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Philadelphia Fed, Like Atlanta Fed, Signals
Weakness

On Wednesday, the Atlanta Fed revised its Q2 growth estimate to 0.0%. Yesterday, the
Philadelphia Fed Index fell into economic contraction territory. It was the first time since 2020 that
the Fed's survey of Philadelphia area manufacturers contracted. More concerning is the outlook.
The six-month Philadelphia Fed outlook, shown below, fell below zero for the first time since 2008.
Driving the dour outlook in the Philadelphia Fed survey is new orders which fell sharply to -12.4,
and future shipments, which fell 29 points to 3.6. As a result, the future employment index fell from
29.5 to 10.5. While employment is still positive, manufacturers are bracing for a slowdown.

We would like to believe Powell's sentiment that "there is no sign of a broader slowdown in the
economy," still, the reality is that many real-time measures of economic activity, like the
Philadelphia Fed report, signal an abrupt slowdown and possible recession.

Philly Fed 6 Month Outlook
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What To Watch Today

Economy

¢ Industrial Production, month-over-month, May (0.4% expected, 1.1% prior)
e Capacity Utilization, May (79.3% expected, 79.0% prior)
e Manufacturing (SIC) Production, May (0.2% expected, 0.8% prior)


https://simplevisorins.wpengine.com/wp-content/uploads/2022/06/philadelphia-fed.png
https://bit.ly/3yWiGWN

e Leading Index, May (-0.4% expected -0.3% prior)
?Earnings
Pre-market

¢ No notable reports are set for release.?
Post-market

e No notable reports are set for release.

Market Trading Update - Market Calls Fed's Bluff

While Jerome Powell may see no recession on the horizon, the Philadelphia Fed index, and the
market all disagreed. Yesterday, the market sold off sharply across sectors as the risk of a
recession is rising sharply as the Fed hikes rates.

As shown, the market is deeply oversold on a short-term basis and is trading at the bottom of the
current downtrend range. Following today's massive options expiry, | would not be surprised to see
a bounce. However, while that bounce could be fairly strong, | would expect it to fade at roughly
4000 on the S&P 500 as trapped longs look for their next exit.

The Fed May, Or May Not, Have Your Back

US high yield spreads closed above 500bps for the first time since late 2020 when it
was on the way down. The last time it closed above in a broader uptrend was 28
February 2020. Remember that there is a lot of oil in here, so very different macro
backdrop vs 2020. - MarketEar
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Higher Mortgage Rates Are Beginning to Take a Toll on Housing

The graph below from Redfin shows that home sellers are reducing prices at the fastest pace since
2019. The data below is rolling, which can skew the result. Per Redfin:

The housing market is sending clearer signals that the pandemic-driven housing frenzy
is coming to an end. Nearly one in five (19.1%) home sellers dropped their price during
the four week period ending May 22?the highest level since October 2019.

More Price Drops Than Any Time Since 2019

4-weekrolling average share of homes for sale with price drops
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Source: Redfin analysis of MLS data REDFIN
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Housing Starts and Building Permits data released yesterday further confirm Redfin's views.
Housing starts in May fell 14.4% after rising 5.5% in April. Building permits dropped 7% following a
3.2% decline in April. Investors seem to be pricing in a poor outlook for homebuilders. The Home
Builder ETF XHB is down 38% this year, about twice as much as the S&P 500.

6.00% mortgages are taking a toll on the robust housing market. While we can see home price
reductions and houses sitting on the market today, it will take a few months for this data to feed
through to official measures of home sales activity and home prices. Over a third of CPI and about
15% of GDP is based on housing.
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Optimism from TPA Analytics

| -30%

Our colleague Jeffery Marcus from TPA Analytics penned the following research. He notes that
since 1945, market declines of over 19% are buying opportunities.

To find a roadmap for going forward, TPA looked back over the past 77 years or since
World War 1l to see what happened after previous bear markets. After some initial
research, we broadened our scope to include an additional 2 occurrences in 2011 and
2018, in which the declines were a fraction shy of the normally required -20% (2011 -
19.39% and 2018 -19.78%). TPA found that, although in some cases it required
some grit to see it through, in an overwhelming majority of cases, buying after
bear market declines rewarded investors 1 year out.

