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Hot Inflation Print Affirms Fed's Stance

The hot January CPI report bolsters the Fed?s view that inflation will not fall as rapidly as they
prefer. Despite what may appear to be a slight setback, the downward trend remains intact. Year-
over-year CPI is down seven consecutive months to the lowest level since October 2021. While the
trend is assuring, January?s monthly data were not. Both the headline and core (excluding food
and energy) were +.1% hotter than expectations. The question facing investors is what Powell
thinks about the hot inflation data.

Powell has made it clear he puts a lot of weight on core services, excluding shelter prices, to guide
rate decisions. That gauge was up by .29% in January but below the 0.37% print in December. The
decline helps explain why the initial market reaction to the hotter inflation data was positive. The
broad theme within the report is that the prices of goods continue to fall while service prices are still
rising. CPl1 commodities less food and energy now stands at +1.4% annually, while services less
food and energy rose last month to +7.2% annually. The graph below from SoFi shows that core
services (purple and yellow) are increasingly taking a more significant share of inflation. At the
same time, energy, food, and core goods contribute less. The tug-of-war between goods and
services may likely determine monetary policy over the coming year.
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What To Watch Today

Economy

e 7:00 a.m. ET: MBA Mortgage Applications, week ended Feb. 10 (7.4% prior)

e 8:30 a.m. ET: Empire Manufacturing, February (-18.0 expected, -32.9 prior)

e 8:30 a.m. ET: Retail Sales Advance, month-over-month, January (2.0% expected,-1.1%
prior)

8:30 a.m. ET: Retail Sales Excluding Autos, month-over-month, January (0.9% expected, -
1.1% prior)

9:15 a.m. ET: Industrial Production, month-over-month, January (0.5% expected, -0.7%
prior)

9:15 a.m. ET: Capacity Utilization, January (79.1% expected, 78.8% prior)

9:15 a.m. ET: Manufacturing (SIC) Production, January (0.8% expected, -1.3% prior)
10:00 a.m. ET: Business Inventories; December (0.3% expected, 0.4% prior)

10:00 a.m. ET: NAHB Housing Market Index, February (37 expected, 35 prior)

