Macro Ops
Collective

Placate the Market

Summary:

e FOMC meeting: A one and done, a two and thru, or a nuclear option?
e Stock market sell signal still in effect
e Dollar pairs still at juncture

Alex here with just a quick note. I'll be putting out a longer writeup following the conclusion of
the all-important FOMC meeting on Wednesday.

First, let’s review the latest GDP print.
2Q GDP came in at a 2.1% annualized pace while benchmark revisions lowered near-term
momentum. These revisions brought trend GDP growth in-line with our Philly Fed Leading

indicator. Going off this, we should expect to see GDP continue to slow next quarter before
bottoming in 4Q of this year.

Phil. Fed Business Outlook Survey & Real GDP Growth
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The downward benchmark revisions were to inventories, net exports, and the big one, at least in
the Fed’s eyes, investment.
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The positives were that the US consumer remains strong with real final sales to domestic
purchasers rising at 3.2%. Here’s the breakdown of contributions to GDP via Tim Duy’s Fed

Watch blog.
Contributions to GDP Growth
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Core PCE came in at 1.6% and was revised lower in Q1, showing a sharper slowdown in
inflation in the first half of the year.

US Inflation
Headline/Core CPI & PCE
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Core PCE —— Core CPI —— Headline PCE Recession
WWW.Macro-ops.com

—— Headline CPI
Source: Refinitiv Datastream / Macro Ops
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https://blogs.uoregon.edu/timduyfedwatch/2019/07/29/its-rate-cut-week/
https://blogs.uoregon.edu/timduyfedwatch/2019/07/29/its-rate-cut-week/
https://blogs.uoregon.edu/timduyfedwatch/2019/07/29/its-rate-cut-week/
https://blogs.uoregon.edu/timduyfedwatch/2019/07/29/its-rate-cut-week/
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Citi’s Inflation Surprise Index continues to trend lower which is partly what’s driving the bid in
bonds.

US Citi Inflation Surprise Index
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And speaking of bonds, the copper/gold ratio is hitting new lows today. Remember, the metal
market is “smarter” than the bond market and tends to lead. | don’t want to put on any new
trades before the FOMC but bonds may be headed higher (yields lower) despite their
overbought conditions and indications of excessive bullishness.
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Which brings us to this week’s FOMC. The Fed has been signaling pretty hard that they’re going
to cut 25bps at this meeting. Even both Yellen and the Maestro himself, Alan Greenspan, have
come out over the past week saying that a 25bps insurance cut is needed — which | assume
was done with the approval of, or rather the prodding by Powell so as to dispel any suspicion
that this cut is to please Trump rather than due to sound economic reasons.

The market is betting on a 25bps cut, so that’s already priced in.

What's Likely to Happen?
Median probability assigned to potential outcomes

5%
MNo rate change

10%

A 50-basis-point cut

asis-point cut

And a total of 75bps in cuts are priced in by year’s end.

Federal Open Market Committee Projections

®  June 2019
Median
Fed Funds Futures 6/19/2019
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Some shops, such as Morgan Stanley, are making the case that the Fed will cut 50bps this
week (you can read their latest report here).

| see that as unlikely at this point, as the data just doesn’t justify it. But, there is the chance that
the Fed puts more weight on the slowing global economy and the widening rate differentials
between the US and DM countries which is putting upward pressure on the dollar, thus weighing
down US exports and inflationary pressures.

This is a case that Fed Vice Chairman Richar Clarida has been making. You can read the WSJ
article on it here.

Fed Watcher Tim Duy, thinks we’ll see a “25bps cut from the Fed this week with a signal that
they’re prepared to do more but that they remain data dependent and are not committed to a

specific policy path.”

We’'ll have to wait and see what they actually do but important dollar pairs continue to coil up
like a big move is coming. Below is a daily chart of the EURUSD.

Euro / U.S. Dollar, 10, FXCM
MA (200, close)
MA (50, close)
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I've been either early and/or very wrong on my dollar calls over the last month. FX has a
tendency to frustrate both bulls and bears at major turning points with numerous head fakes and
false breakouts. My bias is still that the dollar is ultimately headed lower but | am willing to flip
that bias if key levels are taken out, the 1.1100 level on spot EURUSD (red line above) being
my demarcation zone for the euro.
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https://comm-center.slack.com/files/U6PEHV6RW/FLN7FKG4R/the_moment_of_truth.pdf
https://www.wsj.com/articles/the-undeclared-currency-war-how-the-ecb-is-forcing-the-feds-hand-11564490313
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And the peso (MXNUSD) continues to have one of the best chart setups around. Again, my bias
is that the peso breaks out to the upside against the dollar, but I'll follow price if it goes the other

way (chart is a weekly).

MEXICAN PESO / U.S. DOLLAR, 1W, IDC
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I’'m still cautious on the stock market (see last Brief) and I'm expecting a pullback sometime in
the next few weeks while recognizing there’s the possibility that the FOMC surprises dovish and
stocks rally further from here first. I'm moving up our stop on our short small-caps (IWM)

position to $158.50 as a resullt.

