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No Pivot On The Horizon As Fed Hikes 75bps
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Fed Hikes 75bps, No Pivot & A Hard Landing

It was a tough week for equities as the Fed hiked 75bps and signaled that "no pivot" in policy is
coming. Such disappointed the markets in desperate need of some "encouraging news," but none
was to be had. Furthermore, the Fed slashed economic growth drastically, upped their
unemployment projections, and kept inflation expectations elevated through 2023.

Markets broke through support and tested this year's lows on Friday as selling was broad-based.
As we will discuss momentarily, the market is now figuring out the rising risk of a policy mistake. On
Friday, Goldman Sachs slashed their year-end price targets for the S&P 500 index. The "hard
landing" scenario was most important.

In arecession, we forecast earnings will fall and the yield gap will widen, pushing
the index to atrough of 3150. Our economists assign a 35% probability of recession
in the next 12 months and note that any recession would likely be mild given the lack of
major financial imbalances in the economy. As we previously outlined, in the event of a
moderate recession, our top-down model indicates EPS would fall by 11% to $200.

For context, a 34% peak-to-trough decline in the S&P 500 index during a
recession would only be slightly worse than the historical average of 30%. We
see two risks that would create a more dramatic sell-off in equities during a recession.
First, if inflation concerns were to limit the degree of monetary or fiscal policy
support and interest rates did not fall, it could lead to even lower valuations or
even larger economic and earnings growth declines than we model. Second,
concentrated sector weakness, such as Information Technology in 2001 and Financials
in 2008, could lead to an even sharper earnings and price decline.



Exhibit 10: 5&P 500 typically falls by 20% fram peak to trough in racessions Exhibit 1: Path of the S&P 500
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While Goldman is finally coming to grips with economic and fundamental realities, its expectations
for only modest earnings and margin decline are still optimistic. As we discussed recently,
earnings will likely revert to below $200/share just to reach the median long-term growth trend.

"More importantly, despite the recent downward revisions, the current estimates still
exceed the historical 6% exponential growth trend, which contained earnings growth
since 1950, by one of the most significant deviations ever."
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Such leaves the markets in a very tenuous position. However, in the short-term, markets are
testing this year's lows and are sufficiently oversold to provide a relief rally. However, there is little
to get excited about until the Fed stops hiking rates aggressively and reducing its balance sheet.
We will cut equity exposure levels on the next rally and raise cash levels further. Keep a watch on
the MACD signal (top of the chart), as it will provide the best guidance for a sellable rally near term.
There is a lot of congestion at the 3900-4000 level, which will provide sufficient resistance to cap a
reflexive rally. Those levels provide a reasonable "sell" target for now.
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Need Help With Your Investing Strategy?
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World's Worst Economic Forecasters
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The 75bps hike on Wednesday was priced into the market. However, the Fed's "Dot Plot," showing
no "pivot" in policy anytime soon, sent markets lower. There was a 10-9 majority in favor of hiking
above 4.25% this year, suggesting a fourth 75 basis-point increase in November is possible.
(Chart courtesy of Zerohege)
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As noted by Zerohedge:

"Remember, until Powell's Jackson Hole speech, the Fed discussed a soft landing
scenario with the economic projections at the June meeting reflecting that thinking."

Furthermore, the market was also pricing a "pivot" in monetary policy by May of 2023. The problem
is that the Fed's new economic projections dashed those hopes, with growth estimates slashed and
inflation elevated.

e The Fed substantially revised GDP forecasts lower, with the median estimate for growth
this year at just 0.2%.

e Unemployment rate forecasts are up, with the median now at 4.4% for both 2023 and
2024.

e The Fed doesn?t see inflation returning to its 2% target until 2025.

The problem is that while these statements clearly show that "no pivot" in policy is coming, they are
also likely very wrong.

