Mary Daly Warns The Fed Has Work To Do
San Francisco Fed President Mary Daly has some hawkish comments in a Financial Times
interview which support our thoughts in Will Powell Pivot? Don't Count On It. Stocks are rallying on
growing optimism that the Fed's fight against inflation is ending. The Fed Funds futures markets
show investors anticipate a rate cut as early as May 2023. Mary Daly and other Fed members are
trying to throw cold water on the market's forecast.
To wit, in the FT interview, Mary Daly does not rule out a .75bps rate hike at the coming September
meeting and claims the Fed is "not near done yet" in its inflation fight. In another comment, she
states: "We don't want financial conditions to ease." Financial conditions reflect the ease and
availability of borrowing. The graph below shows the change in financial conditions over the last six
weeks points to the easiest financial conditions in two years. Lower interest rates and higher stock
prices are partially responsible for the change. Accordingly, will Mary Daly and other Fed members
talk the markets back down with hawkish rhetoric to help better ensure their inflation fight is
effective?

What To Watch Today
8:30 a.m. ET: Empire Manufacturing, August (5.0 expected, 11.1 prior)
10:00 a.m. ET: NAHB Housing Market Index, August (55 expected, 55 prior)
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Market Trading Update - The Bulls Have It
However, in the short-term, the softer CPI reading emboldened the bulls on hopes the Fed may be
closer to the end of its rate hiking campaign, potentially paving the way for future cuts. There is a
bullish bias to the market, with sentiment improving sharply in recent weeks. With the market
clearing the 100-dma and the 20-dma crossing above the 50-dma, precise short-term
support levels will provide better entry points for increasing trading positions. While the
market is pushing a rather extreme deviation above the 50-dma, the 200-dma is acting as a
magnet for investors, which will likely be achieved next week.

Lastly, there are several non-technical reasons the market likely has some additional strength and
could rally further:
1. There is still a sizeable level of short interest that will need to cover as prices rise.
2. Earnings estimates are getting rapidly cut, leading to improved "beat rates" in the Q3
earnings period.
3. Retail investors are jumping back into the markets.
4. Institutions remain offside with too much cash on their books and a need to chase
performance.
5. Volatility has declined rapidly as "fear" of a correction fades.
6. Credit spreads continue to fall as money returns to the yield chase.
There are undoubtedly many rationales to the bullish case for equities. With financial conditions
easing, as stocks rally and credit risks ease, there is a bid for equities in the short-term.
The technical backdrop also suggests that the lows are in, and investors should buy
corrections.

The Week Ahead
This week features a look at consumers' financial health via Retail Sales. Expectations are for an
increase of 0.2%. While that is well below last month's +1%, it is positive on a monthly inflation-

adjusted basis. Also of interest will be the release of the FOMC minutes from the Fed's meeting
three weeks ago. The Fed often use the release of minutes to update the markets on their current
thoughts. Given the easing of financial conditions and hawkish tone of many Fed members, they
may take this opportunity to convey that a stall or pivot is not in the cards as soon as the market
expects.

Not A Bear Market in Utilities
If you only had the graph below, you might be shocked to learn many markets are down 10% or
more this year. XLU, the utility sector ETF, is within $1 of an all-time high. Further, it is up 8% year
to date.

Give Me A Slice
"Domino?s has seriously delivered when it comes to adding more stores. Its roll-out has
risen considerably each year, with more than 1,000 stores added in 5 out of the last 6
years ? equivalent to 2 or 3 stores opening every single day. Pizza Hut, on the other
hand, has increased its count by just 6,000 since 1997, with 500 store closures at eat-in
locations in the last few years.
It's not just affordable pies that have helped Domino's get to number one either ?
they've been notoriously quick to innovate. From being the first in the industry to offer
mobile ordering options all the way back in 2007, to actively embracing and then
shifting the perception that the chain served up sub-par slices; Domino?s has worked
hard to stay at the top of the pizza game." - Chartr

Energy Saves The Quarter
The following commentary from Yahoo Finance and the graph below highlight energy stocks'
massive influence on Q2 S&P earnings despite its small weighting (4.4%).
According to data from FactSet, with over 87% of companies in the S&P 500 having
reported earnings, the blended earnings growth rate for the index is 6.7% for the
second quarter. In a vacuum, mid-single-digit earnings growth is roughly in line with the
average rate of earnings growth over the last 20 years ? suggesting the second quarter
was a fairly typical period for America's largest businesses. No quarter, of course, exists
in a vacuum, and few periods have been as eventful for investors as the second quarter
of 2022 turned out to be.
Six of the S&P 500's 11 sectors have reported positive earnings growth in the quarter.
But if we take energy out of the equation, the second quarter is a bit more
dodgy.In fact, this growth rate of 6.7% would flip to a decline of 3.7% if energy
were excluded from the index.
And energy holds just a 4.4% weight in the S&P 500.

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.

