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We have noted numerous times that corporate bond spreads, the yield premium versus U.S.
Treasuries, are not aligned with default risks. As evidence, the graph below illustrates the yield
premium on B-rated junk, which is near the lowest in 15 years. Therefore, the spread should be
higher, given the high-interest rates and the fact that most junk-rated companies are highly
indebted. Said differently, it should be better reflective of the fundamentals. Add in the possibility of
a recession, and the yield spreads make even less sense. S&P Global seems to agree with us in
their 2023 credit review and outlook for 2024.

In S&P Globals' recently published credit review and outlook, they note that corporate defaults
jumped 80% in 2023 to 153. Additionally, 63% of said defaults were in the U.S. Companies like
Silicon Valley Bank, AMC, Lending Tree, and Bed Bath and Beyond were among the more well-
known names. Regarding their 2024 credit outlook: "Expect further credit deterioration globally,
predominantly at the lower end of the rating scale (rated 'B-' or below), where close to 40% of
issuers are at risk of downgrades. We expect financing costs to remain elevated despite the
prospect of rate cuts. We think slower economic growth and higher financing costs will contribute to
increasing default rates.” Further in the report, they expect default rates to reach 5% by September.
Throw in a recession, and the default rate would be higher and likely to cause corporate yield
spreads to rise significantly.

The simple takeaway from their credit outlook is that fundamentals do not support current yield
spreads.

B-Rated Corporate Bond Yield Spreads %‘ R |A SimpleVisor
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What To Watch Today

Earnings
Time Symbol Company Name Market Cap~ :E&%ﬁuaner Eg::g";us EPS* 4 ofEsts ;2:::53:; Iégss'tk‘fearh
@) TSM E;ﬁj:azﬂn:ggg”nﬁgny Lg, $525038343554 Dec/2023 §1.37 3 1/12/2023 §1.82
[} TFC Truist Financial Corporation 548998965148 Dec/2023 50.88 8 1/19/2023 $1.30
1 FAST Fastenal Company $36,206,164,240 Dec/2023 $0.45 7 1/19/2023 $0.43
&) PPG PPG Industries, Inc. $34,320,690,000 Dec/2023 $1.50 8 1/19/2023 §1.22
8 MTE MET Bank Corporation $22086,001,115 Dec/2023 $3.67 7 1/19/2023 §4.57
&) JBHT |Jri E_‘ Hunt Transport Services, 19511 669984 Dec/2023 §1.74 8 1/18/2023 $1.92
1} NTRS Northern Trust Corporation  $17,351,718,169 Dec/2023 $1.33 6 1/19/2023 §1.65
0} KEY KeyCorp $13,204,805706 Dec/2023 $0.22 10 1/19/2023 $0.38
3 BIRK. Birkenstock Holding plc $8,093,080,344  Dec/2023 $0.08 1 N/A N/A
1] FHM First Horizon Corporation $7,638379,338 Dec/2023 50.31 5 1/18/2023 $0.51
9} CBSH Commerce Bancshares, Inc. $6,568,642,838  Dec/2023 50.82 6 1/19/2023 50.99
&) 0ZK Bank OZK $5299,296,422  Dec/2023 $1.46 6 1/19/2023 §1.34
&) FNE FMN.E. Corporation $4768,831323  Dec/2023 $0.35 7 1/23/2023 50.44
] HOMB Home BancsShares, Inc. $4,767,858,300 Dec/2023 $0.45 3 1/19/2023 50.53
@ FFIN First Financial Bankshares, Inc. $4,000,142,071  Dec,/2023 50.34 2 1/19/2023 $0.41
0] WNS WNS (Holdings) Limited $3190,363,097 Dec/2023 $0.80 7 1/19/2023 $0.83
© BANF BancFirst Corporation $3,023,829,947 Dec/2023 $1.44 3 1/19/2023 §1.70
3 TCBI Texas Capital Bancshares, Inc. $3,005,119,635  Dec/2023 50.76 2] 1/18/2023 $0.87
&) INDB Independent Bank Corp. $2,747,409,683 Dec/2023 $1.25 3 1/19/2023 §1.69
&) BANR Banner Corporation $1,724,617,799  Dec/2023 §1.31 4 1/19/2023 §1.68
@ WABC Westamerica Bancorporation  §1,449,441,068  Dec/2023 §1.50 1 1/19/2023 $1.46
SRCE st Source Corporation $1,263,472,172  Dec/2023 $1.12 1 1/19/2023 §1.25
Economy
Time Event Impact Actual Devo Consensus Previous
THURSDAY, JANUARY 18
12:30 BEUSD Fed's Bostic speech - N m
13:30 ®EUSD Housing Starts (MoM)(Dec) - - - 1.426M 1.56M
13:30 ®EUSD Building Permits (MoM)(Dec) - - - 1.48M 1.46M
13:30 ®EUSD Initial Jobless Claims 4-week average(Jan 12) - - - 207.75K
13:30 ®EUSD Building Permits Change(Dec) - - - -2.5%
13:30 BEUSD Initial Jobless Claims(Jan 12) - - - 207K 202K
13:30 ®EUSD Housing Starts Change(Dec) - - - 14.8%
13:30 ®EUSD Continuing Jobless Claims(Jan 5) - - 1.845M 1.834M
13:30 MEUSD Philadelphia Fed Manufacturing Survey(Jan) - I - - -7 -10.5

Investing Summit: Early Bird Registration Available Now

January 27th, we are hosting a live event featuring Greg Valliere to discuss investing in the 2024
presidential election. What will a new president mean for the markets, the risks, and where to
invest through it all? Greg will be joined by Lance Roberts, Michael Lebowitz, and Adam
Taggart for morning presentations covering everything you need to know for the New Year.


https://realinvestmentadvice.com/wp-content/uploads/2024/01/image-58.png
https://realinvestmentadvice.com/wp-content/uploads/2024/01/image-59.png

Register now, as there are only 150 seats. The session is a LIVE EVENT, and no recordings
will be provided.

