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New York Fed Points to Higher Inflation
Expectations

In addition to CPI, PPI, and PCE data, the Fed relies on consumer inflation expectations to guide
its actions. The most recent round of data from the New York Fed's Survey of Consumer
Expectations should concern those who think the latest CPl and PPI reports warrant a change in
the Fed's mindset. The New York Fed survey points to higher inflation expectations. Per the
survey: "Median inflation expectations increased at both the one- and three-year-ahead horizons in
October, by 0.5 and 0.2 percentage points, respectively, to 5.9% and 3.1%. Both increases were
broad-based across age, education, and income groups." Equally concerning, the difference
between the expectations of the top and bottom quartile of those surveyed decreased. There is
less disagreement among consumers about higher inflation expectations.

The graph below shows the recent uptick in inflation expectations using New York Fed data.
Further, consumers remain very uncertain of how much inflation to expect. Uncertainty, or fear that
inflation remains high, will drive consumers to demand higher wages. The Fed remains fearful of a
wage-price spiral, and the New York Fed survey data only heightens its concerns.
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What To Watch Today

Economy

e 8:30 a.m. ET: Retail Sales, October (1.0% expected, 0.0% in September)

e 8:30 a.m. ET: Import Price Index, October (-0.4% expected, -1.2% in September)

e 8:30 a.m. ET: Export Price Index, October (-0.3% expected, -0.8% in September)

e 9:15 a.m. ET: Industrial Production (0.1% expected, 0.4% in September)

e 9:15 a.m. ET: Capacity Utilization (80.4% expected, 80.3% in September)

e 10:00 a.m. ET: Business Inventories (0.5% expected, 0.8% in September)

e 10:00 a.m. ET: NAHB Housing Market Index, November (36 expected, 38 in October)

e 4:00 p.m. ET: Net Long-term TIC Flows, September ($197.9 billion in August)

e 4:00 p.m. ET: Total Net TIC Flows, September ($275.6 billion in August)

Earnings
Company Time Estimate Growth Surprise
Show only confirmed?

TGT Target Corp. 6:30 AM ET 52,14 $26.37 B 2.8% + =
ZIM ZIM Integrated Shippi.. 7.00 AMET $9.46 53.01 B -4.0% + E
LOW Lowe's Companies, Inc. 6:00 AM ET $3.11 52313 B 0.9% * F
TJIX TJX Companies Inc. 7:30 AM ET $0.80 51227 B -2.1% + =
ONON On Holding AG 5:.00 AM ET o - - + =
ARCO  Arcos Dorados Holdi... T:30 AM ET $0.13 590219 M 24.3% + =
MCG IMembership Collectiv.. 7:30 AM ET ($0.10) 5266.87 M 48.6% * =
SCVL Shoe Carnival, Inc. 6:00 AM ET $1.19 £332.95 M -5.6% + =
GRAB Grab Holdings Limited 7.00 AM ET ($0.07) £347.52 M - + =
BNR Burning Rock Biotech.. 5:30 AM ET ($0.28) $21.33 M 8.5% * =
SRAD  Sportradar Group AG 7.00 AM ET 50.04 5172.45M - + =
TCEHY TencentHoldings Lim.. BMO 50.37 520488 -5.9% + =
UCL uCloudiink Group Inc. 4:00 AMET i £21.40M 10.8% + =
GLNG Golar LNG Ltd BMO $0.23 59761 M -8.4% - =
LX LexinFintech Holding.. 5:00 AM ET - - - + .
REE REE Automotive Ltd. 7:00 AM ET - $1.03 M ™ + =
BWAY  Brainsway Lid. 7:30 AM ET ($0.06) $8.44 M 47% + =
SR Spire Inc. 8:00 AM ET ($0.64) $275.13 M -5.2% - =
SUBCY SUBSEATSA BMO ($0.05) $1.40 B -3.5% + | =
NVDA  NVIDIA Corp. 420 PMET $0.67 55.80 B -18.3% + =
CSCO Cisco Systems, Inc. 405 PMET $0.84 $13.31 B 3.2% * &
sam Chemical & Mining C.. 10:35 PM ET $3.39 5266 B 302.1% + =
SONO Sonos, Inc. 4:05 PM ET ($0.43) £302.65M -15.8% + =
BBWI Bath & Body Works, | 415 PMET $0.19 51568 -1.2% + @
SBLK Star Bulk Carriers Corp 5:20 PM ET $1.42 5273.83 M -34.1% * =
GLBE Global-e Online Ltd. 405 PMET ($0.31) £100.92 M 70.7% * =
YY JOYY Inc. 7:00 PM ET $0.40 £616.86 M -5.2% + =
CRMT Americas CarMart Inc 6:15 PM ET $2.04 $326.72 M 13.53% * S
HP Helmerich & Payne, |... 4£15PMET $0.43 $594.29 M 72.9% + =
BOWL Bowlero Corp. 4:05 PM ET £0.03 $223.31 M = + =
EDAP EDAFPTMSSA 4:35 PM ET ($0.05) $11.85M 6.9% + | =
KLIC Kulicke & Soffa Indus.. 435 PM ET $0.91 5277.00 M -42.9% - =
CPA Copa Holdings S.A. 430 PM ET $2.63 £813.59 M 82.8% + =
ASYS Amtech Systems Inc. 405 PMET £0.01 £30.00 M 23.3% + E
mv i3 Verticals, Inc. 405 PM ET $0.36 57962 M 18.5% + =
EZPW EZCORP Inc. 415 PM ET $0.11 $209.08 M 8.6% - o
Hi Hillenbrand. Inc. 420 PM ET $1.03 Er2895M -3.4% * =
PNNT  PennantPark Investm.. 405 PMET $0.17 52715 M 17.4% B E
PFLT PennantPark Floating . 4:05 PM ET $0.30 52786 M 28.9% * =
UTI Universal Technical In... 405 PMET £0.00 511225 M 15.2% + =

