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Macro Commentary 

The macro space is currently undergoing a transiƟon phase and trading has been limited.  The market has been trying to anƟci-
pate the Ɵming of a Fed “pivot” leading to choppy trade with limited opportuniƟes.  The biggest problem with anƟcipaƟng a 
change in Fed policy is that the economy has stayed stronger than expected.  Jobless claims are low as is unemployment.  
Manufacturing has slowed into contracƟonary levels, but services show conƟnued expansion.  Energy prices are weaker due to 
relaƟvely sluggish demand.  As always, Ɵming is crucial and we want to have plenty of dry powder when the Ɵme is right to 
engage the markets. 

As stated above, energy prices are relaxing along with the forward curve indicaƟng adequate supplies.  World consumpƟon is 
slowing as high prices cure high prices.  The quesƟon remains as to whether or not the rally will reengage at some point in the 
future.  The simple truth remains that western governments conƟnue to discourage increased producƟon.  In addiƟon, energy 
companies are loathe to expand exploraƟon and producƟon in order to avoid the boom/bust cycle we saw back in 2014.  The 
fossil fuels markets will conƟnue to ebb and flow following the economic cycle.  As countries hit the proverbial wall, prices 
ease.  As prices ease, economic acƟvity expands allowing for the next cycle up in energy prices.  We are currently in the ebb 
cycle.  As prices ease, posiƟons will be added to the long side again. 

The currency markets have been retracing much of their former moves over the past month.  As the markets anƟcipate a Fed 
pivot to easier policies, the interest rate differenƟals that have rallied the dollar against every major currency ebbs.  In addi-
Ɵon, lower energy prices (priced in dollars) eases the inherent dollar short for the major imporƟng countries.  These two mac-
ro adjustments have allowed the dollar to ease.  The idea that the Fed can back off its Ɵghtening cycle is predicated upon the 
thought that inflaƟon will ease back into the 2% range according to Fed guidance.  While inflaƟon has certainly slowed from its 
9% levels earlier this year, we believe that it could prove sƟckier than the market is currently pricing.  If correct, the Fed might 
pause its rate hike cycle, but an easing is not in the cards.  As long as the Fed keeps the short end of the curve elevated, it will 
be difficult to break the dollar significantly. 

Regarding the stock market, earnings expectaƟons over the next twelve months have fallen, but are sƟll showing growth.  Very 
simply, we think that is completely incorrect.  If the US economy falls into recession (as is the base case), historically CEO’s 
write down all of the bad investments on their books, earnings fall, and stocks move lower.  While there is a chance that this 
Ɵme is different, odds are not in favor of that outcome.  The outlook now is for a contracƟon in earnings as we move into the 
2nd half of 2023 and a further decline in stock prices.   

Finally, while not added to the porƞolio yet, the outlook for base metals should improve as we go into next year.  The biggest 
impetus to move base metals is the pivot in China to allow for fewer Covid restricƟons.  As the largest consumer of metals, a 
loosening of Covid policies should allow for greater demand.  In addiƟon, the Chinese government is rolling out new policies to 
support the housing market.  Throw in the push for greener, electric vehicles worldwide and you have the makings of a bullish 
move in copper and aluminum.  Those markets are being monitored for an advantageous entry price. 

 
 
Sincerely, 

 
 
 

Stephen Davis 
December 6, 2022 

The informaƟon contained herein has been taken from trade and staƟsƟcal services and other sources we believe are reliable. Opinions expressed reflect judgments at this date and are subject to 
change without noƟce. Davis CommodiƟes, LLC does not guarantee that such informaƟon is accurate or complete and it should not be relied upon as such. There is risk of loss in trading futures and 
opƟons and it is not suitable for all investors. PAST RESULTS ARE NOT NECESSARILY INDICATIVE OF FUTURE RETURNS. This document contains only commentary on economic, poliƟcal, or market 
condiƟons and is not intended to be the basis for a decision to enter into any derivaƟves transacƟon. The contents of this commentary are for informaƟonal purposes only and under no circumstances 
should they be construed as an offer to sell or a solicitaƟon to buy or sell any futures or opƟons contract. This material cannot be copied, reproduced, modified, or redistributed without the wriƩen 
consent of Davis CommodiƟes, LLC. No one has been authorized to distribute this for sale.  


