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The Put Call Ratio Soars- What Does it Mean?

The put-call ratio is a simple calculation comparing the number of outstanding puts versus calls.
Investors use it as a sentiment gauge, especially at extreme levels. A high ratio signifies that put
volume well exceeds call volume, meaning that investors are excessively bearish. Often, such a
circumstance is construed as a bullish contrarian indicator.

Today, as shown in the All-Star Charts graph below, the ratio is off the chart at 2.03. We have yet
to hear a reasonable explanation for the recent spate of highly positive readings. Our best guess is
that one-day expiry options are grossly distorting the ratio. As we shared in our Commentary from
December 16: ?Almost half of the volume on S&P 500 options is occurring in options that expire in
less than a day. Given the extremely short time frame of said option trades, these are binary,
roulette-like bets on the markets.?

These short-term directional market bets are skewing the markets and are likely responsible for the
historic put-call ratio. Please don?t ignore the put-call ratio but be careful of reading too much into
it.


https://simplevisorinsights.com/new-york-manufacturing-survey-validates-the-fed/
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What To Watch Today

Economy

e 8:30 a.m. ET: Personal Income, month-over-month, November (0.3% expected, 0.7% prior)

e 8:30 a.m. ET: Personal Spending, month-over-month, November (0.2% expected, 0.8%
prior)

e 8:30 a.m. ET: Real Personal Spending, month-over-month, November (0.1% expected,
0.5% prior)

e 8:30 a.m. ET: PCE Deflator, month-over-month, November (0.1% expected, 0.3% prior)

e 8:30 a.m. ET: PCE Deflator, year-over-year, November (5.5% expected, 6.0% prior)

e 8:30 a.m. ET: PCE Core Deflator, month-over-month, November (0.2% expected, 0.2%
prior)

e 8:30 a.m. ET: PCE Core Deflator, year-over-year, November (4.6% expected, 5.0% prior)

e 8:30 a.m. ET: Durable Goods Orders, November Preliminary (-1.0% expected, 1.1% prior)

e 8:30 a.m. ET: Durables Excluding Transportation, November Preliminary (0.0% expected,
0.5% prior)

e 8:30 a.m. ET: Non-Defense Capital Goods Orders Excluding Aircraft, November
Preliminary (0.0% expected, 0.6% prior)

e 8:30 a.m. ET: Non-Defense Capital Goods Shipments Excluding Aircraft, November
Preliminary (-0.3% expected, 1.5% prior)

e 10:00 a.m. ET: University of Michigan Consumer Sentiment, December final (59.1
expected, 59.1 prior)

e 10:00 a.m. ET: New Home Sales, November (600,000 expected, 632,000 prior)

e 10:00 a.m. ET: New Home Sales, month-over-month, November (-5.1% expected, 7.5%
prior)?

Earnings

¢ No notable earnings releases today.
Market Trading Update

So far, ?Santa Claus? has been hard to find as the year begins to close. With the market fairly
negative for the month, it will take a substantial rally next week to keep it from ending in the red.
Yesterday, despite the Senate passing another $1.7 Trillion in spending that we will have to issue a
lot of debt to cover, the late afternoon rally failed to get the market into the green. The failure at the
50-DMA keeps short-term downward pressure on the markets along with the MACD sell signal.

The good news, if you want to call it that, is the market didn?t violate Tuesday?s lows, keeping a
minor level of support intact. As shown, the market is oversold enough for a technical rally.
However, as we have been cautioning over the last month, use any rally to reduce risk heading into
year-end.
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CarMax Shares Plunge

CarMax shares are down about 15% as its EPS fell well short of expectations (.24 cents vs.
estimates of .65). As we wrote in Carvana Goes Kerplop, the used car industry is reeling from the
hangover resulting from the massive demand and price hikes in 2020 and 2021. Per CarMax:
?Vehicle affordability challenges continued to impact our third quarter unit sales performance,
climbing interest rates, and low consumer confidence.? As a result of its financial difficulties, the
company is suspending share repurchases to retain capital. It fears more pain to come, especially
if the economy weakens. A lack of inventory was a problem in 2020 and 2021. CarMax, Carvana,
and other used car dealers will have to deal with excess inventory. Such should further pressure
used car prices lower.