Earnings



Company Time Estimate Growth Surprise

Show only confirmed?
KHC  Kraft Heinz Company TODAMET $0.77 §7.14B 6.4% + 0z
LAD Lithia & Driveway 5:00 AM ET §10M §7.058 1.7% + =
SUN  Sunoco, Inc. T:30AMET $0.77 §5.86B 18.3% + oz
GOLD Barrick Gold Corporat... 6:00 AMET 50.12 §3158 -4.8% + =
SAH  Sonic Automotive Inc. 6:45 AMET $2.26 §3888 21.8% + =
BIIB  Biogennc. TS AMET $3.54 52448 -10.7% + =
ADl  Analog Devices, Inc. TOOAMET  $2.59 §3.158 17.3% + =
R Ryder System Inc. 755 AMET £3.60 §3.03B 16.5% + =
TMHC  Taylor Momison Hom... GISAMET  §2.91 2478 -1.4% + =
0C Owens Comning Inc 6:00 AM ET $2.34 §2.28B 7.0% + | =
WAB  Wabtec Corporation 6:30 AMET $1.30 §2238 7.6% + =
ICL ICL Group Ltd BMO $0.27 §1998 -2.4% + =
MLM  Martin Marietta Mater... BISAMET $3.02 §1.50B 0.2% + =
AVNT  Avient Corporation 6:30 AMET $0.30 §761.90M -36.6% + =
TPG  TPGInc. BOOAMET  $0.53 $294.16 M T2.7% s =
GNRC  Generac Holdings Inc 6:00 AM ET §1.69 §1.07B 0.3% + oz
PSN  Parsons Corporation 6:30 AMET §0.48 $1.058 10.4% + 0=
WAT  Waters Corp. 6:50 AM ET §3.74 §831.29M 0.6% + =
SITE  SiteOne Landscape ... B:00 AMET £0.13 §895.00 M 1.2% + o=
RPRX  Repros Therapeutics ... 7:00 AM ET §1.52 §939.07 M 63.0% + =
RBLX  Roblox Corporation SO0 AMET ($0.55)  $868.49M 56.2% s o=
CHEF  Chefs Warehouse, Inc. 7:00 AM ET §0.44 §693.99 M 24.3% + =
SABR  Sabre Corporation TS5 AMET ($0.39) §673.88 M 346% | =
TID  Trade Desk Inc. 600 AM ET §0.34 §491.24M 24.2% + =
DNUT  Krispy Kreme, Inc. 7:00 AM ET $0.10 §394.58 M 6.5% + =
CHH Choice Hotels Interna... 6:00 AMET $1.08 £348.95M 22.6% + =
CIM Chimera Investment ... 700 AMET $0.24 §105.35 M 52 4% + =
GLDD  Great Lakes Dredge ... 500 AMET - - - # | =
HL Hecla Mining Company 5:30 AMET $0.00 §196.20 M 6.0% + =
KPTI  Karyopharm Therape... BMO ($0.34) §33.88 M 13.2% + =
NVMI  Nova Measuring Instr... 7:30 AM ET §1.12 - - + =
IDCC  InterDigital, Inc. BI0AMET §0.92 §10960 M 2.0% + =
KRNT  Komit Digital Lid. T.00 AM ET [$0.21) §67.05 M -23.4% + 0z
CLBT Cellebrite TOAMET  $0.05 7473 M 10.0% + | =
WKME  Walkie Ltd. TIOAMET (3025 $6375M 19.7% | =
ESEA  EuroseasLtd. 7:30 AM ET - - - + =
CEVA CEVAInc GODAMET  $0.17 §32.37 M 5.0% . | =
ACRE  Ares Commercial Re. . 6:00 AMET $0.34 §27.36 M 91% + =
PTN  Palatin Technologies, ... 7:30 AM ET ($0.70) $0.89M 176.4% + =
Company Time Estimate Growth Surprise
Show only confimed®
KHC  Kraft Heinz Company T:00 AMET $0.77 §7.148 6.4% + | =
LAD Lithia & Driveway 500 AM ET £10.11 57058 M1.7% + 0z
SUN  Sunoco, Inc. 7:30 AMET §0.77 §5.86 B 18.3% + =
GOLD  Barrick Gold Corporat... 6:00 AM ET $0.12 §3.158B -4 8% + o=
SAH  Sonic Automotive Inc. G4SAMET  $2.26 $3.688 21.8% . o=
BIIB Biogen Inc. TASAMET §3.54 §2.44B -10.7% + =
ADl  Analog Devices, Inc. TOOAMET  §2.59 $3158 17.3% '
R Ryder System Inc. 7:55 AM ET $3.60 §3.038 16.5% + | =

=napgc Tavler barricnn Ham B15 AMET 7 0] 47 B 1 4% - -
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Market Trading Update

The market sold off on the hot inflation print yesterday but recovered during the day as bullish
buyers continue to chase asset prices. Despite the fact this number continues to give the Fed a
reason to tighten monetary policy further, the hope remains that rate cuts are coming as soon as
this summer.

Regardless, the market has triggered a short-term sell signal, and, as stated yesterday, the upside
to the market near term is likely limited. We suggest being patient here as the market consolidates
and reduces some excesses. There is a lot of support at the 20-DMA, with a significant cluster of
support at the 50- and 200-DMAs just below.

The rising trend line from the October lows remains the key alert point. If that is broken, the bears
will have regained control of the market, and lower prices will result. For now, however, the bulls
remain in charge, and the bullish trend remains ?our friend?. Take some profits and reduce risk
until we get the next buy signal.
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Small Businesses Are Still Pessimistic

The NFIB small business survey continues to paint a grim picture of the economy, as seen by small
business owners. Per NFIB Chief Economist Bill Dunkelberg:

?0verall, small business owners are not optimistic about 2023 as sales and business
conditions are expected to deteriorate?

