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Before we begin a short disclaimer….The information in this presentation is not intended to provide tax, legal, insurance or investment advice. The information, opinions, or recommendations are solely for informational purposes, constitute the author's best judgment, are only valid as of the date of this presentation and are subject to change without notice. Investment Information in this presentation is not an investment recommendation or solicitation. The author is not advising you personally and this presentation is not tailored to any specific person. 



• 3 Core CPI upside surprises in a row—while 3m SuperCore CPI is annualizing 
at an LOLWUT 8.2%

• 4 consecutive Fed GDP Growth upgrades
• US ISM Manu PMI printing at “expansionary” levels for the first time in 18 

months
• Chicago Fed's Financial Conditions Index update showing a further loosening 

in conditions last week to levels last seen before the Fed began the hiking 
cycle in early '22

• NFIB Declining Optimism
• Declining Sales, Higher Prices, Inflation, and Declining Employment 

Conditions

Current Economic Conditions
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Presentation Notes
Wall Street recognizes this, which is why financial markets took a hard hit on the CPI data this week. It suggests that they are not going to get their fix of cheap money anytime soon. If that doesn’t happen, the stock market could come back to earth. Meanwhile, commodity prices are headed in the other direction, exactly as we might expect under inflationary conditions.Gold and bitcoin are alive and on the move, further adding to market pessimism. Let’s face it: These assets perform well when there is no other hope out there. Even central banks are buying up gold and crypto as a safe haven.Safe from what? That’s the great question right now. Just how bad could a financial calamity get? It’s time to start asking that question. At this point, there is no chance of crushing inflation. Monetary velocity is on an upswing, and there is still $5 trillion and more in unwarranted money printing sloshing around the U.S. economy and the world. That is still working its way through global and domestic prices.Meanwhile, we face a stunning fiscal crisis, with interest on the debt on the verge of dwarfing every other budgetary item. The commercial real estate crisis in cities is getting worse in these waves of defaults that have begun and are certain to hit city after city in the coming year or two.Regardless of what happens between now and November, this crisis will accelerate in 2025 to become absolutely beastly, exactly at the point where the ruling class will no longer be able to bamboozle the public with rising 401(k) and other investment funds.If a genuine financial and stock-market crisis comes in 2025 amidst a new wave of inflation, look out. What people call the “populist revolt” of our times will be nothing like what will emerge. The possibilities are truly terrifying. Here we are with nominal GDP looking 4-5%, 3m annualized Core PCE running at 3.5% through Feb and now likely accelerating to 4.0% in March, and US CPI SuperCore +8.2% over the past three months annualized…



• $5T Excess Money Swashing Around in the Global
• Burgeoning Fiscal Spending Crisis where Interest on Debt is about to 

Dwarf Defense Spending and More.
• Commercial Real Estate Contagion Possibility
• Inflation Affecting Consumer Finances, Spending and Housing

Economic Outlook
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Wall Street recognizes this, which is why financial markets took a hard hit on the CPI data this week. It suggests that they are not going to get their fix of cheap money anytime soon. If that doesn’t happen, the stock market could come back to earth. Meanwhile, commodity prices are headed in the other direction, exactly as we might expect under inflationary conditions.Gold and bitcoin are alive and on the move, further adding to market pessimism. Let’s face it: These assets perform well when there is no other hope out there. Even central banks are buying up gold and crypto as a safe haven.Safe from what? That’s the great question right now. Just how bad could a financial calamity get? It’s time to start asking that question. At this point, there is no chance of crushing inflation. Monetary velocity is on an upswing, and there is still $5 trillion and more in unwarranted money printing sloshing around the U.S. economy and the world. That is still working its way through global and domestic prices.Meanwhile, we face a stunning fiscal crisis, with interest on the debt on the verge of dwarfing every other budgetary item. The commercial real estate crisis in cities is getting worse in these waves of defaults that have begun and are certain to hit city after city in the coming year or two.Regardless of what happens between now and November, this crisis will accelerate in 2025 to become absolutely beastly, exactly at the point where the ruling class will no longer be able to bamboozle the public with rising 401(k) and other investment funds.If a genuine financial and stock-market crisis comes in 2025 amidst a new wave of inflation, look out. What people call the “populist revolt” of our times will be nothing like what will emerge. The possibilities are truly terrifying. Here we are with nominal GDP looking 4-5%, 3m annualized Core PCE running at 3.5% through Feb and now likely accelerating to 4.0% in March, and US CPI SuperCore +8.2% over the past three months annualized…



•Huge Fiscal Spending and Corresponding Deficits
•Trillions needed each year for the Green 
Economy 