As we have discussed, the Federal Reserve is the worst economic forecaster ever. We have been
tracking the median point of their projections since 2007, and they have yet to be accurate. The
table and chart show the Fed is always inherently overly optimistic in its forecasts.
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FOMC Economic Projections (Avg. Of Range)
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The corner graph shows the sharp drop in economic growth expectations since the July meeting. If
they were this wrong just a few months ago, how wrong will they be in 2023?

While the Fed is currently pushing a "no pivot" stance, there is good reason to expect a pivot in
2023.

A 2008 Redux?

The September rate hike pushed the Fed funds rate to the highest since January 2008.
If you don't remember what happened then, let me remind you.

In January 2008, the Fed was aggressively hiking interest rates amid a massive real estate bubble
under the Chairmanship of Ben Bernanke. At that time, there was "no recession" in sight,
"subprime mortgages were contained," and it was a "Goldilocks economy."

Eight months later, the market fell sharply, banks were on the brink of bankruptcy, and the
economy was entrenched in a massive recession as Lehman Brothers filed for bankruptcy.
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The Federal Reserve never predicted a recession and believed it could navigate a soft landing in
the economy. They were wrong on multiple counts. As we showed previously, there are ZERO
times in history when the Fed was hiking rates that outcomes were not bad to awful. After rates
peaked and yield curves UN-inverted, recessions, bear markets, and crisis events occurred.
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| don't like market analogs. However, the current Fed policy of hiking rates and reducing their
balance sheet is the most aggressive policy shift since that period. Every market environment is
different, but the similarity of market action this year is interesting.
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We are NOT suggesting another "Lehman Moment" is imminent. However, as noted above, a
weaker economic environment, namely a recession, impacts asset prices as earnings and profit
margins deteriorate.

Valuations are still not cheap, by any measure.
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The Most Hated Asset

We discussed last week why "bonds" are likely to be the next "buy" of the decade. Interestingly
enough, with bonds in the most significant bear market on record, no one wants to buy them. Such
is the case historically, as investor psychology always contradicts investing realities.

From Peak to Trough

The worst drawdown on record for global fixed income
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As | quoted then:

?The action of the credit market is consistent with economic weakness and stock
market trouble. | think you have to start becoming more bearish on stocks. Buy
long-term Treasuries. Although the narrative today is exactly the opposite, the
deflation risk is much higher today than it?s been for the past two years. I?m not
talking about next month. I?m talking about sometime later next year, certainly in
2023.? - Jeff Gundlach, DoubleLine

| am reiterating this commentary because the recent actions by the Fed almost guarantee a
recession, economic event, or worse. In such an event, the demand for "safety" will become a
primary market consideration.

Such is because money flows from risk assets into Treasury bonds for safety when a recession
occurs. We see this clearly in the chart below of corporate bond and Treasuries yields. While it
hasn?t happened yet, corporate yields rise during a bear market or economic event as money
rotates into Treasuries? safety, causing long-dated yields to fall.
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10-Year Interest Rate

While the Fed's "no pivot" policy stance is driving up Treasury yields short-term, the reality is that
each increase puts the Fed one step closer to a policy mistake. It is quite likely the Fed has already
tightened more than the economy can withstand. However, given the lag time of policy changes to
show up in the data, we won't know for certain for several more months.

With the Fed removing liquidity from the markets at the most aggressive pace ever, the risk of a
policy mistake is higher than most appreciate. Such is shown in the annotated chart from Chartr
below.
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While buying bonds today may still have some ?pain? in them, we are likely closer to a significant
buying opportunity than not.

More importantly, if we are correct, the coming bull market in bonds will likely outperform stocks
and inflation-related trades over the next 12 to 24 months.

Such an outcome would not be the first time that happened.

Of course, buying bonds when no one else wants them is a tough thing to do.
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How We Are Trading It

The Fed's "no pivot" policy stance continues to drive the markets short-term. Investors remain at
the mercy of volatile markets with little direction on where capital can find safety. Gold has not
hedged inflation. Bonds have not hedged risk, and equities remain under continuous pressure.

