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Heading into the FOMC meeting on Wednesday of this past week, market expectations for a Federal Reserve rate cut were minimal,
under 3%. A combination of robust financial data and inflation persisting above expectations has pushed the likelihood of an initial
rate cut further into 2024 (Projected for June). This backdrop explains the market's muted response just before Chairman Jerome
Powell's speech on Wednesday when they announced rates would remain unchanged at this meeting. However, the scenario shifted
significantly once Powell began his address at 2 PM; bond yields dipped, and stock market indices across the board experienced an
upturn. Powell's remarks further solidified the anticipation of a dovish shift in monetary policy, explicitly indicating a trajectory
towards three rate cuts. Despite prior speculation suggesting a lean towards just two cuts, given the stronger recent economic
indicators, the Summary of Economic Projections (SEP) reinforced the commitment to a triad of cuts. This SEP release offered
updated forecasts on GDP growth, the unemployment rate, inflation as measured by the PCE index, and the Federal Funds Rate.

The notable changes were:

e 2024 GDP projections revised up to 2.1% from 1.4% in December
e 2024 Unemployment rate revised down to 4.0% from 4.1% in December
e 2024 Core PCE revised higher to 2.6% from 2.4% in December

e Unchanged at 3 rate cuts

The FOMC's projections anticipate stronger growth, sustained elevated inflation, and a tighter labor market, yet they still plan to
implement rate cuts. This stance seems counterintuitive given their emphasis on the 2% inflation target. The expectation for higher
growth alongside persistent inflation suggests a potential for inflationary pressures to intensify, which traditionally would warrant
maintaining or even raising interest rates. Coupled with these projections the Stock market is at all time highs and continues to move
higher unabated. FOMC meetings going back to 2020-2022 were a high risk event for market prices but since the verbal pivot back

in November-December of 2023 stocks have loved everything they have heard from the Fed.
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Level

The red lines above represent meetings that have past, and the black lines are the meetings left in 2024. There are 4 left prior to the
election and 2 more after. Given the Federal Reserve's objective to avoid political bias, initiating three rate cuts implies starting no
later than the mid-year meetings. With the market largely driven by anticipation of these cuts, apart from a potential short-to-
medium term correction due to overvaluation, significant risks include a substantial rise in CPI to upwards of 3.6-3.7% or an

unemployment rate exceeding 4%. Absent such developments, the momentum suggests a continued upward trend, potentiall
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reaching mid-5000 levels.

The current unemployment rate has risen to 3.7% from a low of 3.4%. The Summary of Economic Projections anticipates it will
reach 4% in 2024 and peak at 4.1% in 2025. Historically, such minor increases following a trough are uncommon; typically, the
unemployment rate experiences a more substantial rise before peaking. This forecast indicates a departure from the historical trend

of significant post-trough increases in unemployment seen since the 1970s.
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A topic that usually gets overlooked by the market in favor of rates is the Federal Reserves Balance Sheet. Albeit a more complicated
topic, it does have a material impact on liquidity, which is a major driver of asset prices. Powell mentioned that the Federal Reserve
has continued the process of reducing their securities holdings, but they also discussed slowing the pace of runoff. They also cited
that slowing the pace of run off would help avoid liquidity problems within the banking system. As noted in previous articles, the
issuance of Government debt at the short end of the curve is causing excess reserves (Reverse Repo) to leave the banking system in
search of higher yield in Bills. The Fed is letting $60 billion a month of Treasuries roll off their balance sheet which needs to be
issued into the market. This process had drained the RRP to ~$400 billion.

Reverse Repurchase Agreements (RRP)
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When excess reserves leave the banking system, there's a risk of liquidity shortages, potentially hampering banks' ability to secure
overnight funds. The precise threshold for reserve levels before such issues arise is unknown. However, a liquidity crunch could
sharply drive-up interest rates, leading to significant repercussions across financial markets. Below shows Bank Reserves + RRP and

the red dotted line is an estimation of the floor. As reserves reach that level QT is likely to be adjusted.

