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 Oil pressured from virus fears, but are supply cuts coming? 
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 Last 5d % YTD % 1yr % 
SPX 3271 5.3% 6.6% 11.9% 
QQQ 271.6 5.6% 35.0% 43.4% 
US 10 YR 0.77% 0.77% 1.88% 1.86% 
VIX 29.6% 40.3% 23.2% 13.1% 
Oil 39.05 4.4% -35.9% -30.8% 

     
*10yr and VIX are levels not changes  
** Oil is front month futures, beware  

 

The conventional wisdom has been telling us that the worst scenario for the stock market would be uncertainty.  
We were also told by Blackstone that the market almost always gets the election wrong and the reaction to the 
election wrong.  Well, the market was convinced of a “blue wave” with blood on the streets (presumably by 
these same blue-wavers which is weird).  The market was punishing Big Tech.  Whether it be because of 
heightened regulatory scrutiny (did not make much sense to us) or increased inflation, the market was pricing in 
a Biden victory with all that it comes. 

We can now throw all of this nonsense out the window…except for the part about the market always being 
wrong about elections (we would add most things political).  With the assumption that Biden takes the WH and 
the Repubs keep the Senate, tax hikes are off the table.  As we said recently, we think the market was pricing in 
Biden’s tax policies just as fervently as a quick and large stimulus. Now we will likely get a stimulus but without 
extra wasteful spending (pardon the ridiculous redundancy). 

We do not think the market is free and clear now, however.  The various state recounts and lawsuits will likely 
last for weeks (the hanging-chad dilemma from Bush-Gore culminated on December 12).  And even with clarity, 
we suspect some of Biden’s policies will start to spook the market.  Whether it is an appointment like Warren as 
Treasury Secretary or an emphasis on a fantasy platform like the Green New Deal, the market is ripe for panic.  
Along these lines, we have highlighted how long hedge funds have been heading into this election.  We suspect 
there will be some itchy trigger fingers.  That said (written), the Repubs holding the Senate tempers this 
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massively.  And the forgotten factor recently is the Fed.  The Fed will keep buying everything in sight forcing 
investors out the risk curve (buying equities).  How will we trade this?  We want to remain long, but we will add 
protection when Vol dips and enthusiasm overlooks the risks. 

 Central banks have been selling gold 

The mysterious pressure on gold has been coming from Central Banks.  And jewelry buying out of India and 
China dipped dramatically.   

 

 Vaccine timeline and progress table 

 

 Earnings guidance looks positive…but not really 
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Company guidance has been positive.  Merrill Lynch has a metric that shows the ratio of positive-to-negative 
company guidance is at an all-time high.  But ML also points out that the total number of companies providing 
guidance is at the lowest in 20 years.  In other words, companies with bright prospects are giving us guidance 
while everyone else is not. 

Moreover, management guidance is telling us that the strong trend behind business spending (Core Capital 
Goods inside of the Durable Goods report) is fading.  There are more companies guiding to lower capital 
spending (capex) than higher spending. 

 Housing shows a slight hiccup, but not really; PMI Surveys show strength ahead 

Abbreviated write-ups this week: 

 Pending Home Sales fell 2.2% in Sept vs August.  This drop compares to an expectation of a 3% gain.  
These are homes that are in contract but have not closed yet.  First drop in five months.  While this 
headline miss is rare for Housing these days, the level of sales was still up over 20% vs Sept last year! 

Northeast lone area of strength (monthly) at +2% with other regions down 2-3%. 

Construction Spending growth in September slowed to just 0.3% vs August.  Moreover, August growth 
was revised lower from 1.4% to 0.8%.  However, Residential Spending climbed 2.7% while Non-Resi fell 
by 1.6%.  It is still all about Housing!  This Wall Street Journal chart says it all: 

 

 Markit’s Manufacturing PMI for October ticked slightly higher to hit 53.4.  This sits in the middle of its 
10-year range.  The ISM’s Manufacturing PMI hit its highest level in two years which is back towards the 
high end of the range over the last 25 years.   Recall that the ISM is biased towards large companies and 
thus international companies.  We suspect much of the variance can be drilled down to those that do 
business with China and it’ government led purchasing to support its own manufacturing sector.  Markit 
repeatedly says the ISM data tends to overshoot real production in the US.  We think Markit is right. 
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Chicago PMI Oct better than expected at 61.6 but still dipped from 62.4. 