The setup remains increasingly more bearish than bullish, so we maintain our risk-averse
positioning. With higher levels of cash, underweight equity, and bonds, we continue to err towards
caution for now. As noted, there is a developing opportunity to own long-dated Treasury bonds, but
you will need to give that thesis time to play out into 2023.

The Fed funds futures market has now priced in the Fed's likely "terminal rate” on monetary policy
going into 2023. This week, we moved our cash holdings into short-term treasuries as we see no
near-term catalysts to deploy that cash into equities. We will likely use the next oversold rally in the
market to raise cash, further reduce risk, and rebalance portfolios accordingly.
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A rally next week won't be surprising with the markets back to more oversold levels.

Short-Term Traders can add to beaten-down equities and look for sector rotations
opportunistically. Our SimpleVisor.com"Relative Analysis" page can help you find oversold
sectors and equities and provide tradeable opportunities.
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Long-Term Investors stay the course for now. As noted in the opening commentary, markets are
oversold enough for a tradeable rally back to the 50-dma. Investors should use such a rally to
rebalance portfolio risk to levels you are comfortable maintaining. We suspect we will see lower
lows before the final market bottom, which will coincide with the Fed putting an end to its "no pivot"

stance.
Oh...and don't forget about bonds.

See you next week.

Research Report

Debt & Why The Fed Is Trapped

The massive debt levels provide the single most significant risk and
challenge to the Federal..
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On August 25, 2022, we published Five for Friday: Factors for Success. The screen used our
internal factor analysis tool to see which stock factors are most likely to hold up best in a market
decline. As we wrote in the article:

?Where should | put my money if we get another leg down in the market??

From August 251" through September 16t the S&P 500 fell over 8%. The high dividend yield
factor was the third best relative performer factor, beating the S&P 500 by 2.48%. The screen was
simple and selected the ETF?s five largest holdings. The five stocks fell 2.5% on average, handily
outperforming the S&P 500.

This week we take the opposite approach. With the market trading lower over the past month and
many technical indicators pointing to oversold conditions, we select the top five holdings from the
factor that has been the poorest relative performer year to date.

We chose the top five holdings from our proxy ETF, MGK, as our five stocks this week. As the top
holdings in the factor ETF, they should benefit from passive-investing inflows into the ETF. All five
are well-known large-cap stocks and comprise four-fifths of the infamous FAANG acronym.

Apple (AAPL)

Apple Inc. (AAPL) - Consumer Electronics

Description

Apple Inc. designs, manufactures, and markets smartphones, personal computers, tablets, wearables, and accessories worldwide. It also sells
various related services. In addition, the company offers iPhone, a line of smartphones; Mac, a line of personal computers; iPad, a line of multi-
purpose tablets; AirPods Max, an over-ear wireless headphone; and wearables, home, and accessories comprising AirPods, Apple TV, Apple
Watch, Beats products, HomePod, and iPod touch. Further, it provides AppleCare support services; cloud services store services; and operates
various platforms, including the App Store that allow customers to discover and download applications and digital content, such as books, music,
video, games, and podcasts. Additionally, the company offers various services, such as Apple Arcade, a game subscription service; Apple Music,
which offers users a curated listening experience with on-demand radio stations; Apple News+, a subscription news and magazine service; Apple
TV+, which offers exclusive original content; Apple Card, a co-branded credit card; and Apple Pay, a cashless payment service, as well as licenses
its intellectual property. The company serves consumers, and small and mid-sized businesses; and the education, enterprise, and government
markets. It distributes third-party applications for its products through the App Store. The company also sells its products through its retail and
online stores, and direct sales force; and third-party cellular network carriers, wholesalers, retailers, and resellers. Apple Inc. was incorporated in
1977 and is headquartered in Cupertino, California
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Login to Simplevisor.com to read the full 5-For-Friday report.
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Daily Commentary Bits

Are 4% One-Year T-Bills A Good Investment?