Liguidity in The Banking System
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Several strategies are being considered to facilitate the Federal Reserve's balance sheet reduction without unsettling the market. One
suggestion involves allowing banks to increase their Treasury holdings to support government deficit and stabilize short-term rates,
deterring cash outflows from the banking system. Another strategy could involve the Fed altering the mix of securities that roll off,
such as repurchasing short-term Bills while letting longer-term Notes and Bonds be refinanced into the market, which could place
upward pressure on long-term rates instead. The lack of supply that has been issued at the long end has kept rates 10-year rates
range bound between 3.8% and 4.3%. Getting rates out 10 and 30 years to rise likely needs to happen to get inflation from 3% to

2%b.

As for the Banks as a whole, they have not fully recovered from the stress of rate fluctuations experienced since the banking crisis in
March 2023. While there was a period for balance sheet restructuring and the availability of the Bank Term Funding Program
(BTFP) providing cash loans, the program's conclusion leaves substantial unrealized losses. The $300 Billion in losses has not

disappeared, it was papered over by the Fed.

Unrealzied Losses: Held To Maturity Securities
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Small banks were the primary beneficiaries of the BTFP. They face challenges post-program, particularly with potential increases in
withdrawals. Without such support, they may need to recognize losses, issue shares, or utilize the discount window—-all indicators of

financial strain that could spark concern among stakeholders and depositors.

Cash: Large & Small Banks
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The Financial Sector overall has more than recovered from the drawdown seen last year but this recovery was in large part driven by

the Larger Banks and the Insurance Industry.

Financials are up 35% from their bottom on March 24, 2023
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NYCB

Reginal Banks still haven’t fully recovered their losses

Regional Banks (KRE)
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The latest in the regional bank saga to sell off is New York Community Bank

New York Community Bancorp Inc. (NYCB)
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We Appreciate Your Feedback!

We highly value your feedback and earnestly invite you to contribute your insights regarding potential
enhancements and suggestions for future content. We welcome all forms of constructive feedback and suggestions,
as they are crucial in guiding our efforts to refine and develop our offerings. Please share your professional insights

and recommendations through the link provided below. Your input is instrumental in shaping our direction and

ensuring our services align with your expectations. We anticipate your contributions with great interest.

The information provided by Apex Macro LLC ("we," "us," or "out") on any platform, including but not limited to websites, tepotts, emails, newsletters, and presentations, is for general informational and

educational purposes only. All information is provided in good faith, however, we make no representation or warranty of any kind, express or implied, regarding the accuracy, adequacy, validity, reliability,
availability, or completeness of any information.

None of the content offered by Apex Macro LLC constitutes financial advice, legal advice, or any other type of advice meant for your specific reliance for any purpose. Any use or reliance on our content is
solely at your own risk and discretion. You should conduct your own research, review, analysis, and verification of our content before relying on them. Trading and investment in securities involves high risk
and the possibility of losing some or all of the principal investment. It is crucial to seek advice from an independent financial advisor who is licensed to provide investment advice.

Our content is intended to be used and must be used for informational purposes only. It is very important to do your own analysis before making any investment based on your own personal circumstances.
You should take independent financial advice from a professional in connection with, or independently research and verify, any information that you find on our platform and wish to rely upon, whether for
the purpose of making an investment decision or otherwise.

This disclaimer has been created to expressly convey that Apex Macro LLC and its content creators are not providing financial advice through the dissemination of the information contained herein and are
merely providing information and insights as a public service. Apex Macro LLC, its directors, employees, and agents will not be liable for any loss or damage of any nature arising in any way from the use of,
or reliance on, the information provided or for any decision made on the basis of such information, including (without limitation) any loss of profit, business, contracts, revenues, or anticipated savings.

Terms of Use: This document is the property of Apex Macro LLC and is intended solely for the use of the recipient. It contains confidential and proprietary information and may not be
reproduced, redistributed, or disclosed in whole or in part to any third party without the prior written consent of Apex Macro LLC. By accessing this document, you acknowledge that you have read and
understood these terms and agree to be bound by them.
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https://www.apexmacroinsights.com/contact-8

