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Over the last week, some of the largest and most well-followed investors, also known as whales,
turned bullish on bonds. The largest whale is famed hedge fund investor, billionaire, and
philanthropist Stanley Druckenmiller. A week ago, Druckenmiller, speaking at the Robin Hood
Foundation conference, said he was taking "massive leveraged positions" in two-year Treasury
notes. He has become "really nervous" that we are on the brink of a hard economic landing.
Druckenmiller believes the downturn will occur this quarter. His timing on the bond investments
was impeccable. Or maybe investors took his cue and made similar bets, making his investment
look good.

Bill Gross, a whale among bond traders, once ran the largest bond fund in the world at PIMCO. Per
Fortune: 'Bond King' Bill Gross says it's time to stop betting against bonds and get ready for an
economic slowdown: "Recession in the fourth quarter.” Bill Ackman, a billionaire hedge fund whale
like Druckenmiller, made headlines in August when he shorted bonds with warnings they could rise
to as high as 6%. A couple of weeks ago, Ackman covered his shorts. The Israeli conflict with
Hamas and economic concerns drove his actions. Regarding the economy, Ackman seems to be
on the same page with the other whales. To wit, he states: "The economy is slowing faster than
recent data suggests.” The graph below shows the recent decline in the ten-year UST yield.
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Time Symbol  Company Name Market Cap v mm FonsensusEPS"  sofests m":;’“ e e
& GILD Gilead Sciences, Inc. $101,662,311,061 Sep/2023 51.91 1 10/27/2022 §1.90
o UBER Uber Technalogies, Inc. $97578,206,728 Sep/2023 £0.13 15 11/01/2022 (50.561)
o uBs UBS AG $84,666,200,000 Sep/2023 M/A 10/25/2022 $0.52
-. APD ﬁ;_mmcmh $65,134016,725 Sep/2023 $3n B 1170372022 5289
) oxy mw“’“ $55743,805762 Sep/2023 5089 9 11/08/2022 $2.44
o EMR Emerson Electric Company  $52,560,855000 Sep/2023 £1.30 7 1073172022 5153
o KKR KKR & Co. Inc. 452305662403 Sep/2023 S0.70 4 11/00 /72022 5080
io) DHI DR. Horton, Inc. 540,209,929,507 Sep/2023 53.98 18 11/09/2022 §4.67
2 25 m:fgﬂ'm'm $30,784,506,081 Sep/2023 $1.59 n 11/03/2022 §1.74
& DVN Devon Energy Corporation  $30,330,738,000 Sep/2023 51.56 [ 11/01/2022 5218
& CPNG Coupang, Inc. $20,806,358012 Sep/2023 5007 2 11/09/2022 50.05
o GFS GlobalFoundries Inc. $28949,116,000 Sep/2023 $0.42 7 11/08/2022 5061
o DDOG Datadog, Inc. $26,662955616  Sep/2023 50.00 12 11/03/2022 (50.08)
& EC Ecopetrol 5.4, $25410,117,324 Sep/2023 50.53 3 11/09/2022 §1.06
oY zBH ﬂ""“ww $22724849,572 Sep/2023 51.59 13 11/02/2022 $1.58
Pl EXR Extra Space Storage Inc $22600247,418  Sep/2023 5203 9 11/01/2022 s221
& EBAY eBay Inc. $21573,660,590 Sep/2023 50.77 L] 11/0272022 50.82
& STE STERIS plc $21458,284,825 Sep/2023 5205 3 11/09/2022 §1.99
& RIVN Rivian Automative, Inc $16,791,495484 Sep/2023 §1.61) 5 11/09/2022 81.57)
. EXPD Eme@?mlwmld $16704 986029 Sep/2023 $1.25 5 1170872022 5254
&) AKAM Akamal Technologies, Inc.  $16,460,892.724  Sep/2023 8115 9 11/08/2022 50.89
& AXON Axon Enterprise, Inc. $16241,607,610 Sep/2023 $0.40 5 11/08/2022 §0.30
3 CNHI CNH Industrial M.V $15451,813,495 Sep/2023 50.42 7 11/08/2022 50.41
i) WAT Watters Corporation $15395720151 Sep/2023 52 56 9 11/01 /2022 5264
o BSY i $12556,585720 Sep/2023 3015 4 11082022 §0.14
: CELM Celsius Holdings, Inc. §13,421,363,672 Sep/2023 50.51 9 11/09/2022 (50.73)
-:Jl L Owvintiv Inc. $13,369,059.000 Sep/2023 $1.75 r 1170872022 5144
o VST Vistra Corp. §12,861282977 Sep/2023 5202 1 11/04/2022 8151
& JHX James Hardie Industries ple. $11882473.236 Sep/2023 N/ 11/07/2022 §0.39
o EVRG Evergy, inc. §11,763,047,306 Sep/2023 81.76 2 11/04/2022 s2m
) FNF Fidelity Naional Financlal.  ¢11654505324 Sepr2023 8116 1 ne02  $1.07
o] GEN Gen Digital Inc. §11273311,385 Sep/2023 50.41 2 11/08/2022 50.42
Q VTRS Viatris Inc. $11,119,666228 Sep/2023 $0.74 L 110772022 5086
& MOS Mosaic Company (The) $11,084,861,100 Sep/2023 50.80 7 11/07/2022 5322
o cG The Carlyle Group inc. §10,575393,050 Sep/2023 £0.72 & 11/08/2022 §1.42
9 JKHY Jack Henry B Associales, 10564653725 Sep/2023 $1.33 6 /082022 8146
& LCID Lucid Group, Inc. §10,545844205 Sep/2023 50.27) 2 11/08/2022 (50.40)
& DX Amdocs Limited $09.971,274600  Sep/2023 41.28 2 11/08/2022 .17
&) TOST Toast, Inc. $9,368220,033  Sep/2023 50.11) 3 11/10/2022 30.19)
o) TPG TPG Inc. $8,951929700  Sep/2023 $0.35 3 11/09/2022 §0.30
& HOOD Robinhood Markets, Inc. $8,830,953457  Sep/2023 (30.10) 4 11/02/2022 (50.20)
:'Jl coTY Coty Inc. $8,365936725 Sep/2023 5017 10 1170872022 5011
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13:30 EUSD Goods and Services Trade Balance(Sep) - - $-60.2B $-58.3B
13:30 ®EUSD Goods Trade Balance(Sep) - - - $-85.8B
13:55 BEUSD Redbook Index (YoY)(Nov 3) - - - 5.3%
14:00 ®MEUSD IBD/TIPP Economic Optimism (MoM)({Nov) - - - 36.3
15:00 MEUSD Fed's Waller speech