The graph below shows that CarMax is trading well off its 2021 highs and closing in on the
pandemic lows.
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Q3 GDP was revised from 2.9% to 3.2%. The bulk of the revision is due to personal consumption
expenditures which rose from 1.7% to 2.3%. The core PCE price index was revised by .1% to
4.7%. Judging by the strength of consumer expenditures and yesterday?s very low jobless claims
data, the consumer is doing just fine. Assuming such strength continues, it will be hard for prices to
fall as rapidly as the Fed prefers. The data further affirms the Fed?s projections for no pivot in
2023.

Contributions to Real GDP, Third Quarter 2022
Real GDP increased 3.2 percent
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2008 vs. Today

Many analysts have compared this year?s price activity with 2007/2008. The graph below shows

that the price activity in the two periods looks very similar. The obvious concern with the analog is
that the market fell considerably in late August and early September 2008, setting up the Lehman
failure. Will the analog continue to prove a viable road map?

Morgan Stanley?s Michael Wilson shares the table below to help us compare today with August
2008. For starters, valuations are decently higher today, as shown by the P/E ratio and the Equity
Risk Premium. Those thinking the market is now cheap may want to rethink their logic. Equally
important, in August 2008, the Fed was already cutting interest rates aggressively, and the yield
curve was steepening. Then, the Fed already cut interest rates by 3.25%. Today they are still
raising rates and want to keep them elevated for the entirety of 2023.

While the economy and financial market environments are vastly different between the two periods,
we mustn?t discount the experience of 2008. The table and graphs are not a reason to sell
everything and run to cash. But they should provide a warning that, despite 2022 losses, there is a
lot more potential downside in the markets, especially if the Fed continues to promote hawkish
policy and the economy weakens rapidly.


https://bit.ly/3yWiGWN

Exhibit 5: Past as Prologue? Don't Assume Market Has Priced the Severity of the Earnings
Recession

August

2008 Today
P/E Ratio 13x 16.8x
10 year yield 3.80% 3.48%
CPIy/y 5,30% 7.10%
10 Year Breakevens 2.30% 2.13%
Equity Risk Premium 380bps 250bps
ISM Mfg PMI 50 49
S&P % Change From Peak -18% -19%
NTM EPS % Change From Peak -5% -3.90%
Unemployment Rate 6% 3.70%
Jobless Claims 435,000 211,000
3Month-10Year Spread +200bps -79bps
Fed Cuts to Date 325bps 0

Source: Bloomberg, Margan Stanley Research
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SPX vs. 2008

1 Year Analog, Correlation = 85%, SPX 12/9/2022 = 9/10/2008 SPX
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VIX vs. 2008

1 Year Analog, Correlation = 64%, VIX 12/12/2022 =9/11/2008 VIX
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Tweet of the Day

Ayesha Tariq, CFA @AyeshaTariq - 4h
Women reached 32% of S&P 500 board seats in November, as the largest
US companies added a net five additional female directors.

$HSY has a woman at the helm.

WOMEN ON BOARD ANALYSIS BY SECTOR

Consumer Staples has top share of female board members

Consumer Staples [ 35.2%
Consumer Discretionary [N 33.7%
Health care [ 32.9%
Communication Services [ 32.8%
Utilities N 32.7%
Financials [ 32.5%
Real Estate [N 32.1%
Information Technology [ 31.4%
Materials [ 29.9%
Energy NN 29.7%
Industrials [ 29.6%

Source: Bloomberg Bloomberg
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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.


https://email.realinvestmentadvice.com/h/r/A7CA8344DBDF34FD2540EF23F30FEDED

