
Yellen Says No Recession On The Horizon

Yesterday, U.S. Treasury Secretary Janet Yellen stated: ?You don?t have a recession when you
have the lowest unemployment rate in 53 years.? While such a statement sounds logical, history
argues a recession could be right around the corner despite record-low unemployment. Janet
Yellen may want to study the graph below closely. The unemployment rate always hits a cycle low
within a few months of the beginning of the recession.

The latest round of economic data remains robust, and to Yellen?s point, a recession seems very
unlikely. However, the Fed has hiked rates at the fastest pace in over forty years, and today?s
economy is much more sensitive to interest rates than at any time in the past. The lag effects of
tighter monetary policy are real and have yet to be fully felt. Maybe Yellen will be correct, and we
get a soft landing, but maybe record-low unemployment again precedes a recession.
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What To Watch Today

Economy

7:00 a.m. ET: MBA Mortgage Applications, week ended Feb. 3 (-9.0% prior)
10:00 a.m. ET: Wholesale Inventories, MoM, November Final (0.1% expected, 0.1% prior)
10:00 a.m. ET: Wholesale Trade Sales, MoM, November (-0.2% expected, -0.6% prior)

Earnings
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Market Trading Update

Yesterday, Powell failed to reverse his recent commentary that easier financial conditions are not
something the Fed is concerned with. Such gave the markets an additional reason to rally more as
the bullish bias remains intact. Importantly, our MACD buy signal in the top panel is now at the
highest level since July 2022. It is also at the highest level since the January 2022 peak. The
signal will turn down in the next couple of weeks, and we will see a price correction in the
market.

Don?t chase the market here and look for a rotation from offense to defense during that correction.
However, a pullback to support that is not violated will provide a good opportunity to increase risk
assets accordingly.



3 More Fed Hikes?

Only a few weeks ago, the Fed Funds futures markets correctly priced in the February 1st 25 bp
rate hike and were split between whether or not the Fed would hike by 25bps one or two more
times. Essentially the market was targeting 4.875% as the terminal Fed Funds rate. Today, the
upcoming June meeting, which follows two other meetings, implies a 50/50 chance of a third 25bps
rate hike. The graph below shows the progression of implied rate hikes over the last month. Dark
blue is the most recent, and light blue is the oldest. The two highest light blue lines show the prior
indecision between 4.75 and 5.00%. The dark blue lines show today?s indecision between 5.00
and 5.25%.
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Leading vs. Lagging Indicators

Janet Yellen doesn?t think a recession is probable because unemployment, a lagging indicator, is
so low. Therefore, to counter Yellen, we share a leading indicator, which argues that financial
conditions are about to tighten considerably for corporations. Commercial and Industrial Loans
(C&I Loans) tend to lag lending standards by four quarters. The Fed started hiking rates a year
ago, and lending conditions tightened. The lag effect is just starting.

The data in the graph and the quote below are from the Fed?s Senior Loan Officer Opinion Survey.

The recent change in credit conditions suggests that credit growth should normalize
downward and could even turn negative in 2H23.
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Q1 GDP

The Atlanta Fed?s GDPNow forecast is up to 2.1% growth, a nice increase from .7% last week.
However, it is still behind the robust second-half growth of 2022 (+3.2% and +2.9%, respectively).
The Atlanta Fed only uses actual data and does not forecast. As such, they are basing their first-
quarter projection on minimal data. Its forecast, especially early in the quarter, can change quickly.
In that vein, a key GDP component, retail sales, will be released next Wednesday. The current
estimate is for a decline of 0.6%. Note below the Wall Street consensus forecast is for negative
GDP growth.

https://bit.ly/3yWiGWN
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Tweet of the Day

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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