17:00 MEUSD Fed's Williams speech

18:00 MEUSD 3-Year Note Auction - - - 4.74%
20:00 ®EUSD Consumer Credit Change(Sep) - - $10B $-15.63B
21:30 BEUSD API Weekly Crude Oil Stock(Nov 3) - - - 1.34TM

Market Trading Update

After a 6% gain last week for the Nasdaq and the S&P 500, we noted in yesterday morning's
commentary that some weakness and sloppy trading were likely. Given the sharp advance in both
stocks and bonds, seeing some profit-taking from the "trapped longs" should not be surprising.
While the market did end the day higher, we did spend some of the afternoon in negative territory.
Bonds also gave up some of their recent gains. With earnings season beginning to wrap up and the
majority of the "Magnificent 7" already reporting, the focus is going to start turning back to the
economic calendar. There are two Fed speakers this afternoon, and we will get more inflation data
soon.

For now, the rally has been solid. We have recommended using this rally to take profits and
rebalance holdings as needed. Such was what we did yesterday. The market is usually weak going
into the Thanksgiving holiday and strong afterward into the first week of December. Around mid-
December, we will get a bit of pullback as mutual funds distribute gains and income, then the "
window dressing, Santa Rally" into year-end. Once we reach 2024, the outlook becomes more
"cloudy with a chance of meatballs."” Trade accordingly.
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Personal Interest Payments Are Rising Rapidly

The following graph shows the ratio of personal interest payments to personal consumption
expenditures (PCE). Prior to the 90s, personal debt was relatively small. As such, when interest
rates rose, it was not a significant determinant of personal spending. Over the last thirty years,
interest rates on consumer loans have had a more substantial impact on consumption and,
therefore, the economy. The graph below shows that each peak in the ratio this century preceded a
recession. Further, each peak was lower than the prior one. Such entails the threshold for higher
interest rates is declining.

The current ratio is higher than the pre-pandemic peak and approaching that of 2008. The massive
pandemic-related stimulus significantly boosted savings. Such allowed consumers to spend freely
despite rising interest rates. We think the situation is temporary. With savings primarily depleted,
higher interest costs will weigh on consumption as it has done for the last 30 years. Keep in mind
that personal consumption accounts for two-thirds of GDP.

The Tweet of the day shows further evidence that personal interest payments are rising rapidly.
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The Sahm Rule Recession Warning

There is an economic rule of thumb called the Sahm Rule, which has a 100% track record
predicting recessions. The rule's premise states that if the three-month moving average of the
unemployment rate increases by 0.5% above the 12-month unemployment low, a recession is not
only likely but has probably started already. The Bloomberg graph below shows the current Sahm
measure alert has not been triggered. Last Friday, the BLS reported the unemployment rate rose to
3.9% from a low of 3.4% in April. While the difference is +0.5%, the Sahm rule uses the three-
month moving average, which is 3.83%. A reading of 4% or higher in the next month's
unemployment rate would trigger the alert as would two consecutive months of 3.9%.

The second graph comment below comes from an astute client of ours. Per his notes:

Unemployment rate vs. 12-month rolling average. The arrows indicate when the
unemployment rate crossed above the 12-month rolling average. Two things eventually
happened: 1) The unemployment rate increased rapidly, and 2) a recession ensued.
Recently, the same phenomenon happened whereby the unemployment rate crossed
over the 12-month average.

As an aside, the NBER always backdates recessions after the fact. While it's not apparent today, a
year from now, when economic data has been revised, it should not be shocking to learn we are
already in a recession or close to the start date of a recession.
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Sahm Rule

Recession occurred after unemployment rate trended higher

W Sahm Recession Indic Real Time - Mid Price

Sahm's Red Line= 3mma of U-3 Unemployment >
(0.5+12m low of Unemployment)
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Tweet of the Day
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e Lance Roberts £ @LanceRoberts - 3h
As #rates have increased, #Student #debt, #creditcards, and #auto loan
payments are becoming a drag on consumer spending. |s it about to start
showing up in the macro #economic data?
h/t @SoberLook

U.S.: Rising interest rates taking a bite out of income
Non-mortgage interest payments as a share of wage/salary income
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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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