The graph below shows the long-term history of one-year T-bill yields and compares the recent
surge in yields versus prior periods. While many investors focus on the 4% yield and the fact that it
is now at its highest point in almost 15 years, the bigger story is the recent surge in yields. In just
one year, the one-year yield has risen 4%. The last time yields rose that much in one year was
about 40 years ago.

One-Year T-Bill Yield and Change %;' RIA SimpleVisor
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D DUK
-0.88%| -0.93%|

ATO | PEG | NRG

-1.59% | -1.61% | -1.81%
PNW ETR AES
-1.97% -2.05%)| -2.96%)|

Energy

KMI | MPC
-4.56%)| -4.72% %
BKR |CTRA | WMB | VLO
-5.4% |-5.99%|-6.45%|-6.52%
CVX | PSX | EOG | OKE
-6.53%|-7.63% | -7.8% |-B.43%,
SLB HES | COP | DVN
-8.45%|-8.57%| -B.6% | -B.6%
HAL |FANG | MRO | APA
-8.69%|-8.96%| -10.94% -11.43%

Consumer Cyclical

BRK- |TROW
B -0.35%,

Technology

MU |GRVO | JNPR | WDC
0.89% |0.43% | 0.19% | 0.06%
FIS

CTXS |GRMN FTNT
H -0.2% |-0.27%|-0.31%

NVDA [ST¥L
-0.36%/| =049

MTCH | MPWR | NLOK
-2.59%|-2.74% | -2.82%

FLT PTC | SEDG | DXC
-2.98%|-3.02%| -4.48%{ -9.32%

Materials

PPG ECL APD

0.36% | -0.14% | <0616
ALB

FMC LYB EMN
% -2.22%| -2.7% |-2.74%

NUE | NEM | CTVA CE
-2.74% | -2.94%| -3.08%| -3.12%

DD FCX | MOsS CF
-3.33%|-5.89%| -7.6% |-7.62%

SimpleVisor Asset Class Trend Analysis

Asset Class
Name T| Symbol
!
U.S. Bonds BND
International Bonds BNDX
Qil CL=F
Commaodity Index DBC
Emerging Markets EEM
International Stocks EFA
EM Bonds EMB
Gold GLD
U.S. Stocks SPY
Dollar Index uup
REIT VNG
Equity Volatility VXX

Relative Performance Analysis

Last week, we stated:

Global Equities Bonds

Trend Teday's Change MTD YTD

Analysis 1l Tl T
Tl

0/10 "  -$020(-028%) -276% -14.40%
0/10"® 2024 (-050%) -196% -12.68%
010" -$413(-495%) -837% 552%
0/10"®  -30.84 (-3.38%) -4.61% 15.54%
0/10"®  -$0.91(-247%) -8.03% -2572%
0/10"®  -$187(-319%) -6.75% -26.27%
010" -$100(-1.21%) -3.37% -24.05%
010" -$269(-1.73%) -3.08% -10.50%
010" -$6.27(168%) -6.80% -21.63%
8/10 e $0.47 (157%) 3.23% 18.30%
0/10"  -$112(-1.33%) -10.45% -27.68%
o/10 "¢ $0.91(4.81%) 195% 6.96%

Commodities

52 Week Range (Low-

High)

$71.75 - $86.03
$48.04 - $57.46
$62.43 - $130.50
$19.20 - $30.64
$35.80 - $52.62
$56.31 - $82.00
$81.41 - $111.30
$152.69 - $193.30
$362.17 - $479.98
$25.02 - $30.37
$8252 - $116.71
$17.30 - $41.65

