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Is The Fed Done?

The Fed raised rates by 25 basis points to 5.00-5.25%, hinting at a pause in future hikes. Weaker
than expected Q1 GDP (+1.1%) and signs the labor market is finally cooling off argue the Fed may
be done. However, higher inflation remains sticky, and the most recent ISM manufacturing survey
shows the price paid component rose more than expected (from 49.2 to 53.2). Inflation and inflation
surveys lead some economists to believe the Fed may not be done yet. However, as shown below,
the Fed Funds market assigns low probabilities of another rate hike. Traders think the Fed is done
and will be cutting rates aggressively starting in September.

If the Fed can look beyond inflation, they must consider the regional banking crisis, the lagged
effect of previous hikes, and a barrage of coming Treasury issuance. In yesterday's Commentary,
we wrote: "Over the last 15 years, periods of excess Treasury supply were not problematic as the
Fed helped the cause by keeping interest rates low and buying bonds via QE on multiple
occasions. This time is different!" Is the Fed now done hiking rates, or does inflation trump the
issues mentioned above? The answer to that question will be the predominant driver of markets in
the coming months.

MEETING PROBABILITIES

MEETING DATE 175-200 200-225 225-250 250-275 275-300 300-325 325-350 350-375 375-400 400-425 425-450 450-475 475-500 500-525 525-550

23/2023 00% 00% 00% 00% 00% 126% 874% 00%
6/14/2023 0.0% 0.0% 00% 00% 00% 00% 00% 00% 00% 00% 11.8% 827% 55%
7/26/2023 00% 00% 00% 00% 00% 00% 00% 00% 00% 00% 00% 41% 364% 559% 36%
9/20/2023 0.0% 00% 00% 00% 00% 00% 00% 00% 00% 00% 25% 235% 48.1% 245% 14%
11/1/2023  0.0% 0.0% 0.0% 00% 00% 00% 00% 00% 00% 21% 205% 446% 279% 47% 02%

12/13/2023 0.0% 0.0% 0.0% 0.0% 00% 00% 00% 00% 1.8% 178% 410% 304% 82% 09% 0.0%
1/31/2024 00% 00% 00% 00% 00% 00% 00% 17% 17.0% 399% 309% 92% 12% 01% 00%
3/20/2024 0.0% 00% 00% 00% 00% 0.1% 22% 17.7% 396% 302% 90% 12% 01% 00% 00%

5/1/2024 00% 00% 0.0% 0.0% 06% 65% 238% 370% 243% 68% 09% 01% 00% 00% 00%
6/19/2024 0.0% 00% 0.0% 0.4% 42% 169% 318% 293% 13.8% 32% 04% 00% 00% 00% 0.0%
7/31/2024 00% 00% 03% 36% 150% 295% 297% 161% 48% 08% 01% 00% 00% 00% 00%
9/25/2024  01% 13% 7.0% 19.3%  296% 256% 127% 36% 06% 01% 00% 00% 00% 00% 00%

What To Watch Today

Economy
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Time Event Impact Actual Davo Consensus Previous
THURSDAY, MAY 4

11:30 MEUSD Challenger Job Cuts(Apr) - - - 89.703K
12:30 MEUSD Continuing Jobless Claims(Apr 21) - - 1.863M 1.858M
12:30 MEUSD Goods and Services Trade Balance(Mar) W - - $-63.3B $-70.5B
12:30 MEUSD Goods Trade Balance(Mar) . - - $-84.6B
12:30 MEUSD Initial Jobless Claims{Apr 28) | I - - 240K 230K
12:30 MEUSD Initial Jobless Claims 4-week average(Apr 28) N - - - 236K
12:30 MEUSD Nonfarm Productivity(Q1) PREL | - - -1.8%  1.7%
12;30 MEUSD Unit Labor Costs(Q1) PREL ] - - 55% 3.2%
14:30 MEUSD EIA Natural Gas Storage Change(Apr 28) - - 86B 798
15:30 MEUSD 4-Week Bill Auction - - - 3.83%

Earnings
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Company Time Estimate Growth Surprise