ISHARES TRUST RUSSELL 2000 ETF, 10, Choe BZX
MA (200, close)
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https://g74vrwf99t25k81l11o7en5e-wpengine.netdna-ssl.com/wp-content/uploads/2019/07/Market-Brief-A-Bad-Moon-Rising.pdf
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My primary concerns with the stock market are that we have short-term indications of excessive
bullish sentiment and complacent positioning, plus high valuations, and deteriorating earnings
growth and forward guidance.

All of our primary indicators of sentiment, except for AAll which is the outlier, are at levels that
have preceded past selloffs.

Sentiment: AAll, II, NAAIM, Put/Call
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NAAIM Extreme Equity Positioning (Quart 1) is stretched.

NAAIM Exposure Index
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And according to Sentiment Trader the smallest of option traders are betting big on an advance
in stocks from here. ST wrote the following:

Even after a choppy week, the smallest of options traders have sustained their belief in a
continued rally in stocks. So have others, enough to push the Options Speculation Index
above 1.30. This means there was 30% more volume in bullish options strategies than
bearish strategies last week.

After the orgy of excess in 2000, it took traders until late 2010 before they dared be this
optimistic with such leveraged instruments. Since then, it has triggered several times.

Out of 18 weeks when speculation was this high, the S&P 500 suffered a negative return

from 2-8 weeks later after 17 of them. That one in 2010 was the only exception, and that
one’s gains evaporated during a correction in 2011.
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Much of this is being driven by the smallest of options traders, who continued to spend
40% of their volume buying speculative call options, which has been a consistent
warning sign for the market.

COptions Speculation Index
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This bullish sentiment is pushing multiples to stretched levels. The Forward PE ratio of the S&P
is now just under 18x; a level that has caused instability for the market in the past.
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And this is with the backdrop of falling earnings momentum and some of the worst revisions
guidance in 10-years.

Looking Ahead

Of companies revising 3Q guidance, 60% has been to the downside

W& of finms that cut 30 EPS / total # that revised 3 EPS
0.60
0.50
0.40
=
030 &
a3
0.20
I 0.10
0.00

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Source: Bloomberg

What ultimately prevails is going to be driven by what the Fed does and says in relation to what
the market is already pricing in. As | said, the market is pricing in 75bps cuts by year end. So if

the Fed cuts just 25bps, then they’ll have to give some strongly dovish guidance to placate the

market or things could get ugly.
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That'’s all I've got. I'll put out a follow up note on Wednesday.

If you’ve got any questions for us in the meantime, let us know in the Comm Center. Have a
great week!

Your Macro Operator,

Alex
Macro Ops Portfolio YTD
10.11%
Big Bet Macro
Asset Class Position Position Size Cost Basis Notional % Risk Point Target Last Price P&L
Equity Construction Partners (ROAD) 4,338 $12.25 6.11% $10.80 $17.00 $15.38 25.55%
Equity Disney DIS 709 $102.34 9.42% $108.50 $150.00 $144.96 41.65%
Equity Graftech (EAF) 2,205 513.59 2.24% $10.00 $25.00 511.06 -18.62%
Equity Frontdoor (FTDR) 1,240 $34.10 5.40% $28.00 $55.00 $47.49 39.27%
Equity Anglogold (AU} 4,478 $14.48 7.74% $14.00  $40.00 $18.85 30.18%
Equity Russell 2000 (IWM) -1,564 $154.41 22.49% $160.00  $145.00 $156.88 -1.60%
Equity WE&T Offshore (WTI) 4,710 $4.81 1.85% $3.60 $8.00 $4.38 -8.94%
Equity Ecopetrol (EC) 1,686 $18.78 2.7%% $15.40 $25.00 $18.05 -3.89%
Equity Sandridge Energy (SD) 4,911 $6.41 2.98% $5.80 $12.00 $6.62 3.28%
Equity Target Hospitality (TH) 5,000 $9.90 3.90% $8.50  $15.00 $8.51 -14.04%
Equity Scorpio Tankers (STNG) 1,700 $27.10 4.12% $2.00 $40.00 $26.46 -2.36%
Equity TSLA Sep '19 175 Put 11 513.81 0.25% $0.00 $85.00 $2.45 -82.26%
Equity TSLA Jun '20 100 Put 14 $10.70 0.77% $0.00 $85.00 $6.00 -43.93%
Equity TSLA Jan '20 150 Put 5 $15.01 0.31% $0.00 $60.00 $6.80 -54.70%
Equity DIS Jan '20 165 Call 68 $1.11 1.71% $0.00 $10.50 $2.75 147.75%
Equity AG Jan'20 15 Call 387 $0.35 1.31% 50.00 $3.50 $0.37 5.71%
Crypto Buy Bitcoin (GBTC) 3000 $13.88 3.52% $11.79 $25.00 $12.82 -7.64%
FX Sep CAD Futures 5 $0.7587 34.82% $0.7467 50.8096 $0.7599 0.16%
FX Sep CHF Futures i $1.0301 81.03% $1.0067 51.0887 51.0104 -1.91%
**Updated 7/28
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