•The Re-militarization of the World 
•The Restructuring of Global Trade
•All of which should mean higher term-
premium = higher risk of Vol events

Economic Populism
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The “neutral rate” / R* being objectively higher than they are acknowledging, as exploding Federal government deficits from US poltical party-agnostic “Economic Populism,” due to no willingness to “take the pain” of spending cuts or tax hikes, greater investment demand from on-shoring and energy transition / BBB / CHIPS, plus upside risks to productivity growth…all of which should mean higher term-premium = higher risk of Vol events from an accident or “something breaking” REGARDLESS of who is in office moving-forward (again, both parties are pushing “Economic Populism”), massive issuance loaded into the front-end in perpetuity, and no tolerance to cut spending / hike taxes etc….it all risks again morphing into a long-horizon “buyers strike” (outside of near-term demand from Official sources and some ALMs), on account of Fed’s inflation fighting credibility running on fumes with policy asymmetry when then paired with the deficit spending trajectoryWhat does this awful mix of “Fiscal Profligacy” plus “Low inflation fighting crediblity” lead to? A future state where due to lack of buyers, we embark back into engineering like YCC, resumption of QE, or, *ahem / clears through* outright “Debt Monetization” as the Treasury >> Fed snake eats itself….Accordingly, perception of “Policy Error” has gone utterly viral—hence “Fatter Tails”  and things like Gold and Bitcoin going BONKERS



Covid Spending

Source: Moody’s Analytics



CPI

Source: Bloomberg
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The 4th consecutive "inflation beat" in a row... ... with supercore inflation coming in blazing hot.. every single CPI metric coming in hotter than expected.



Super Core CPI

Source: BLS
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US CPI SuperCore +8.2% over the past three months annualized…The 4th consecutive "inflation beat" in a row... ... with supercore inflation coming in blazing hot.. every single CPI metric coming in hotter than expected. Yet still pricing two Fed cuts nonetheless by YE24, with the Biden administration posturing for more loan forgiveness and fiscal stimulus while at the same time saying “we have a a plan to deal with inflation”…



Loss of Purchasing Power

Source: FRED
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Presentation Notes
US CPI SuperCore +8.2% over the past three months annualized…The 4th consecutive "inflation beat" in a row... ... with supercore inflation coming in blazing hot.. every single CPI metric coming in hotter than expected. Yet still pricing two Fed cuts nonetheless by YE24, with the Biden administration posturing for more loan forgiveness and fiscal stimulus while at the same time saying “we have a a plan to deal with inflation”…the upward trajectory even from last summer is becoming apparent. The total loss of purchasing power in three years is easily 20 percent, but probably closer to 30 percent or more. And that’s just from the official data, which is highly manipulated by messing up the pricing of housing and health insurance while excluding the cost of borrowing entirely. Adding those easily gets us back to double digits and perhaps exceeding what we experienced in 1979–1980, especially once you consider the sheer longevity of this mess.



Loss of Purchasing Power

Source: FRED
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In the 1970s, the devastation occurred in three distinct waves. Each time the trend improved, elites declared victory and the Federal Reserve moved in with rate cuts, thereby causing yet another round. Absolutely no one in charge anticipated the next wave. It came anyway.  Today’s inflation numbers reveal that our troubles are far from over. The standard of living is on the decline and worsening, hitting the middle class as never before, with home ownership out of the question for most people.
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Fed Funds Rate 
at
A Glance

Source: CME Group
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While the Fed's aggressive monetary policy tightening hasn't driven the economy off a cliff just yet, we could still end up in a recession of some sort in 2024, which is my base case scenario. The bond market is pricing in 6-7 rate cuts for 2024, well ahead of the Fed's guidance for 3 rate cuts. Yes, inflation is collapsing; but the bond market's positioning seems too aggressive and indicative of an impending recession. In my base case scenario, I see mid-single-digit earnings growth and a trading multiple compression that takes the S&P-500 down to 4,000 by the end of 2024.Jamie Dimon 4/8/24 - He pointed to "huge fiscal spending, the trillions needed each year for the green economy, the remilitarization of the world and the restructuring of global trade" as contributors to inflation."I’m not sure models could pick this up.""Small changes in interest rates today may have less impact on inflation in the future than many people believe," Dimon said. "Therefore, we are prepared for a very broad range of interest rates, from 2% to 8% or even more, with equally wide-ranging economic outcomes — from strong economic growth with moderate inflation (in this case, higher interest rates would result from higher demand for capital) to a recession with inflation; i.e., stagflation."



Interest Rates and Inflation



Covid Spending

Source: Target Date Solutions
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The 4th consecutive "inflation beat" in a row... ... with supercore inflation coming in blazing hot.. every single CPI metric coming in hotter than expected.



