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Cut to the Chase
The S&P 500 closed at an all-time new high this week, hitting 3,386 (on Wednesday), providing investors with almost a 5%
total return YTD. For the bulls, the continued melt-up in the popular large-cap index is warranted. Investors have recently
enjoyed mostly positive economic reports and data. Over the last week, retail sales proved resilient, consumer sentiment
improved, building permits surprised to the upside, initial unemployment claims remained low, the Philadelphia Fed Index
showed increased activity, and Index of Leading Economic Indicators hooked up. So is the market signaling an all-clear,
despite trading at 19.0x next year’s earnings? We reminded our readers last week that at 19.0x, the S&P is not only sitting
at the highest valuation level dating back to 2001 but is close to a 2-standard deviation mark (95% out of whack), and well
above the long-term average of roughly
15x. While the economic backdrop in
Fed Fund Rate Probabilities
the U.S. seems solid to many investors,
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(a) Weighted Rate (Wgt. Rate) equals the probability weight rate at the time of the meeting.
weakening economic trends or
Source: CME Group and NEPCG
spillover from the Coronavirus. This
was the topic of a recent CNBC interview with the Federal Reserves, Fed Vice Chairman Richard Clarida, and subsequent
Bloomberg article. While the Vice-Chair played down the notion of another Fed cut in the offing, when we revert to our
Fed Fund Probability analysis with data provided by the CME Group, we find that the market is indeed pricing one, if
not two additional 25 basis point cuts by year-end. Based on the table above, we calculate that by July 2020 FOMC
meeting, there stands almost a 65% chance that the Fed cuts policy rates (Fed Funds) by 0.25% to 1.50%. And there stands
a 54% chance that another cut will take place by the December 2020 meeting. We determine these estimates by taking the
cumulative probability below a target rate. This is not as complicated as it sounds. So at the July 29, 2020, meeting we
ascribe a 64.6% chance that the prevailing Fed Funds rate will be 1.5% or lower (hence a 25bps cut from the current 1.75%
level) by simply adding up the corresponding market-implied probability (yellow shaded area) for each Fed Funds level
below 1.75%.
Probability Below 1.75% @ 7/29/2020 : (0.0% + 0.1% 2.9% + 18.3% + 43.3%) = 64.9%
For the December 16, 2020 meeting, we apply the same math, only add the probabilities associated with a Fed-Funds level
of 1.25% or lower (pink shaded area). As we suggested in last week's note entitled, "A Jolt To Complacency" we continue
to believe investors remain numbed to recent economic or geopolitical headwinds, believing that any uncertainty or risk
will be assuaged by additional central bank intervention (aka helicopter drop). Hence investors continue to chase market
returns in hopes additional rate cuts. We'd love to hear your thoughts.
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Disclosure: The information in this publication and references to specific securities, asset classes and financial markets are provided for illustrative purposes and
do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor does they constitute an endorsement with respect to any investment
area or vehicle. This material serves to provide general information to clients and is not meant to be legal or tax advice for any particular investor, which can only
be provided by qualified tax and legal counsel. Certain information contained herein is based on outside sources believed to be reliable, but its accuracy is not
guaranteed. Investment products (other than deposit products) referenced in this material are not insured by the FDIC (or any other state or federal agency),
are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment risk, including the loss of principal amount invested. Portfolios
are subject to investment risks, including possible loss of the principal amount invested. In addition, foreign investments may be less liquid, more volatile and less
subject to governmental supervision than in the United States. The values of foreign securities can be affected by changes in currency rates, application of foreign
tax laws, changes in governmental administration and economic and monetary policy. Investors should consider the investment objectives, risks, charges, and
expenses of ETFs carefully before investing. This and other information are contained in the fund’s prospectus, which may be obtained from your investment
professional. Please read it before you invest. Investments in ETFs are subject to risk, including possible loss of the principal amount invested. This information
is being provided to current Northeast Private Client Group clients and should not be further distributed without Northeast Private Client Group’s approval.
S&P 500 Index is a market index generally considered representative of the stock market as a whole. The index focuses on the large-cap segment of the U.S.
equities market. Dow Jones Industrial Average is a widely used indicator of the overall condition of the stock market, a price-weighted average of 30 actively
traded blue chip stocks, primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 Index measures the performance
of the smallest 2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of market capitalization. NASDAQ Composite Index is a
market value-weighted index that measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ stock market. Each company's
security affects the index in proportion to its market value This commentary contains forward-looking statements and projections. Actual results may differ from
current expectations based on a number of factors including but not limited to changing market conditions, leverage and underlying asset performance.
Northeast Private Client Group makes no representation or warranty, express or implied that this information shall be relied upon as a promise or representation
regarding past or future performance. This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such
opinions are subject to change without notice. Past performance is not a guarantee of future results. Indices are unmanaged, and one cannot invest directly in an
index. Data and rates used were indicative of market conditions as of the date shown. Opinions, estimates, forecasts, and statements of financial market trends
are based on current market conditions and are subject to change without notice. Securities products and advisory services offered through Park Avenue
Securities LLC (PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 405, Melville, NY 11747, 631-589-5400. PAS is a wholly-owned subsidiary of The
Guardian Life Insurance Company of America® (Guardian), New York, NY. Northeast Private Client Group is not an affiliate or subsidiary of PAS or Guardian.
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