 

 Jobless Claims down to 751k; two weeks in a row below 800k. 

Here is the WSJ’s usual Continuing Claims graphic: 

 

 3Q GDP +33.1% (Govt-stat crime) after a 31.4% drop in Q2.  Quarterly figs are -9% to +7.4%.  Despite 
being backward looking, strong increase in busines spending (as seen in the Durable Goods), Housing 
and Autos on fire (as we know).  These big-ticket items show confidence by the consumer.  But these 
numbers include PPP grants and extended stimulus benefits.  So, we are not so sure the economy is on 
such solid footing. 

 Core PCE for Sept 1.5% y/y vs 1.7% expected.  Headline +1.4% vs 1.5% exp.  There is still no inflation. 

 

 Oil pressured from virus fears, but are supply cuts coming? 

The virus fears are pressuring the demand side of the oil story.  Even if the US resists the lockdown panic #2, 
Europe is already headed that way.  Global demand will surely wane.  But the supply side of the equation is 
providing some support.  There is talk that OPEC+ will extend its production cuts.  Also, a Biden presidency is 
perversely positive for oil prices.  His threats to the fracking industry will create a supply crunch that will help 
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prices.  A possible caveat to this is if he reopens Iranian oil to world.  Although  we suspect the Chinese have 
been buying the whole time. 

 Chart Crimes of the week 

#1.  It sure seems to us like two of these three regions have “peaked.”  Not sure what they are looking at other 
than the 10’s of people that have become sick in South Dakota. 

 

#2.  This might not qualify as a chart crime, but it sure qualifies as a useless chart.  The breakdown of where 
deaths are happening gives us zero insight as to the actual magnitude of deaths.  
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 Electoral College results through the years (random table) 
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 Quick Hits 
 Denying the Holocaust happened is not “misinformation” according to Twitter. 
 Royal Caribbean reported negative revenues in the 3Q.  
 In 1822, bonds for the Kingdom of Poyais traded on the London Stock Exchange. 
 There has never been such a thing as the Kingdom of Poyais. 
 The ANT IPO had orders totaling $2.8t for $20b of stock.  This $ amount would be the seventh 

largest annual GDP (for a country) in the world. 
 The ANT IPO was delayed because of undisclosed regulatory concerns. 
 Detroit had 1700 mortgages originated in 2019. 
 Election day falls on a Tuesday to not interfere with church. 
 ESPN pays $1.9b per year for Monday Night Football. 
 NBC pays $960mm per year for Sunday Night Football. 

Trading:  We were quiet in terms of trading.  We cut our long exposure to guns before the election.  This was the 
plan all along.  The gunmakers got killed today.  We cut our long trading position in US Treasuries.  Rates rallied 
because of the decreased probability of a mega stimulus.  Today, we covered some deep out-of-the-money 
short Puts and added to our long Puts.  We took advantage of the sharp drop in Vol and the sharp increase in 
QQQ prices (so options were much cheaper).  As we stated above, we will likely add more protection if the 
market signals everything to be rosy.  Our goal is to just cover the next 1-2-3 months of uncertainty while letting 
our longs ride. 

TSLAQ:  The chairman of the board (remember Musk was forced to step down for lying) sold half of her Tesla 
shares last week.  There is hardly a more reliable signal than mgmt. selling stock.  Bulls try to point to Musk’s 
huge and growing stock position.  But the same bulls forget that he has pledged the majority of his stock for 
margin loans.  We do not blame him for this.  He gets to cash out while still maintaining upside.  But the notion 
that he is “all-in” is misleading at best.  As for the election impact, we suspect the divided government is neutral 
for the stock.  It cannot be given any more EV subsidies.  But Biden could increase regulations on emissions 
which ultimately translates into subsidies. 
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The information presented does not involve the rendering of personalized investment, financial, legal or tax 
advice, and it is intended to be general market commentary.  Information presented is believed to be factual 
and up-to-date, but we do not guarantee its accuracy and it should not be regarded as a complete analysis of 
the subjects discussed. All expressions of opinion reflect the judgment of the authors as of the date of 
preparation and are subject to change. Certain information has been provided by third-party sources and, 
although believed to be reliable, it has not been independently verified and its accuracy or completeness cannot 
be guaranteed.  Past performance is not indicative of future results. 