Market Trading Update
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The market traded up strongly at the opening yesterday as the Producer Price Index (PPI)
confirmed the inflation peak is likely behind us. However, the market sold off at about midday as
missiles hit Poland, sending concerns about expanding Russia/Ukraine conflict. Russia quickly
rejected the allegations, and the market recovered somewhat into the day's close.

The market has now rallied to the top of the rising bullish trend channel and, while not extremely
overbought, is approaching our initial 4000 targets. Notably, we see a little exhaustion in the rally
as morning rallies fail to hold. Also, the MACD "buy signal” is moving toward the top of its channel
range. All of this suggests that the rally could have some additional upside, but it is most likely
becoming more limited. Continue to take profits and rebalance risk accordingly.

We sold half of our AMD and NVDA positions ahead of earnings tomorrow, so we will see how
NVDA reports and plan our next trades.
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Another Good Inflation Reading

PPI, following last week's CPI, was better than expected. Monthly PPI only rose 0.2% versus
expectations of 0.5%. The year-over-year rate of producer inflation fell from 8.5% to 8.0%.
Excluding food and energy, PPl was flat for the month. The data add credence that inflation is
peaking. The bigger question, however, remains how fast inflation will fall to get the Fed
comfortable it is no longer a problem.

Based on the CPI and PPI reports, a 75bps rate hike is likely off the table. Implied Fed Futures
rates agree. They assign an 86% chance of a 50bps at the mid-December meeting. The next
relevant inflation reading will be the monthly PCE report on December 1st.
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Source: True Insights, fred.stlouisfed.org

Macro Alf and the Recent Rally

@MacroAlf, Alfonso Peccatiello, puts out some great work with his publication The Macro
Compass. In his most recent article, Bear Market Rally or Turning Point (Again)?, Alfonso
highlights a couple of charts that are worth considering. The first graph below shows the ratio of the

implied volatility of out-of-the-money (OTM) puts versus calls. The ratio is now over two standard
deviations cheap. Per Alf-

"In other words, at this point of the year, incentive schemes drive people to be much

more willing to pay and chase upside moves than they are to chase downside
moves."

Option activity helped fuel the market higher last week. With calls now so expensive versus puts, it

will be hard for options traders to continue to fuel the rally. That said, the current level is at a similar
point as the beginning of the 2020 bull run.
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The last time equity puts were this cheap versus calls was March 2020
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Alf's second graph shows that last week's rally drove the S&P 500 equity risk premium to its lowest
level in over a year. The equity risk premium (the implied extra yield stock investors should expect
to earn versus buying bonds) is about 1% below the average for the last fifteen years. Given the
market's economic and monetary uncertainty, investors should demand an above-average risk
premium for buying stocks. In Goodbye TINA, Hello BAAA, we also noted that expected stock
returns are too low versus guaranteed bond yields. To wit:

Expected stock returns are on par with risk-free Treasury yields but woefully below the
premium spread investors should demand.
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Stagflation Says BofA

The chart below from BofA shows that stagflation is the expectation of professional fund managers.
The last time such an expectation occurred was in mid-2008. In July 2008, CPI peaked at 5.50%
and a year later was -2%. Profession investors were wrong about inflation at that time. However,
they were correct that economic activity would slow appreciably. We think inflation will continue to
fall from its peak, and economic activity will likely slow. While the circumstances today are very
different from 2008-2009, we expect the light blue line, signifying below-trend growth and inflation,
will become the new expectation as it did then.

Chart 4: “Stagflation” is the consensus view
Which of the following best describes the global economy as you see it over the next 12 months?
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Tweet of the Day

, Liz Ann Sonders &
L @LizAnnSonders

Global money supply growth is fading quickly ... index
including Eurozone, China, Japan, and others (listed in
chart) is seeing contraction in M2 growth reach -5.4%

yly
@biancoresearch @Bloomberg

Global Money Supply Exeluding the U.S.
Combined M2 of the Enrozone. China, Japan, South Korea,
Australia, Cansds, Brazil, Switsertand, Mesico, Russia, and Taiwan
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Please subscribe to the daily commentaryto 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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