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ROLLING, ROLLING, ROLLING

Rolling fields, rolling hills, rolling stone, rolling in the dough. And now, rolling recession?
As we continue to assess macroeconomic uncertainty and whether a soft (or not so soft)
landing is on the way, the term “rolling recession” has been introduced as a plausible
explanation as to why the U.S. economy has continued to march forward in the face of
supply chain disruption, restrictive Fed policy, and the signaling inverted yield curve. In
short, we may have already seen the recession even though the NBER can’t define one.

I’m not sure about our readers, but | can’t seem to ever recall discussing, analyzing, or
assessing the implications of a rolling recession whether in academic life or financial
markets experience. Perhaps | missed that session in class. And now that | think about it,
| can’trecall the lessons learned from “Forecasting Financial Conditions following a Global
Pandemic” from back in the day either.

Rolling right along, last week the Fed announced no change to its policy rate and reiterated
its objective to reduce inflation to the 2% target. According to Chair Powell, this will occur
“over time”. Ourread is that over time really means someday. Continuing our theme we

are introducing a new term —rolling inflation. This is a Bray Farm IA exclusive! Note this is

notthe 12-month rolling inflation measure rather a description of the general environment.
Furthermore, we are wearing down on the overused “sticky inflation” characterization. We
believe rolling inflation accurately captures the moment and suggests the Fed is leaving
plenty of room (and uncertainty) to manage the bumpy road lower while signaling possible
rate cuts starting this year. Markets cheered.

Noting the data in the tables below, Core Services (shelter and other) bounced around at
higher levels while Core Goods bounced around at lower levels. Accordingto Chair Powell
comments, they expect that housing services and non-housing services will shift lower and
goods prices will find equilibrium. Some combination of these three will produce lower
inflation readings, but not on a straight line and with very uncertain timing i.e. rolling



inflation. And now to top it off, cocoa inflation is out of control. The Bray Farm IA analyst
team (Steven) has lowered earnings estimates and placed a “Sell” rating on Easter Bunny,
Inc.
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We at Bray Farm have a tough time seeing the Fed cut rates three times in 2024 given our
views of ongoing rolling inflation. From a credit standpoint, fundamental conditions should
remain stable as we navigate Fed uncertainty despite tight risk spreads in the corporate
and high yield bond markets. Shorter duration (or barbell) positioning continues to make
sense to us as we see some higher rate risk in the belly of the curve due to our rolling
inflation view and positive signs in the economy. Note that recent Cap Goods and Durable
Goods Orders readings surprised to the upside.

When navigating the skiff into the bay, keep an eye out for the rollers on the horizon as a
signal for instability. While we see rollers on the horizon for inflation and rates, we are not
convinced that seasickness will ensue in the near term for the economy.

“Keep rollin, rollin; rollin’
Though the streams are swollen
Keep them dogies rollin’ rawhide.”

Steve Wagner
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