?0wners are managing several economic uncertainties and persistent inflation and they
continue to make business and operational changes to compensate.?


https://www.nfib.com/content/press-release/economy/small-business-optimism-declines-as-expectations-for-better-business-conditions-worsens-in-december/

The first graph shows that the current conditions index (Optimism Index) remains slightly below the
pandemic lows but above levels in late 2008 and early 2009. More concerning, the outlook, while
off the lows, is still below levels in 2008/2009. Filling job openings and inflation are the two biggest
problems facing small businesses. About 45% of those surveyed find job openings are still hard to
fill. That is below the peak of 51% last year but above any level seen before the pandemic. The
good news is that the number of firms raising prices fell to 42%. While still high, it is the lowest
since May 2021.
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Source: Charles Schwab, Bloomberg, NFIB (National Federation of Independent Business), as of 1/31/2023.
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Inflation- Another Risk Undermining the Fed Pause

January?s hot inflation data and stubbornness of service prices to decline affirms the Fed?s
hawkish stance. As they consistently remind us, they will get Fed Funds to at least 5% and keep
them there for the year. A week ago, Powell stated the following:

?0ur message was this process is likely to take quite a bit of time. It?s not going to be
smooth,? he said. ?It?s probably going to be bumpy, and we think that we?re going
to need to do further rate increases, as we said, and we think that we will need to

hold policy at a restrictive level for a period of time.?

While the bond markets are starting to price in such a scenario, the stock market seems intent on a
pivot. In The Correction May Have Started, Lance Roberts provides a few other risks for investors.

Over the next several months, some risks could undermine the bullish support of a
?Fed Pause? and a ?soft-landing.?

1. If the market advance continues and the economy avoids recession, there is
no need for the Fed to reduce rates.

2. More importantly, there is also no reason for the Fed to stop reducing
liquidity via its balance sheet.

3. Also, a soft-landing scenario gives Congress no reason to provide fiscal
support providing no boost to the money supply.

While the bulls remain in control of the market, we must trade it accordingly. However,
the risk to the bullish view remains a challenge for the rest of this year.
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Recession Fears Abating

The no recession ? soft landing outlook is growing in popularity. As shown in the Daily Shot/ BofA
graph below, the percentage of institutional investors thinking that a recession is coming this year
is falling. Not surprisingly, the stock market has been rallying since recession fears peaked. Many
gauges of sentiment, both economic and markets, tend to rise and fall with markets.

Looking back at the recession of 2008/09, we find that recession fears abated in the same month
the market bottomed. However, look back at 2007 and early 2008. The writing was on the wall that
a recession was almost inevitable, yet no one saw a recession coming.


https://realinvestmentadvice.com/the-correction-has-started-but-will-the-bulls-remain-in-control/
https://bit.ly/3yWiGWN

Chart 4: Recession fears down sharply
Net % saying recession likely next 12m

120

80

40

0

-40

-80

-120

Mar'0g

Met % Saying Recession Likely Apr'20

Nov'22

fi

JM

06 07 08 09 10 11 12 13 14 18 16 17 18 19 20 '

Source; Bofd Global Fund Manager Survey

Chart 4: Recession fears down sharply
Net % saying recession likely next 12m

120

80

40

0

-40

-80

-120

Mar'0s

— e % Saying Recession Likely Apr'20

22023 4

Nov'22

fi

JM

06 07 08 09 10 11 12 13 14 18 16 17 18 19 20 '

Source: Bofd Global Fund Manager Survey

Tweet of the Day

22023 4


https://realinvestmentadvice.com/wp-content/uploads/2023/02/recession-fears.png

Carl Quintanilla € @carlquintanilla - 55m
Post-COVID, we're not buying as many flowers for #ValentinesDay. &

(via Barclays)

FIGURE 1. Less of a flower spending peak on February 14 in recent years
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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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