly the two most important factors driving GDP.
Second, investors and economists tend to focus on GDP after price inflation. This is called real
GDP.

The graphs below show real consumers' disposable incomes are falling below trend. The first
graph shows the year-over-year change in real disposable incomes fell over 10% in the latest
report. The second graph puts the data on a logarithmic scale to compare the actual data to the
post-financial crisis trend. Again it shows real income was well above the trend in 2020 and 2021.
That was wholly attributable to government stimulus. Conversely, incomes slipped below trend on a
more organic basis when the stimulus was gone. Nominal wages are rising but not as quickly as
inflation. It appears to us that real incomes will not get back to trend unless more stimulus is doled
out or inflation sharply reverses below the rate of wage growth (5%).

If inflation continues to rise quicker than wages, and ISM continues to contract, the likelihood of a
recession will increase.


https://simplevisorins.wpengine.com/wp-content/uploads/2022/05/ccc.png

Disposable incomes falling at record pace

Year-over-year change in real disposable incomes
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Real Disposable Income ?’ Real Investment Advice
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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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