Asia Pacific
RSI 20 SMA 50 SMA 100 SMA
1 1 2} i
30.99 $7439 $7536 $75.49
3580 $49.34 $50.04 $50.05
4198 39072 $95.34 %102.77
41.59 $25.76 $2560 $26.90
36.65 $3914 $3953 $40.15
3759 $62.33 36335 %6438
38.67 $85.82 $86.24 $87.47
3163 $160.39 $161.96 $166.94
37.96 $400.48 $40179 $397.96
6045 $29.23 $2880 $28.25
3527 $94.78 $9552 39584
50.05 $19.44 $2076 $2259
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The CPI report led to a sharp market plunge this week. That decline took the vast
majority of sectors back to more extreme oversold levels, likely supporting a reflexive
rally next week. We are back into "selling rallies and reducing risk" mode until the
technical backdrop improves.

The Fed's "no pivot” policy pushed assets further into oversold conditions. Historically, when every
sector and market is oversold, counter-trend rallies are highly probable. Use that rally to sell into.
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Year To Date Performance Relative To S&P 500 Price Deviation From 50-Day Moving Average
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Technical Composite

The technical overbought/sold gauge comprises several price indicators (RSI, Williams %R, etc.),
measured using "weekly" closing price data. Readings above "80" are considered overbought, and
below "20" are oversold. Markets tend to peak when readings are at 80 or above, which suggests
profit taking and risk management are prudent. The best buying opportunities exist when
readings are 20 or below.

The current reading is 15.65 out of a possible 100 and rising. Remain long equities for now.
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Portfolio Positioning "Fear / Greed" Gauge

The "Fear/Greed" gauge is how individual and professional investors are "positioning" themselves
in the market based on their equity exposure. From a contrarian position, the higher the allocation
to equities, to more likely the market is closer to a correction than not. The gauge uses weekly
closing data.

NOTE: The Fear/Greed Index measures risk from 0 to 100. It is a rarity that it reaches levels
above 90.The current reading is 24.49 out of a possible 100.
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Sector Model Analysis & Risk Ranges

How To Read This Table
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e The table compares the relative performance of each sector and market to the S&P 500
index.

e "M/A XVER" is determined by whether the short-term weekly moving average crosses
positively or negatively with the long-term weekly moving average.

e The risk range is a function of the month-end closing price and the "beta" of the sector or
market. (Ranges reset on the 1st of each month)

¢ The table shows the price deviation above and below the weekly moving averages.

This week, the market plunge took most sectors and markets into double-digit deviations below
long-term weekly moving averages. Such extremes are not sustainable, and when all markets and
sectors are this oversold, a reflexive rally becomes highly probable. Every sector, except
Healthcare, are below monthly ranges. The Dollar, on the contrary, is extremely overbought.
Selling the Dollar to buy Bonds is likely a good hedge trade.
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Weekly SimpleVisor Stock Screens

Each week we will provide three different stock screens generated from SimpleVisor: (RIAPro.net
subscribers use your current credentials to log in.)

This week we are scanning for the Top 20:

¢ Relative Strength Stocks
e Momentum Stocks
¢ Highest Rated Stocks

These screens generate portfolio ideas and serve as the starting point for further research.

(Click Images To Enlarge)

RSI Screen
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Scan Result: 10 Item(s) found Overview Technicals Fundamentals Performance

Symbol Tl Trend Last RSI 20 SMA 50 SMA 100 SMA Mohanram Score Piotroski Score SV Rank Yield% MACD

T4 Is 1l Tl T Tl 1l @1 @1 @1 Tl ¢!
[~ AL 10710 $26519 4663 $28404  $26114  $243.35 1] a8 B 0.55% 6.31
|~ enpH 107104 $27513 6021 $29614 $26930  $223.85 1] 6] El % N38
[~ cop g/i0k $10062 5263 $mez2  $101.32 $101.76 B 8 B 1.77% 272
|~ aes s/l  $2388 4444  $2626 $24.18 $22.55 4] 8] 4] 234% 0.37
[~ can g/ioh  $6528 5036  $6875 96429  $59.52 — a 8 297% 060
[~ e g/i0Wl $27423 5530 $28795  $28104  $26915 8 8 3] 1.54% 29%
[~ cme 8/10 vl $1,53716 6133 $1,664.51 $154449 $1,442.26 1] 5 % 4102
[~ pvn g/ioh  $5734 5363  $6992  $6243 $63.78 1] a = 9.28% 185
» ais s/lo $7869 6933  $7646  $7606 $7313 — 6] 3] 288% 045
[~ NLsN g0 $2784 6901  $2783  $2584 $25.40 (4] a 2] 0.86% 0.51

