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Cheap Money Keeps The World Spinning

The growth of the global economy and the value of the world's financial assets are a function of
interest rates. Interest rates are the cost of money. The cheaper money gets, the more investments
into all sorts of assets make sense. Politicians and central bankers clearly understand this
relationship. As we have seen since the Fed was formed, when economic growth is insufficient,
they reduce interest rates and make money cheap. Low-cost financing incentivizes consumers to
buy cars and houses, businesses to build factories and purchase equipment, and governments to
spend more while reducing taxes. Equally important, cheap money allows investors to leverage up
their investments, making their potential rewards even greater.

As interest rates steadily decline, the financial and economic incentives to borrow further stimulate
the economy and financial markets. Think of cheap money as a virtuous cycle. The problem is the
economy and financial markets are now reliant on cheap money. Today, the Fed and bond markets
are rapidly extracting that fuel from the economy and markets. Like all other instances when the
Fed Fed raised rates, this, too, will likely end in a crisis. The cost of money is too important to the
economy and politicians' economic goals to sustain at current levels for much longer. The graph
below shows lower interest rates have led to more system-wide leverage.

Total Debt, GDP, and System Wide Leverage % RIA simplevisor

120,000
V U 11.00

100,000

9.00

80,000

60,000

S Billions

5.00
40,000

20,000 3.00

0 1.00

I = = = = = = = = = = I I T = = =~ B I B R I S S I B B R B S IS I I I I I

Ratio (RHS) Total Debt GDP  ==—10yr UST Yield

What To Watch Today
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Time Event Impact Actual Devo Consensus Previous
FRIDAY, OCTOBER 20

00:00 ®EUSD President Biden speech [ ] SPEECH

13:00 ®EUSD Fed's Harker speech SPEECH

17:00 ®EUSD Baker Hughes US 0il Rig Count - - - 501
20:30 MEUSD CFTC Gold NC Net Positions - - - §71.4K
20:30 MEUSD CFTC Oil NC Net Positions - - - 322K
20:30 MEUSD CFTC S&P 500 NC Net Positions - - - $-94.4K

Earnings
. . Fiscal Quarter ~ Consensus EPS* Last Year's Report Last Year's

Time Symbol Company Name Market Cap Ending Forecast # Of Ests Date EPS*
O AXP American Express Company $111,595,612,874 Sep/2023 52.96 14 10/21/2022 $2.47
O SLB Schlumberger N.V. $86,109,660,709 Sep/2023 $0.77 11 10/21/2022 $0.63
- _ Regicns Financial . . , P 10 10/21/ 0.5
OF R Corporation $15,520,763,138 Sep/2023 50.59 10 10/21/2022 50.56
0 HEAN Huntington Bancshares  414,638,091,407 Sep/2023 $0.32 9 10/21/2022 $0.39

Incorporated

" - Interpublic Group of P | P
iF IPG Companies, Inc. (The) $11,174,654,282 Sep/2023 50.75 3 10/21/2022 50.63

: ALV Autoliv, Inc. $7,948/577752  Sep/2023 $1.73 3 10/21/2022 $1.23

e PAC Grupo Aeroportuario Del g5 655041000 Sep/2023 $3.13 1 10/21/2022 $2.60
Pacifico, S.A. de CV.

r CMA Comerica Incorporated $5,538,567261  Sep/2023 51.70 il 10/19/2022 5260
- EEFT Euronet Worldwide, Inc. $3,800426,075  Sep/2023 $2.52 4 10/20/2022 $2.51
o] SXT gzr,‘;fr;f_g?h nologies $2,373177,107  Sep/2023 3 N/A $0.85
[0 OFG OFG Bancorp 51,416,764,052  Sep/2023 50.92 1 10/20/2022 50.87
' BHLB Berkshire Hills Bancorp, Inc.  $896,464,307 Sep/2023 50.49 3 10/20/2022 50.62
@ REBCAA Republic Bancorp, Inc. $872,982,191 Sep/2023 MN/A 10/21/2022 50.99

Market Trading Update

The market sold off yesterday morning but rallied back into Jerome Powell's comments. It then sold
off, then rallied, then sold off...what a roller coaster. Initially, the message from Powell was dovish,
confirming what other Fed speakers had said all week. To wit:

"Financial conditions have tightened significantly in recent months, and longer-term
bond yields have been an important driving factor in this tightening. We remain
attentive to these developments because persistent changes in financial
conditions can have implications for the path of monetary policy."

However, his hawkish comments spooked the stock and bond markets, suggesting that the inflation
risk remains near term until the economy slows.

"Additional evidence of persistently above-trend growth, or that tightness in the
labor market is no longer easing, could put further progress on inflation at risk
and could warrant further tightening of monetary policy. In any case, inflation is
still too high, and a few months of good data are only the beginning of what it will
take to build confidence that inflation is moving down sustainably toward our goal.?
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None of this is "new" news, but traders reacted negatively to the comments. We suspect they will
calm down and realize that nothing has changed since the last meeting, and the Fed will remain on
hold at the next meeting.

The break of the 20-DMA sets up a potential for a test of 4200, and today is options expiration,
which potentially increases the risk of a volatile trading session. Continue to manage risk for now,
but be careful making significant changes on an OpEx day. Most likely, much of the noise will filter
out by early next week.
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Jobless Claims Fall, But Continuing Claims Rise

The number of people filing initial jobless claims weekly hovers around historical lows. However,
continuing joblessness has started rising. The divergence signals that those filing for claims are not
finding employment as quickly as they were. The sheer number of those in the continuing claims
ranks is not concerning, but rising continuing claims often lead to increased jobless claims.

As the graph below shows, continuing claims reached their highest level since June. Further data
for continuing claims lag jobless claims by one week. Again, this is not a concerning data point, but
if the trend continues, jobless claims will likely follow.
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Jerome Powell Follows The New Fed Mantra

As we have written a couple of times in the last few days, the Fed is moving towards a more dovish
stance. It appears that orchestrated statements from numerous Fed members alluding to the
financial tightening due to higher long-term rates will keep the Fed on the sidelines. Powell followed
in their footsteps with the following comment:

Financial conditions have tightened significantly in recent months, and longer-term bond
yields have been an important driving factor in this tightening. We remain attentive to
these developments because persistent changes in financial conditions can have
implications for the path of monetary policy.

While the Fed seems to be moving to a more dovish stance, Powell doesn't leave any doubts that
2% is his inflation target and the Fed will do whatever is needed to get there. The graph below
shows the market assigns a small 3% chance the Fed tightens at the coming meeting.
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i, Per @Redfin data, homebuyers must earn $114,627 to afford median-
priced U.S. home, which is up 15% from year ago and more than 50% since
start of pandemic (hote: Redfin states “affordable” means homebuyer
spends no more than 30% of income on mortgage payment)

Homebuyers Need to Earn $115,000 to Afford Median-Priced U.S. Home--More Than Ever Before
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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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