
On the eve of the Hamas raid on Israel, crude oil was trading at $83 a barrel. It declined by $10 in
the month leading to the attack. The narrative at the time was that global economic growth was
weakening. Remember that the pre-pandemic (2015-2019) average was in the low $50s, so the
price at the time was still decently elevated, even with the decline. The onset of war and the
possibility of future political or military actions, including Iran or other Middle Eastern countries,
drove oil prices up to $90. Since then, the price of oil has fallen steadily. It appears the trend in
place before the attack is reasserting itself. Today, the price of oil sits near $75, a two-month low
and notably about 10% below where it was before the Hamas attack on Israel.

Given that the Israel situation is far from resolved and significant risks to the oil supply remain, the
price of oil must be trying to tell us something else. To that end, the EIA lowered their U.S.
consumption forecast by 300,000 barrels per day on Tuesday. Such was a revision from their prior
forecast of a 100,000 increase. Slowing economic growth abroad, including China, and recent hints
of slowing in the U.S. are behind the reduced consumption forecasts. However, the price of crude
oil is not a great leading recession indicator as supply-side factors equally weigh on prices. To that
end, the administration may likely buy oil to begin to refill the Strategic Petroleum Reserve. Further,
Saudi Arabia and Russia are cutting production and may increase said reductions if the price
continues to fall. Keep an eye on oil prices, but be careful reading too much into its price action.

What To Watch Today

Earnings
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Market Trading Update

The market continued its winning steak for its 8th day. A breather is needed, but despite the
attempt for a selloff mid-day yesterday, buying continues to show up as professional managers
have begun the year-end performance chase. Bonds have also continued to rally strongly, with
technical underpinnings improving markedly. All is a welcome change following the beating
investors took over the last three months. Sentiment has still not returned to more bullish levels, but
the market overall is getting short-term overbought. Use pullbacks to support for increasing equity
exposure, and don't forget to use this rally to rebalance portfolio risks as needed. Don't get greedy.

Yesterday, we pared back our trading position in the Vanguard Extended Duration Bond ETF
(EDV) that we added at the beginning of October. We still maintain our target bond weighting in
portfolios, but the improvement has been too quick. We will likely see rates retrace a bit of the
recent decline, and we may consider adding that trading position back.
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More Whales But With Differing Opinions

Tuesday's Commentary shared the recent market and economic thoughts of three whales in the
investment world. All three, Druckenmiller, Gross, and Ackman share similar views of a slowing
economy and lower yields. In the interest of fairness, we share the outlooks of seven more whales.

Genevieve Roch-Decter, a former large money manager, expands on our list of whales with more
widespread views on bonds, stocks, and the economy. Per her Tweet:

Ray Dalio: MILD BEAR. ?I don?t want to own debt, you know, bonds and those kinds of
things?Temporarily right now, cash I think is good.?

Steve Cohen: BULL. Says the US economy may fall into a short-lived recession this
year before rebounding in the first quarter of next year. He expects economic growth to
jump next year and equity markets to rally 3% to 5%.

Ken Fisher: BULL. ?Don?t be fooled ? this bull market has legs, and it is crucial you
don?t get scared of it now.?

Ken Griffin: MILD BEAR. ?I?m a bit anxious that this rally can continue,? he said ?I like
to believe that this rally has legs. I?m a bit anxious. We?re sort of in the seventh or
eighth inning of this rally, but part of it has been the soft landing story.?

Michael Burry: BEAR. In mid-August, a filing with the SEC revealed that Burry's Scion
Asset Management fund had placed bearish bets against two major U.S. stock market
indexes.

Paul Tudor: BEAR. "those rate hikes are probably going to tip us into recession." He
thinks that the U.S. economy will likely enter a recession at some point during the first
quarter of 2024.

Warren Buffett: MILD BEAR. Berkshire has been a net-seller of stocks for the past 4
quarters. Cash pile now at record $157B.

Millennials Embrace Bonds, Boomers Shun Them

The graph below, courtesy of Charles Schwab, is somewhat confounding. Younger investors are
often more accepting of risk and tend to allocate heavily to stocks and little to bonds. Conversely,
as the younger generations age, they often shift from stocks to less risky bonds. The graph shows
that Millennials aged 27 to 42 have a nearly equal allocation to stocks and bonds. Conversely,
Baby Boomers aged 59 and older seem to have a much stronger preference for stocks.
Generational risk attitudes and experiences play into their allocations, but might we also consider
the Boomers could be over-allocated to stocks because they do not feel they have saved enough
for retirement? As shown in the second graph, now might be a good time for Boomers to
reconsider and shift their allocations toward bonds. Simply, longer-term return expectations
overwhelmingly favor bonds given high yields and high equity valuations.
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Financing Costs, A Growing Concern For Corporations

The BofA graph below shows that higher interest rates are finally becoming a concern in corporate
boardrooms. As it shows, financing cost concerns surged this last quarter as long-term interest
rates rose and short-term rates remained historically high. Presuming rates stay around current
levels, we suspect the concern will spread to more companies. Such is the nature of the lag effect.
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Tweet of the Day
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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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