Momentum Screen

Scan Result: 20 item(s) found Overview Technicals Fundamentals Performance
Symbol 1] Trend Last RSI 20 SMA 50 SMA 100 SMA Mohanram Score Piotroski Score SV Rank Yield’%s MACD
Y 1l T Tl Tl 1l @ 11 @14 @1 1l Tl

[~ EnPH 1010 $27513 6021 $29614 $26930  $223.85 1] 6] 3] % n.38
[~ cop 9/10 W $10062 5263 $M62  $101.32 $101.76 1] B 1] 177% 272
[~ e s/iok $27423 5530 $28795  $281.04 $26915 B 6] 3] 154% 223
|~ cme 8/10 W $153716 6133 $1,66451 $154449 $144226 1] 3] % 4102
[~ Gis s/ov $7869 6933  $76.46  $76.06 $7313 — 6] 3] 288% 045
[~ NLSN s/ow $2784 6901  $2783  $2584  $25.40 4] 8 2] 0.86% 0.51
[~ Hn 7710 $22757 5776 $23280  $225.72 $218.14 — B 2] 2.03% 1.63
[~ HUM 7710 e $48059 5675 $487.00  $48510  $464.34 o] 3] B 063%  -1.85
[~ noc 7710 $47631 59.80 $48532 $476.68  $469.93 8 6] B8 143% Zhf
[~ apa 6/10k $3255 6204  $3887  $3581  $3888 5] 6] 1] 2.41% 116
[~ cTrRA 6/10 $2632 5415  $30.46 $29.09 $29.76 6] a 3] 8.45% 0.39
|~ oG 6/10 $10918 5485  $12153 $11.68 $116.84 7] B B 2.47% 2.82
[ 17 6/10h $274.45 5688 $29930  $281.84  $268.43 6] 3] % 452
[~ 6/10vk  $7231 5520 $72.41 $73.39 $71.82 6] 3] 332% -0.48
[~ MTR 6/10 $17763 4949  $184.22 $179.21 $173.27 1] 6] B 263% 133
|~ NrRG 6/10W $4026 4609  $4250 $4015 $40.71 4] 6] 3] 312% 062
[~ vrTX 6/10 W $28154 4983 $28554 $28730  $277.47 1] 6] B %  -071
[~ cpB 5/10"® $4831 5210 $4908  $49.30 $48.48 8 a 3] 314%  -0.44
|~ ep 5010 $9485 4592  $99.43 $97.19 $95.74 1] 6| B 3.24% 0.51
[~ 1r 5/10"® $4320 5076  $49.52 $47.72 $46.26 2] a 4] 0.17% 0.23

Highest Rated Screen
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Scan Result: 17 item(s) found  [[NSSJIN]  Overview Technicals Fundamentals Performance
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SimpleVisor Portfolio Changes

We post all of our portfolio changes as they occur at SimpleVisor:

Sep 22nd
All Models

With short-term Treasury bills now reflecting the Fed Fund Futures terminal rate, we are
taking advantage of the spread over money market accounts by moving cash into the
SPDR 1-3 Month Treasury Bill ETF (BIL) for now. As we get to the point of wanting to
deploy cash back into equities we will start selling down BIL to buy other positions.

e Buy 15% Of The Portfolio Into BIL

Find it in the Retirement section
Of Our Web8|te Learn more

Lance Roberts, CIO

Have a great week!
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