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Markets often experience periods, like today, where specific sectors or factors lead the market.
Identifying such trends is essential to attain market-like returns. Equally important is accurately
forecasting when a market rotation is at hand. To that end, we share the work from Sentimentrader.

Sentimentrader presented the graph below charting the one-year performance of the price ratio of
the equal-weighted S&P (RSP) and the market cap-weighted S&P. Over the last year, the equal-
weighted index has been underperforming the S&P 500 to a degree not seen since 1998. Then,
internet and technology stocks were powering markets higher while most other stocks lagged.
Sentimentrader considers a market rotation favoring RSP over larger cap stocks may be occurring
now.

In their article, Sentimentrader provides performance data on similar instances. When the ratio
(RSP/SPY) hit a ten-year low and then rebounded 5%, three-month and one-year forward returns
favored RSP over SPY in four out of the five instances since 1973. The four positive performances
of such market rotations averaged a one-year gain of 5.23%. In 1999, the market rotation signal
was false, resulting in a one-year loss of 8.30%. The returns we quote are for the RSP:SPY price
ratio, not the performance of holding either of them.
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What To Watch Today

Earnings
. .  Fiscal Quarter  Consensus EPS* Last Year's Report Last Year's
Time Symbol Company Name Market Cap Ending Forecast # Of Ests Date EPS*
o RPM RPM International Inc. $15,244,288 516 Feb/2024 $0.48 3 4/06/2023 $0.37
@ LW Lamb Weston Holdings, Inc.  $15,156,224,840 Feb/2024 $1.40 4 4/06/2023 §1.43
1@ CAG ConAgra Brands, Inc. $14,187,180,231 Feb/2024 $0.63 8 4/05/2023 $0.76
i SMPL The Simply Good Foads $3408,507,216 Feb/2024 $0.35 5 4/05/2023 $0.29
Company
10} LNN Lindsay Corporation $1,275507,129 Feb/2024 $1.52 3 4/04/2023 §1.63
Economy
Time Event Impact Actual Devo Consensus Previous

THURSDAY, APRIL 4

11:30 MEUSD Challenger Job Cuts(Mar) | B - - - 84.638K
12:30 MEUSD Continuing Jobless Claims(Mar 22) - - - 1.819M
12:30 MEUSD Fed's Harker speech | B @
12:30 ®EUSD Goods and Services Trade Balance(Feb) . - §$-67.3B $-67.4B
12:30 ®EUSD Goods Trade Balance(Feb) - - - §-91.8B
12:30 ®EUSD Initial Jobless Claims(Mar 29) | B - 214K 210K
12:30 MEUSD Initial Jobless Claims 4-week average(Mar 29) - - - 211K
14:30 MEUSD EIA Natural Gas Storage Change(Mar 29) - - - -36B
15:30 MEUSD 4-Week Bill Auction - - - 5.285%
16:15 ®EUSD Fed's Barkin speech . B
16:45 BEUSD Fed's Goolsbee speech B B
18:00 MEUSD Fed's Kashkari speech W m
18:00 ®EUSD Fed's Mester speech [ W
23:30 BEUSD Fed's Kugler speech T m w

Market Trading Update

As discussed yesterday, the "Bernie Madoff" bullish trend remains intact as computer algos bought
the dip to the 20-DMA. So far, the market continues its bullish advance despite a stronger jobs
report, which will likely keep the Fed on hold for longer.
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Despite the selloff early in the week, volatility remains compressed as bullish exuberance remains
unquenched.
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While the message remains boring, there is little to be concerned with momentarily. Continue to
maintain equity exposures in portfolios until there is a confirmed break of the 20-DMA. At such
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time, we will discuss becoming more defensive in positioning and allocations.

However, that is not today...at least not yet.

b . The most important things you
. Bull REPORT need to know about the markets.
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Three Rate Cuts This Year Yet "No Urgency" To Cut Rates

In what appears to be coordinated messages, several Fed members have said over the last couple
of days that the Fed remains ready to cut rates three times this year. The messages come against
a backdrop of easier financial conditions, sticky inflation, and robust economic data. Given where
inflation was and the strong desire to get it to 2%, one would think they would back off their rate-cut
estimates. Yet most members, including Jerome Powell, continue forecasting three cuts but stress
there is no urgency to do so. If correct, they are likely to reduce rates at three of the final four
meetings of the year, spanning from July to December.

