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Textbook Head Fake

Lack Of Direction Is A Direction

Predicting September FOMC Reaction Functions

Fed Chair Kevin Warsh has spoken. And he uttered the word “hike”
several times in his speech today at Jackson Hole, but as it related to
the physical not monetary kind. He used it exclusively as an outdoor
joke during his opening remarks about trekking through the Wyoming
mountains as if on purpose to trigger the market algos. Lol

“...you can take two different kinds of hikes on the trails around Jackson
Hole.”

“I can sum up my hikes with former Vice Chairman Don Kohn in two words:
I survived.”

“There’s another kind of hike—one I associate with Chairman Ben
Bernanke, my old colleague.”

I’m sure that’s code, but I’m not here to decipher it.

I’m here to comment on the market reaction function in
response, and where I suspect we are heading - based on the
path chosen (forgive the pun) at the FOMC September meeting.
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Today, the market believed Warsh could hold the front-end, and the
long-end. The opposite occurred.

The result was a swift bear flattener in the 10Y2Y yield curve: The 2Y
yield rises faster than the 10Y yield, compressing the gap leading to a
yield curve inversion as rate hikes were priced in helping to tighten
financial conditions and lower gold prices.
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Oh, and the dollar. Bond & Yen Vigilantes know hogwarsh when they
hear it. With that, $USDJPY was quickly back above 160, calling BS on
Bessent as well. A sustained move higher will ensure headwinds to
equities.
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In a nutshell, this was TEXTBOOK reaction to a market pricing
in rate HIKES

Which in my humble opinion will not happen outside of maybe one
conciliatory hike that coincides with BOJ.

But that doesn’t mean the market wasn’t triggered to price in a hawkish
Fed Chair - strengthening the Dollar and dumping gold/metals (as
expected).
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Mid-day we had a market slow-moving into SPX 7700 support.

VIX was up .83% then down .83% as it sits on KEY 14.58 weekly
support. I still think we might have to wait until mid-late September
for any nice swing short follow-through.

SPX piercing 7745 breakout level on daily only to get rejected was
a tease to trap the bulls & bears alike. Yes, I think it will revisit new
ATH once above.

QQQ also got rejected perfectly at 724 breakout level given and
could fall back to 713 and I would still not be bearish - as long as
709 wkly support holds.

NYSE & IWM were the weakest as warned earlier this week. They
are the warning for me should breadth break down underneath with
selling. Right now, both are intonating but NOT confirming.

Gold ... As long as the 2Y keeps pushing higher, gold will suffer.
Watch for both to reverse in a few weeks, if not sooner.
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Short-end is the tool; Long-end is the tell.

Warsh can manipulate the short-end higher but long-end can still call
his bluff.
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My read continues to see all this as hawkish TALK, but I firmly believe
Warsh will not walk the WALK of tighter policy.

Ironically, the higher front-end yields sent the Yen crashing, undoing all
of Bessent’s yen intervention work end of July! We could be in this
dollar repricing regime until the next Treasury Intervention policy
headline.

Which given recent events, I would expect on/about 160.72 USDJPY or
September 9th (start of treasury buybacks), whichever comes first.

The Fed, as Warsh reminded, “has work to do”:

“Price stability is not self-executing… 65 months of sustained, elevated
inflation sits squarely with the Central Bank.”

With that, the probability of rate hikes went up going into mid-terms
which times with the seasonality I warned about bringing ~10% pullback
in markets.
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But…

“We should not indulge a regime in which market participants are
looking primarily to the Fed for their next trade.”

More likely he recommends doing NOTHING and lack of a direction is a
direction.

In that case:

QQQ targets 725-735 in view as long as 709 holds.

SPX > 7750 brings higher fast.

As highlighted yesterday, the growth burst could soon be upon us on a
swing basis - interrupted only by seasonality and a rate hike. I review
odds of this below.

https://www.youtube.com/watch?v=_gak4TJ0Ao8
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Share Macro-to-Micro by Samantha LaDuc

The labor market is at full employment until it isn’t. And given I’m
expecting Warsh is a Fox in Sheep’s clothing, we should expect jobs
report next week (Friday, NFP) to be a miss - maybe a big miss with
sizeable negative revisions for the previous months.

And then we have September CPI on the 11th - just a few days before
the FOMC meeting on the 16th.

I continue to expect the rate of change in CPI and PCE to fall - and
inflation expectations with it. Obviously, an oil spike of size would
negate that, but for now, the prolonged Middle East War has not caused
the sticky real rates and nominal inflation to abate, but the prior
removal of rate cuts has helped lessen the trend’s intensity in measured
Wall Street inflation.
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Again, Warsh has spoken three times since becoming acting Fed Chair,
and each time market has pulled back as guidance has been pulled out,
and the the absence of guidance has priced in potential for hikes.
Today, the probability of a September hike jumped to 65%, so now, hike
is expected!

The traditional Fed does not like to deliver surprises because it reduces
trust, credibility and control. The new Fed Chair wants to keep the
market guessing!

Which means, a non-hike would be the surprise…

And the reason for not hiking would be softening inflation prints and/or
softening labor market!

1. If no hike at September FOMC, market will reward IF data
supports a hold - and it will punish if it doesn’t. Again, my
upside SPX target into $8K looks highest probability.

2. A hold without supporting data will not go well for Warsh
as his credibility will be at stake. In this case, risk is that
long-end yields spike higher with VIX (remember my
timing of 3rd week in September) and market begins its
seasonal ~5-10% pullback on cue for SPX. And since
higher yields are kryptonite to AI bulls, Nasdaq would
likely sell off twice as much as S&P 500.

3. If a normative hike, long-end yields retreat which could
actually calm equities enough to recover after a knee-
jerk reaction lower. If a hike with promises of more, then
we turn duration scare into growth scare.

Trader’s Gut:



Warsh is cueing up the ball so the inflation prints show weakness to
justify doing nothing - so later, rate cuts get priced in. Textbook head
fake. Because …
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Don’t miss the other side of this macro view!
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The “Bessent Put” Grows

Read full story
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Welcome To The Bessent Put
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https://www.samanthaladuc.com/p/the-tga-is-a-fed-liability
https://www.samanthaladuc.com/p/the-tga-is-a-fed-liability
https://www.samanthaladuc.com/p/the-tga-is-a-fed-liability
https://www.samanthaladuc.com/p/this-is-the-bessent-put-that-isnt
https://substack.com/profile/100636896-samantha-laduc
https://www.samanthaladuc.com/p/this-is-the-bessent-put-that-isnt
https://www.samanthaladuc.com/p/this-is-the-bessent-put-that-isnt
https://www.samanthaladuc.com/p/this-is-the-bessent-put-that-isnt



