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Stocks or Bonds? - RIA

Many investors are frequently reallocating their holdings between stocks and bonds. This year,
figuring out the correct ratio of stocks to bonds has been difficult as both have performed similarly
poorly. While it is tempting to assume that stocks will outperform bonds as they tend to do over
longer periods, the graph below from Pervalle Global provides insight into the relative performance
we should expect between stocks and bonds over the next two years.

The graph compares the return of the price ratio of SPY to TLT versus the average of the S&P 500
dividend yield and earnings yield less the thirty-year US Treasury yield. If the correlation holds, TLT
may significantly outperform SPY over the coming year.

Per the chart creator, Teddy Vallee: ?The regression implies a negative return for stocks relative to
bonds 2 years out.?



SPX Avg of Dividend + EPS Yield - 30 Year Rates Vs. Fwd Return of SPY/ TLT [2 Year Lead]

470

370

270

130 —SPY/TLT 2 Year Annualized [rhs]
121672011 8162013 41672015 121672016 8162018 4162020

Source: .I:I 1) 'p'!:"‘.ll Ll Jui.'lnII Iil| i ":"I'I Fi]

4,70
370

270

' A M
.' 'MT( % hlh\'

i —SPYITLT 2 Year Annualized [rhs]
121672011 81672013 411672015 121612016 81672018 41672020

|.i" W
) ! *\*\M

SPX Avg of Dividend + EPS Yield - 30 Year Rates Vs. Fwd Return of SPY/ TLT [2 Year Lead]

L

—5PX EPS + Div Yield Less 30yr
12161201

i
nb" W

—8PX EPS + Div Yield Less 30yr

12162021

\ o
*\,J i

.

8162023

162023

170%
160%
150%
140%
130%
120%
110%
1007%
0%
0%
T0%
60%

170%
160%
150%
140%
130%
120%
10%
1007%
0%
80%
0%
60%
50%
40%
0%
20%
10%

-10%
-2
-30%
-40%
-50%
-60%
-T0%


https://realinvestmentadvice.com/wp-content/uploads/2022/09/stocks-or-bonds-1.png

L N The most important things you
>~ Bull REPORT need to know about the markets,
?

BY SimpleVisor » Subscribe today
) THE , N | The most important things you
Bull REPORT need to know about the markets.
] BY SimpleVisor » Subseribe today

What To Watch Today

Economy

e 7:00 a.m. ET:&#2013266080;MBA Mortgage Applications, week ended Sept. 23 (3.8%
prior)

8:30 a.m. ET: ??Advance Goods Trade Balance, August (-$89.0 billion expected, -$89.1
billion prior)

8:30 a.m. ET: ??Wholesale Inventories, month-over-month, August preliminary (0.4%
expected, 0.6% prior)

8:30 a.m. ET: ??Retail Inventories, month-over-month, August (1.0% expected, 1.1% prior)
10:00 a.m. ET: ??Pending Home Sales, month-over-month, August (-1.5% expected, -1.0%
prior)

e 10:00 a.m. ET: ??Pending Home Sales NSA, year-over-year, August (-24.5% prior)

Earnings


https://bit.ly/3yWiGWN

Company Time Estimate Growth Surprise
Show only confirmed?

" THO Thor Industries, Inc. 6:30 AMET 5413 5367 B 2.1% + | =
JEF Jefferies Financial Gr... 445 PMET $0.49 $1.368 -29.9% # | =
CTAS Cintas Corporation §20 AMET 33.15 52088 9.6% + | =

* CNXC Concentrix Corporation 415 PMET §2.76 $1.09B 13.8% % | =
PAYX  Paychex, Inc. B30 AMET 3097 31.19B 9.9% + | =

" HEPS  Hepsiburada 6:00 AM ET - 53.00 B 458.1% + | =
MTN  Vail Resorts, Inc. 405 PMET ($2.91) 5262 30 M 28.5% + =
EPAC  Enerpac Tool Group AMC 5026 514830 M 2.0% + | =

" CGNT  Coagnyte T.00AMET ($0.25) 592.49M 20.3% + =
NAPA  Duckhomn Portfolio, Inc. £15PMET $0.08 57793 M 9.9% + | =
ISR IsoRay Inc FA0PMET ($0.01) $284M 4.8% + | =

Company Time Estimate Growth Surprise
Show only confirmed?