Show only confirmed?
“ AAPL Apple, Inc. 430 PMET $1.44 $9294 B -4.5% . =
“ SHEL  Shellpic BMO £2.30 §73.74B -11.3% ¢+ =
“ GCAH Cardinal Health, Inc. 655 AMET $1.48 $4954 B 10.5% -
“ EQNR Eguinor ASA BMO $1.08 $24.73B 31.4% s | =
Y MT Arcelor Mittal BMO 50.49 . . e | =
“ COP ConooaPhillips 700 AMET $2.02 $1598 B -17.2% * =
v AIG American Intemation. . 415 PMET $1.43 $1165B -26.3% + =
“ BUD Anheuser-Busch InBev EMO $0.64 1421 B T4% . =
“ CNQ Canadian Matural Re.. AMC $1.20 %603 B =37 0% + =
“ ARW Arrow Electronics, Inc. B0 AMET $4.47 38618 5.1% . =
SCGLY Societe Generale BMO 10.31 $7.39B 0.5% + =
BED Banco Bradesco S.A. BMO $0.07 55748 -28.5% - =
“ MRG MNRG Energy, Inc. 640 AMET 20.41 5356 B -54 9% - =
¥ DINOQ  HF Sinclair Corporation 6:30 AMET $1.48 $6.97 B 6.6% + =
* PARA  Paramount Global EMO $0.12 $T428B 1.3% - =
CRARY Credit Agricole 8 A EMO 10.14 56.52 B 21% * =
Y NVO Novo Nordisk AVS B0 3127 §760B 19.9% + =
“* MRNA Modema, Inc., EMO ($1.77) 5118 B -80 5% + =
Y PCG PGAE Cormp. 8:00 AMET 3029 $506E 1.1% + =
“ CEG Constellation Energy ... 650 AMET $0.86 $5878B 5.0% - =
“ WRK WestRock Company £:30 AM ET £0.51 5524 B 26% * =
¥ OPEN Opendoor Technologi.. 405 PMET ($0.65) 523588 -49.9% + =
“ BDX Becton, Dickinson & 6:30 AMET 1275 5468 B £6% & =
AFLYY Air France-KLM BMO - £3055B 512.5% . =
“ TRGP Targa Resources Corp. 600 AMET $1.43 55308 6.9% * =
Y WCC WESCO Intemational_ £:00 AMET £3.41 $543B 10.1% + =
“ BT Goodyear Tire & Rub. . 4 PMET ($0.17) $5.04B 2.7% + =
< JLL Jones Lang LaSalle |.. 7:30 AM ET 11,49 $160B 56.T% *
“ BCE BCE, Inc. 700 AMET $0.40 $444B -3.9% .
“ AEP American Electric Po 655 AMET $1.14 5463 B 0.7% -
< SWK Stanley Black & Decker &:00 AMET $0.73) 401 B 9.8% + =
“ APTV  Aptiv PLC E45 AMET £0.89 $4558B B.9% - =
“ PH Parker-Hannifin Corp. .. 7:30 AM ET 15.03 54778 16.7% * =
“ ED Consolidated Egison _. 440 PMET $£1.42 $399B -1.7% - =
“ WLK Westlake Chemical C 6:30 AM ET 12.05 53.39B -16 4% + =
v EOG EOG Resources. Inc. AMGC $2.42 55408 35.6% - =
“ PWR Quanta Services, Inc ES5AMET 10.94 5408 B 29% + =
v &0 Block, Inc. 405 PMET 30.34 $458B 15.6% + =
“ RGA Reinsurance Group o... 41SPMET $3.37 54208 6.9% + =
“ BWA BorgWarner Inc. £:30 AM ET 113 54148 6.9% - =
“ SRE Sempra Energy 6:55 AMET $2.76 $3958B 3.4% .
“ BERY Berry Global Group, | T35 AMET £1.85 5347 B £.1% +
Y K Kellogg Company 800 AMET $1.00 $3958 T6% *
“ CWVMNA CarvanaCo 405 PMET ($1.22) $262B -251% + =
“ ES Eversource Energy 1.4 $1.36 §327B -58% 3.7%
< TU Telus Corp. BMOD $0.20 $363B T.4% - =
< W Wayfair Inc. 7-00 AM ET $1.82) 52758 B.1% + =
¥ REGN Regeneron Pharmac... 630 AMET 5240 3008 1.2% - =
* BKNG Booking Holdings Inc 430 PMET £10.61 5377B 39.9% * =
Y RKT Rocket Companies, Inc. 405 PMET $0.12) §TT253M -T1.1% + =
“ HIl Huntingtan Ingalls Ind. .. TASAMET £3.00 5260 B 0.9% - =
NWSA News Corp AMEC $0.04 52388 -4 5% + | =
ZLNDY Zalando SE BMOD = $1135B 358.8% - =
“ ICE IntercontinentalExcha T30 AMET £1.40 51.90B 22 7% * =
“ PBA Pembina Pipeline Cor__. S:00 PMET £0.50 $1808B -25.0% + | =
“ CWK Cushman & Wakefield 405 PMET $0.9 5176 B -24 5% + =
“ BCC Buoise Cascade Corp.. 410 PMET 3.8 $1568 -32.9% * =
“ EXPE  Expedia, Inc. 400 PMET $0.03 $267B 18.7% - =
o co““ cnmmsq]pe Hglding . 630 AMET w3ﬂ 5216 B -3.1% £ =
¥ ARNC  Arconic Inc. 645 AMET $0.21 $1858 -15.6% + =

Market Trading Update
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Yesterday, as noted above, the Fed made it fairly clear they are now done with hiking rates. As
Sam Stovall noted:

"For me, the key was a change of a single word, saying that they believe that they will
determine whether future raises are necessary, whereas last time, they said that they
anticipate that further rate hikes will be necessary. With the word 'determining’ in place
of 'anticipating,’ it is essentially telling the markets that the Fed is now on pause.”