"At this point, the economy and policy are in a good place." "Inflation is coming down,
but it's slow, it's bumpy and slow. The labor market is still going strong, and growth is
going strong. So there's really no urgency to adjust the rate." -Mary Daly San Francisco
Fed.

Cleveland Fed President Loretta Mester, one of the more hawkish Fed members, also
acknowledges the economy's strength but says, "Three rate cuts are still reasonable.”

The Fed appears to be walking a tightrope. On the one hand, it is concerned that hiking too soon
will prevent inflation from falling to its target. On the other hand, it cautions that keeping monetary
policy restrictive will weaken the economy and harm the labor market. As such, they are "data
dependent.”

While it may seem odd that the Fed is talking about cutting rates despite inflation running above its
target, it's worth keeping in mind that the Fed Funds rate is the highest it's been compared to
inflation in fifteen years. Such tight policy will, in time, dampen economic growth and weaken the
labor markets.

As the table below shows, the Fed Funds futures market implies the Fed will cut rates three times
this year.
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CME FEDWATCH TO:OL - MEETING PROBABILITIE S

MEETING DATE 325-350 350-375 375-400 400-425 425-450 450-475 4T75-500 | 500-525 525-550

12024 0.0% 0.0% 0.0% 0.0% 1.0% | 59.0%
GI12r2024 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.6% | 621% 3I73%
Ti31i2024 0.0% 0.0% 0.0% 0.0% 0.0% 0.2%  222% 534% 242%
SMa/2024 0.0% 0.0% 0.0% 0.0% 0.1%  147% 428% 341% &.2%
1iriz0z4 0.0% 0.0% 0.0% 0.1% 6.0% | 255% | 393% | 23.8% 4.5%

12182024 0.0% 0.0% 0.0% 4.0% | 19.3% | 34.8% | 250% | 1.2% 1.6%
1292025 0.0% 0.0% 1.8% | 10.5% | 264% | 322% | 20.5% 6.9% 0.5%
2025 0.0% 1.0% 6.6% | 19.4%  296% 260% @ 132% 3.6% 0.4%
432025 0.4% 3% | 1M1.4% | 23.1% | 283% | 21.4% 5.7% 2.4% 1.3%

ADP Jobs Report Points To A Strong Labor Market

ADP reported that 184k jobs were added to the economy last month. Such is the biggest gain in
nine months. Keep in mind that the ADP data has shown much weaker job growth than the BLS
data, and the correlation between the two has recently been weaker than it has historically been.
Of importance to the Fed, the median change in annual pay for people remaining at their jobs was
5.1%, but for people changing jobs, it was 10.1%. While the quits rate in the JOLTs report has
normalized, the ADP report may signal that wage pressures are heating up. Obviously, one report
does not make a trend, but wage growth bears watching in Friday's BLS report. Per the ADP report

?March was surprising not just for the pay gains, but the sectors that recorded them.
The three biggest increases for job-changers were in construction, financial services,
and manufacturing,? said Nela Richardson, chief economist, ADP. ?Inflation has been
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cooling, but our data shows pay is heating up in both goods and services.?
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Tweet of the Day
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@ Special Situations &} Research Newsletter (Jay) & m
@SpecialSitsNews

Sell Side Fed Cut estimates via Nick TImiraos of WSJ

Fed call as of 4/2/12024

First cut Cuts in 2024  Publish date

Bank of America June 75 BPS 1/31/2024
Barclays June 75 BPS 2/16/2024
BNPP June 100 BPS 271372024
Citigroup June 125 BPS  1/12/2024
Deutsche Bank June 100 BPS 2/5/2024

Evercore ISI June 125 BPS  12/13/2023
Goldman Sachs June 75 BPS 3/17/2024
HSBC June 75 BPS 12/17/2023
Jefferies June 75 BPS 2/12/2024
JP Morgan June 75 BPS 3/15/2024
LH Meyer June 75 BPS  12/13/2023
Mizuho Not 2024 0 BPS 12/5/2023
Morgan Stanley June 100 BPS  11/12/2023
MUFG June 125 BPS 4/1/2024

Nomura July 50 BPS  3/15/2024
Oxford Economics June 75 BPS 3/14/2024
TD Securities June 100 BPS  3/20/2024
UBS June 75 BPS 3/22/2024
Wells Fargo June 100 BPS  3/13/2024

Source: The Wall Street Journal

?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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