Adam

Navigating Markets in " Tesgen
a Presidential Cycle G Lonce

Roberts

Michael
Lebowitz

Market Trading Update

The "sell signal,” as discussed in yesterday's commentary and over the last few weeks, keeps
prices within the current consolidation range. We are about halfway through the corrective action of
both the MACD and RSl indicators, which suggests another week or so of sloppy trading action.
The market continues to see buying in the afternoons, which remains bullish. Also, the number of
stocks above their respective 50- and 200-DMA is constructive, suggesting that a deeper correction
remains unlikely. Of course, all of that is subject to change given an exogenous event that spooks
the market, but otherwise, there is no reason to be overly concerned momentarily.

We have had several Fed speakers over the last few days and more today, all suggesting that the
market's expectations of 6-rate cuts this year are likely overly optimistic. That is, unless the
economy slips into a recession or a financial event of some sort manifests itself. For now, continue
to maintain exposure and accumulate cash as needed by rebalancing risk. We will likely get an
opportunity to increase equity exposure at a better level soon.
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Treasury Bill Issuance Dwarfs Notes and Bonds

In 2023, Janet Yellen and the U.S. Treasury primarily issued Treasury bills versus notes and bonds
to fund the government's $2+ trillion deficit. Such was the second largest amount of Treasury bill
issuance, behind 2020. The Treasury was clearly betting that high-interest rates would be
temporary. Accordingly, they are trying to minimize the amount of longer-term notes and bonds
with higher interest rates.

The strategy primarily worked well because the financial system had plenty of liquidity. However,
as the Fed's reverse repurchase program continues to drain, said excess liquidity is rapidly leaving
the system. Unfortunately, for the Treasury, continued reliance on Treasury Bills will drain liquidity
from the money markets and is likely to result in stress in the financial markets. Any wonder why
the Fed is starting to talk about liquidity-generating operations such as lower interest rates and
tapering QT?

Net US Treasuries issuance in 2023 has been the third largest on record.
T-Bills amounted for 83% of the new supply.

Net US Treasury bond issuance (billions) Net US Treasury note issuance (billions)

M Net US Treasury T-Bllls issuance (billions)

Source: Sifma and Saxo Group.

Retail Sales Remain Strong In December

Retail Sales were better than expected, rising 0.6% versus expectations of +0.4%. The retail sales
control group, which feeds the GDP calculation, grew by 0.8%, well above expectations of +0.2%.
The data represents spending in December. Therefore, we shouldn't read too much into the data.
We know credit usage and buy-now-pay-later loans were heavily relied upon for holiday spending.
The truer test of the strength of the consumer will come over the next few months. Despite the solid
data and higher CPI last week, the market continues to expect the Fed will cut rates sooner rather
than later. In fact, after the retail sales data was released, came from the following headline:



https://tinyurl.com/BBR-2023
https://realinvestmentadvice.com/wp-content/uploads/2024/01/treasury-bond-issuance-by-sector.png
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CITIGROUP EXPECTS U.S. FEDERAL RESERVE TO START CUTTING INTEREST
RATES IN JUNE VS EARLIER FORECAST OF JULY

The table below shows the market implies that there is a good chance the Fed will cut rates in
March and then at each meeting afterward. As we share in the Tweet of the Day and in the table
below, there is a 2.6% implied chance the Fed will cut rates this month.

CME FEDWATCH TCOL - MEETING PROBABILITIES

MEETING DATE 325-350 350-375 375-400 400-425 425-450 450-475 475-500 | 500-525 525-550

113172024 0.0% 0.0% 0.0% 0.0% 26% | 97.4%
22024 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 1.5% | S7.6% 40.5%
2024 0.0% 1.0% 0.0% 0.0% 0.0% 1.2% 467% 442% 8.0%
GI12I2024 0.0% 0.0% 0.0% 0.1% 42% | 46.5% 8 41.8% T.4% 0.0%
Fi31/2024 0.0% 1.0% 1.1% 38% | 427% 422% | 106% 0.7% 1.0%
aManz024 0.0% 0.1% 36% | 40.3% | 4232% 12.5% 1.3% 0.0% 0.0%
172024 0.0% 23%  27.4% 41.6%  23.0% 53.2% 0.5% 1.0% 1.0%
1282024 1.9% | 224% | 38.8% | 26.6% &.7% 1.4% 0.1% 0.0% 0.0%

Tweet of the Day

@ The Market Dog @TheMarketDog - 19m
2.6% chance of a rate cut in January. you never know.

TAZCET EATE PROBABILITIES FOR 31 pAN 2004 FED MEETING

?Want to have better long-term success in managing your portfolio? Here are our 15-trading rules
for managing market risks.?

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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