His table below with the "bear market" instances shows that there have only been two bear
markets in which a 19%-+ decline was not met with gains over the next year. Those two instances
were 2001 and 2007, the last two recessions.
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S&P500 PERFORMANCE FOLLOWING DECLINES OF OVER 19% - SINCE 1945

(Measured at closing prices) |After the End Date |
Start Date Start Price| End Date End Price | Decline 20 days 60 days 120days 240 days
5/29/46 19.25 9/3/46 15.00 | -22.08% -0.53% -2.13% 1.53% 0.47%
6/15/48 17.06 6/13/49 13.55 -20.57% 7.82% 13.51% 24.94% 33.65%
7/15/57 49.13 10/21/57 39.15 -20.31% 1.69% 4.98% 11.75% 30.96%
12/12/61  72.64 5/28/62 55.50 | -23.60% -5.73% 7.71% 12.38%  26.02%

2/9/66 94.06 8/29/66 74.53 | -20.76% 4.79% 7.62% 20.76%  26.85%
11/29/68 108.37 | 1/29/70 85.69 | -20.93% 4.45% -494%  -11.07% 13.72%
10/12/73 111.44 | 6/19/74 88.84 | -20.28% -5.70% -26.61% -21.16% 7.15%
11/20/80 140.40 3/3/82 110.92 | -21.00% 0.94% 1.57% 12.59%  36.35%
8/25/87 336.77 |10/19/87 224.84 | -33.24% 9.75% 9.36% 14.10% 23.32%
3/24/00 1527.46 | 3/12/01 1180.16 | -22.74% -3.61% 7.62% -9.37% -2.78%
5/21/01 1312.83 | 9/17/01 1038.77 | -20.88% 4.93% 9.43% 7.61% -20.35%
3/19/02 1170.29 | 7/10/02 920.47 | -21.35% -4.75% -11.03%  -6.10% 7.35%

10/9/07 1565.15 | 7/15/08 1214.91 | -22.38% 6.15% -18.93% -30.98% -19.16%
8/28/08 1300.68 | 10/7/08 996.23 | -23.41% 0.96% -6.47%  -12.31%  10.21%

11/4/08 1005.75 | 2/17/09  789.17 | -21.53% -14.98% 4.09% 22.31%  30.57%
4/29/11 1363.61 | 10/3/11 1099.23 | -19.39% 14.02% 13.68% 24.81% 29.96%
9/20/18 2930.75 |12/24/18 2351.10 | -19.78% 12.39% 19.12% 26.94% 37.69%
2/19/20 3386.15 | 3/12/20 2480.64 | -26.74% 12.46% 30.30% 35.57% 56.78%

SUMMARY
AVERAGE 2.50% 3.27% 6.91% 18.26%
HIGH 14.02% 30.30%  35.57%  56.78%

LOW -14.98%  -26.61% -30.98% -20.35%
TOTAL 18 18 18 18
up 12 12 12 15

UP % 66.67% 66.67%  66.67%  83.33%
DOWN 6 6 6 3

DOWN %  33.33% 33.33%  33.33%  16.67%

What Drives Gasoline Prices?

The illustration below from the Visual Capitalist highlights the four main drivers of gasoline prices.
As they share, slightly over half of the gas price is a function of the price of crude oil. The remaining
influences are divided equally between taxes, distribution & marketing, and refining costs. Taxing
oil producers or asking refiners to limit profits will only have a limited effect on capping gas prices.



The Four Main Factors That Influence US
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Here's a look at the four main components
that influence the cost of gasoline in the
United States, according to data from ElA.

COST OF CRUDE OIL

The cost of crude oil v Taxes

When it comes ta gasoline taxes, the
national average Is 57 cents per gallon

Prices fior crude ofl are largely
determined by supply and demand

While a handful of countries produce crude
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Refining costs and profits
Before it can be used, crude oll must be
refined Into gasoline. Two of the main
Glsn]_l“[ 1 factors that influence refining costs are
» Refinery utilization rates ratio of astput to capacity)

1 60/ o Shutdowns pvsther accidents, mairtenance)

Top 10 Largest U.5. Refineries
DISTRIBUTION AND MARKETING
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costs and profits

Gasoline distribution and marketing costs
vary across retallers
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HURRICANE

Some gas stations are owned and operated
by refineries, while others are independent REFINING COSTS

businesses that buy gasdine from refineries
and resell It to consumers,

Half of America’s refining capacity (and many
of the biggest refineries) are located along
the Guif Coast, which is seeing intensifying
hurricane activity as waters wanm,

Sources: BA, OPEC, Grid
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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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