While the market initially rallied on the news, stocks sold off into the close as the realization
materialized that the Fed may indeed pause, but they are not "cutting" rates anytime soon. With
bank lending standards tightening, that is also a defacto rate hike on the economy. As monetary
conditions tighten, we will likely see more pressure on earnings and profits in the quarters ahead.
Notability, we are already seeing oil pricing in an economic slowdown.

With the sell signal still intact, the market is holding up reasonably well as we work through the
money-flow cycle. With that index about 1/3 of its way through its normal range, it suggests we
could see additional downward pressure on stocks over the next few days and weeks. Of course,
with Apple (AAPL) reporting earnings after the bell, it is hard to say what the market will do on
Friday. Use rallies to reduce risk, raise cash levels, and rebalance portfolios.
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Treasury Announces Buyback Program
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Per the Wall Street Journal, the Treasury will embark on a bond buyback program in 2024. The last
time the Treasury had such a program was in 2000. The details of the program are still in the
making and, therefore, not specific. Such a program does not introduce liquidity as they must issue
new bonds to buy back old bonds. However, it does allow the Treasury to influence yields. For
instance, it could buy back longer-dated bonds to help minimize losses on bank balance sheets. At
the same time, they might increase the issuance of short-term bills, which are in heavy demand.

The program in 2000 was quite different than what the Treasury is considering. At the time, the
government was running a surplus. Believe it or not, the Treasury's concern was bond market
illiquidity, as there would not be enough bonds outstanding. Today the problem is too many bonds,
as the country has presided over 20 years of runaway deficits. The graph shows that Federal debt
to GDP was only 60% in 2000.

FRED 4 — Federal Debt: Total Public Debt as Percent of Gross Domestic Product
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Which Regional Bank is Next in the Bankruptcy Line?

To help consider which banks may follow First Republic Bank into bankruptcy, assess the year-to-
date performance of some large regional banks, courtesy of the Kobeissi Letter:

US Regional Bank Stock Performance This Year:

HomeStreet, $HMST: -75%
PacWest, SPACW: -71%
Metropolitan Bank, SMCB: -64%
Zions Bank, $ZION: -51%
Western Alliance, $WAL: -47%
KeyCorp, $KEY: -45%
HarborOne, $HONE: -39%
Valley National, $VLY: -35%
Truist, $TFC: -33%

Citizens Financial, $CFG: -32%
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To better appreciate banking and why some regional banks are at risk, we just published Bank
Stocks: Do the Rewards Warrant the Risks?

The article's graph below shows that bank assets have less than 10% of an equity cushion in the
aggregate. This means that if a bank's assets lose more than 10% of their value, it is effectively
bankrupt. Fortunately, banks do not recognize losses on most assets unless they sell them. This is
where the rubber is currently hitting the road. As deposits shift from regional banks to larger banks
or money market funds, banks must sell assets. In doing so, they must recognize crippling losses
which can completely erase the equity cushion and force an FDIC takeover.
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As we share in the article:

Many banks require cash to replace deposits. As such, they have options. They can
raise new deposits, which entails paying customers over 4% versus the paltry near 0%
they currently pay depositors. Or they can sell assets. A collective leverage ratio of 10
to 1 means it only takes a 10% loss on a bank?s assets to wipe out its equity cushion.
Risk-free U.S. Treasury notes and mortgages lost about 20% of their value in 2022.
Since getting new deposits was not feasible for Silicon Valley Bank, it had to sell
assets and recognize losses more significant than its equity cushion.

ADP Highlights Strong Jobs Market

Wednesday's strong ADP report was at odds with Tuesday's weaker JOLTSs report. ADP shows the
economy added 296k jobs in April, more than two times March's figure and expectations. Further, it
was the largest gain since July. Once again, leisure and hospitality jobs are the fastest growing
sector, accounting for half of the job growth.

While job growth continues, wage growth normalizes. Per the quote from the report and
commentary from ADP's Chief Economist:

Pay growth continued its nearly year-long slowdown. Job changers in particular saw a
dramatic decline, with pay slowing from 14.2 percent growth to 13.2 percent, the
slowest pace of growth since November 2021.
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“The slowdown in pay growth gives the clearest signal of what's
going on in the labor market right now. Employers are hiring
aggressively while holding pay gains in check as workers come off
the sidelines. Our data also shows fewer people are switching
jobs.”

Mela Richardson
Chief Economist, ADP

Tweet of the Day

@ SentimenTrader
@sentimentrader

A composite trend model for the S&P 500 just signaled a shift from a
bearish to bullish trend. Historically, when similar trend reversals
occurred, the S&EP 500 rose 91% of the time over the next six months.
Subscribe to sentimentrader.com/blog to learn morel #DeanChristians

A composite trend model buy signal
S8 s&P 500 Index Strategy

A signal occurs when the
composite cycles from -4

3 of worse to +9 or better
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Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.
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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.