Housing Affordability

Source: Creditnews Research
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According to a new study by Creditnews Research, in 2024, middle-class households could afford to buy an average home in just 52 of the country’s 100 largest metros. Just five years earlier, they could afford a home in 91 of the top 100 metros.The situation is far worse for lower middle-class households, as they can only afford a home in seven of the largest 100 metros.In total, 41 out of the 100 metros require a gross annual income of $100,000 or more to qualify for an average home. In 13 metros, an average income of more than $155,000 is needed.



Energy Inflation Risks

Source: EIA, Investor Acumen
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The Strait of Hormuz. Roughly 20% of total global oil supplies pass through the Strait of Hormuz in any given year. Geographically, the straight is roughly 20 miles wide at its narrowest point, but the shipping lanes are only two miles wide. Because of the narrowness of the shipping lanes and the peculiar geography of the Strait, Iran can easily shut the Strait of Hormuz for many months through mining, sinking of ships (physical blockage), rocket launches, and drone strikes on ship traffic.



Energy Inflation Chokepoints

Source: EIA, Investor Acumen
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The Strait of Hormuz. Roughly 20% of total global oil supplies pass through the Strait of Hormuz in any given year. Geographically, the straight is roughly 20 miles wide at its narrowest point, but the shipping lanes are only two miles wide. Because of the narrowness of the shipping lanes and the peculiar geography of the Strait, Iran can easily shut the Strait of Hormuz for many months through mining, sinking of ships (physical blockage), rocket launches, and drone strikes on ship traffic. A total shut-down of the Strait of Hormuz could only be partially compensated with mitigation measures such as using over-land routes. Various estimates (including a U.S. GAO estimate in 2006) suggest that a shutdown of the Strait of Hormuz could cause a tripling or quadrupling of global oil prices, implying an oil price that could exceed $300. In our estimation, due to limited mitigation avenues, a total blockage of the Strait of Hormuz for a period of more than three months would result in global oil prices rising to $400 or above.



US Empire State Manufacturing

Source: Bloomberg



US Empire State Manufacturing

Source: ZH, FRED



US Empire State Manufacturing

Source: ZH, FRED



US Empire State Manufacturing

Source: ZH, FRED



Soft and Hard Data

Source: ZH, Bloomberg
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Soft Data  - Consumer Sentiment, Markets dropping quickly, Hard Data – GDP, Employment



How We “Feel” Economic Indicators

Source: GS Global Investment Research
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In a recent CNN poll, 48% of respondents stated that they believe the economy remains in a downturn, and only 35% said that things in the country today are going well. The disparity between somber economic sentiment and a surprisingly strong headline unemployment rate and Gross Domestic Product (GDP) can be easily explained.The divergence between headline GDP and Gross Domestic Income (GDI) is staggering. While GDP suggests a strong economy, GDI reveals a stagnant economy. Both measures used to follow a similar pattern, but this changed drastically in 2023. While GDP rose 2.5% in 2023, GDI only bounced 0.5%, effectively signaling economic stagnation. The unemployment figures show weakness as well. Real wage growth in the past four years has been negligible, at 0.7% per year, four times weaker than the previous four years. Furthermore, the labor force participation rate remains below the pre-pandemic level at 62.5%, the same as the employment-population ratio at 60.1%. Poor real average hourly earnings combined with a decrease of 0.6% in the average workweek resulted in an uninspiring 0.5% increase in real average weekly earnings in the year to February 2024.



How We “Feel” Economic Indicators

Source: NFIB

Presenter Notes
Presentation Notes
In a recent CNN poll, 48% of respondents stated that they believe the economy remains in a downturn, and only 35% said that things in the country today are going well. The disparity between somber economic sentiment and a surprisingly strong headline unemployment rate and Gross Domestic Product (GDP) can be easily explained.The divergence between headline GDP and Gross Domestic Income (GDI) is staggering. While GDP suggests a strong economy, GDI reveals a stagnant economy. Both measures used to follow a similar pattern, but this changed drastically in 2023. While GDP rose 2.5% in 2023, GDI only bounced 0.5%, effectively signaling economic stagnation. The unemployment figures show weakness as well. Real wage growth in the past four years has been negligible, at 0.7% per year, four times weaker than the previous four years. Furthermore, the labor force participation rate remains below the pre-pandemic level at 62.5%, the same as the employment-population ratio at 60.1%. Poor real average hourly earnings combined with a decrease of 0.6% in the average workweek resulted in an uninspiring 0.5% increase in real average weekly earnings in the year to February 2024.