" THO  Thor Industries, Inc. 6:30 AMET $4.13 53678 2.1% + | =
JEF Jefferies Financial Gr... 445 PMET $0.69 $1.36B -29.9% + | =
CTAS  Cintas Corporation G20 AMET §3.15 52088 9.6% + | =

" CNXC Concentrix Corporation $15PMET $2.76 51998 13.8% | =
PAYX  Faychex Inc. B30 AMET 30.97 51198 9.9% | =

" HEPS Hepsiburada B:00 AMET - 53.00B 458.1% + | =
MTN  Vail Resorts, Inc. 405 PM ET ($2.91) §262.30 M 28.5% + | =
EPAC  Enerpac Tool Group AMC §0.26 514830 M 2.0% + | =

" CGNT Cognyte T.00 AMET ($0.25) 592.49 M -20.3% + | =
NAPA  Duckhom Portfolio, Inc. £15PMET 50.08 S7T7.93M 9.9% + =
ISR IsoRay Inc SOPMET  ($0.01] $2.84 M 4.8% s | =

Market Trading Update

The market tried to rally yesterday morning until St. Louis Fed President, James Bullard, reiterated
the Fed?s ?hawkish stance? of combatting inflation at all costs. That language sucked the air out of
the stock and bond rally, sending yields up and stocks down. Currently, the market is holding
support at the June lows and is extremely oversold, pushing well into 3 standard deviations below
the 50-dma. As yesterday?s blog post noted, the setup for a relatively strong ?short squeeze? is in
place. Use that rally to reduce risk and raise cash accordingly.
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Et Tu China Yuan?

We have been focusing on the rapid depreciation of the British pound, euro, and Japanese yen
over the past few months. There is another currency in similar shoes as those well-followed
currencies. The Chinese yuan, as shown below, has been depreciating versus the dollar. The yuan
now sits at similar levels as its peaks in 2019 and March 2020. Before those peaks, one has to go
back to 2008 to find similar levels.

The strong dollar means China must weaken its currency to avoid the yuan appreciating in line with
the dollar. Doing so makes its products more expensive for foreign nations. As a substantial
exporting nation, it must be careful to retain its pricing edge. While trying to stay competitive by
weakening the yuan, such actions spark fears that capital will leave China to avoid depreciation.
Accordingly, capital outflows can build on themselves and leave the Chinese government in a
precarious position.
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Bank Risk Rising

Yesterday?s Commentary showed how CDS (credit default swaps) rates are rising for the United
Kingdom. A UK default is not likely. However, investors are hedging bets against such an event.
It?s not just the UK or other nations with rising CDS rates, as the graph below shows. In all six
instances, the five-year CDS of the major banks and brokers are trading at their highest levels
since the pandemic first broke out. The graphs below and the UK graph are not dire by any stretch,
but they point to rising risks. Further, if they continue to increase, financial instability will become a
concern for the Fed. As we wrote yesterday, the Fed considers financial stability their third
mandate. It will do whatever it takes to provide ample liquidity to the financial markets and critical
financial institutions well before a ?Lehman moment? surfaces.



5-Year Credit Default Swap Pricing (bps) for Major US Banks and Brokers: Last Ten Years
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Easing Housing Fears

Sam Ro of Yahoo put out an article with a few good graphs to help ease concerns that some
similarities, like surging prices and higher mortgage rates that triggered the financial crisis, are

occurring today. Per Sam:

?First, lenders have been much more disciplined with their lending practices. According to New
York Fed data, the vast majority of new mortgage loans in recent years have gone to prime
borrowers with the highest credit scores.?
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?Second, adjustable rate mortgages are nowhere near as popular as they were during the housing
bubble. This means very few new buyers are vulnerable to interest rate volatility.?
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?Third, about 99% of outstanding mortgages have a locked-in rate that?s lower than the current
market rate, according to Goldman Sachs analysts. In other words, the vast majority of
homeowners are not materially affected by rising mortgage rates.?
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Exhibit 58: 99% of outstanding mortgages have interest rates below PMMS
Distribution of outstanding 30-year conventional mortgage borrower interest rates
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Tweet of the Day
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Any minute now

Exhibit 3: US Dollar Y/Y Change Is at a Level That Usually Leads to FinanciallEconemic Stress
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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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