Market Metrics
Market Metrics

DJIA 37,986 +0.79% YTD (WSJ – 04/19/24)

S&P 500 4,967  +4.14% YTD (WSJ – 04/19/24)

Nasdaq 15,282  +1.80% YTD (WSJ – 04/19/24)

S&P 500 Forward P/E 19.9 (WSJ – 04/19/24)

Russell 2000 Forward P/E 26.15 (WSJ – 04/19/24)

VIX Volatility Index 18.71 (WSJ – 04/25/24)

Current Est. ‘1Q’24 S&P 500 EPS 0.5% Y-O-Y (S&P FactSet – 04/19/24)

Current Est. ‘1Q’24 S&P 500 Rev. Growth 3.5% Y-O-Y (S&P FactSet – 04/19/24)

Current Est. ‘4Q’23 S&P Profit Margin 11.2% Blended (S&P FactSet – 04/19/24)

Sources: WSJ/FactSet
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Markets are looking for an excuse to take a breather and the combination of rising geopolitical risk alongside inflation fear and Fed anxiety is providing some decent ground for that. UBS Group AG strategists warned there may be no pivot at all and that US policymakers will instead embark on a hiking cycle. A survey from Bank of America Corp. found that investor allocation to equities is at the highest in over two years. Citigroup strategists counted $52 billion of long positions on the S&P 500, 88% of them loss-making.



Market Valuation

Source: S&P Global



Earnings Yield

Source: YCharts
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With the long end of the treasury yield curve having moved up to ~4.7% lately, the S&P 500 trading at a ~4% earnings yield is simply unsustainable, and a de-rating to 7-8% earnings yields would be justified.



Reverse Repo Reserves

Source: FRED
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So, back in 2020-21, the Fed printed trillions of dollars and flooded the markets with liquidity. Nearly $2.8T of this money printing binge had found its way onto the Fed's Reverse Repo facility by late 2022; however, this pent-up liquidity is now down to ~$400B and likely to return to zero by May or June. The Fed is cognizant of this impending liquidity dry-up. At the latest FOMC press conference, Fed Chair Jerome Powell floated the idea of slowing the pace of QT "fairly soon" whilst dismissing concerns about loose financial conditions and the recent uptick in inflation numbers.



• AI Innovation Cycle
• Robotics
• Streaming
• Driverless Vehicles
• IOT
• Blockchain
• Metaverse – AR/VR
• Synthetic Biology
• M&A reinvigorating growth
• Reshoring 

Market Growth Opportunities
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nake eats itself….Accordingly, perception of “Policy Error” has gone utterly viral—hence “Fatter Tails”  and things like Gold and Bitcoin going BONKERS



Disruptive Trends in the News – AI Market 

Source: Statistica
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Recently, JPMorgan (JPM) published an article in which its research team estimated that "generative AI could increase global GDP by $7–10 trillion, or by as much as 10%." Statista projects that the global generative AI market will grow from $44.89 billion at the end of 2023 at a Compound Annual Growth rate ("CAGR") of 24.40% to reach $207 billion in 2030, a conservative assessment, as some industry analysts forecast the opportunity will reach over $1 trillion by 2032.The AI market is expected to expand at a CAGR of 17.30% from 2023 to 2030. However, for the period 2022-2026, the spending on AI-centric systems is expected to grow at a CAGR of 27%.Data center revenue will grow by 27% from 2024 to 2026 and later it will grow at a rate of 17.30%.



Disruptive Trends in the News – AI Market Data 
Center Market

Source: Statistica
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Recently, JPMorgan (JPM) published an article in which its research team estimated that "generative AI could increase global GDP by $7–10 trillion, or by as much as 10%." Statista projects that the global generative AI market will grow from $44.89 billion at the end of 2023 at a Compound Annual Growth rate ("CAGR") of 24.40% to reach $207 billion in 2030, a conservative assessment, as some industry analysts forecast the opportunity will reach over $1 trillion by 2032.The AI market is expected to expand at a CAGR of 17.30% from 2023 to 2030. However, for the period 2022-2026, the spending on AI-centric systems is expected to grow at a CAGR of 27%.Data center revenue will grow by 27% from 2024 to 2026 and later it will grow at a rate of 17.30%.



Disruptive Trends in the News – Streaming

Source: Statistica
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The entire streaming industry continuing to gain to 37.7% (+1.7 points MoM/ +3.4 YoY)



Disruptive Trends in the News – Latin America

Source: PCMI
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Payments and Commerce Market Intelligence projects the Latin American e-commerce market volume to grow 24% this year to $632 billion, followed by equally strong growth in the next couple of years as well. Deloitte expects social commerce to be worth a staggering $2 trillion by 2025, growing at a CAGR of 18% from now. Industry statistics suggest Latin America will be the hottest place on Earth for social commerce in the next few years
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