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 Inflation debate continues, Value seems to be winning, but for how long? 
 Employment is about to start improving 
 Housing growth continues to stall 
 Inflation higher again 
 Durable Goods fall, PMIs continue to strengthen 
 Fed tilts just a touch 
 OPEC+ remains rational, hallelujah 
 Chart Crime of the week 

 Last 5d % YTD % 1yr % 
SPX 4208 0.3% 12.4% 39.9% 
QQQ 333.5 -0.2% 6.4% 43.4% 
US 10 YR 1.59% 1.61% 0.92% 0.75% 
VIX 17.5% 18.5% 22.8% 25.7% 
Oil 68.76 3.9% 41.9% 87.0% 

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

 

The inflation debate continues to manifest itself in the sector/factor rotations in the market.  Value returned to 
its outperforming ways as it led Growth by 1.5% during the last week.  This brings Value’s outperformance to 
10.5% for the year (and 5.5% better than the market).  But overall, the markets have been quiet except for 
round two of the meme-stock mania.    

We have stated that we want to be exiting (or in Fed parlance, at least thinking about exiting) the inflation trade 
as soon as it becomes mainstream.  And we thought (and still think) that this view is pretty much here.  To 
further our hesitation (in staying with the long inflation trade), we have read some compelling arguments that 
side with the Fed’s view of the current inflation being transitory.  Blasphemy!  But the argument goes that 
excessive debt leads to deflationary pressures.  If the Net Savings rate is close to 0% (we know private savings 
have skyrocketed…but we also know that government deficit has gone parabolic), then there cannot be any new 
investment as investment must come from savings out of income.  Lacy Hunt, a legitimately esteemed 
economist (not just a professional guesser), sums it up with, “We simply do not have the resources to fund 
ourselves and to obtain a higher standard of living, which means that the economy will falter as we go forward, 
inflation will move lower.”  David Rosenberg (smart guy, usually wrong) agrees but for more conventional 
reasons.  The US has come out of the virus-fear quicker than most countries thereby pushing temporary inflation 
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onto our shores.  But with the impending return to work for millions, any labor market tightness will be quick to 
reverse. 

 Employment is about to start improving 

The tally of states dropping out of the federal, pandemic-related unemployment programs has reached 22 
(these programs include the PEUC which extended state benefits, the FPUC which tacked on an extra $300 per 
week, and the PUA which extended benefits to the Self Employed and Contractors).  And the moratorium on 
rental evictions is about to end on June 30.  While negative for Aggregate Demand (consumption, investment, 
govt spending and net exports) on the surface, we expect able bodies to get back to work if they are not being 
paid to not work while not having to pay their rent.  Some estimates have 11mm homes being in rental arrears.  
This is roughly 15% of the rental population (other estimates say 50% of rents are past due…we think this is 
overstated).  To wit:  Online job site Indeed.com says searches for jobs jumped immediately in those states that 
have shut down the federal unemployment assistance programs.   

The Employment Report is out this Friday.  The market is expecting a rebound to about 650k new jobs in May 
from the “lower than expected” 266k new jobs in April.  We think the fall in the Jobless Claims (effectively the 7th 
week in a row of the declining trend) supports this rebound theory.  But we expect employment to really pick up 
later in the summer (more pandemic assistance rolling off) and into the fall (all schools will be open in theory 
which frees the shackles around the working moms).  Ultimately, we think this tidal wave of idled workers 
reentering the labor force will help to quell the inflation rebellion (we were taught to only use the word “quell” 
in the context of a rebellion).  This current shortage of labor was echoed roundly throughout the recent Fed 
Beige Book (the compilation of data two weeks before the next fed meeting).  But interestingly, most businesses 
said they were not raising wages and that this tightness would pass.  We might be talking ourselves into exiting 
this trade sooner rather than later. 

 Housing growth continues to stall 

The Pending Home Sales Index slipped a bit in April vs March.  This is three months in a row of this index running 
at pre-virus-fear levels (and thus down from the virus-fear peak).  The Midwest was the only region that showed 
growth.  The National Association of Realtors continues to blame the softness on the dearth of supply and the 
high prices.  We remain bullish on Housing because of the root societal changes (work-from-home, migration 
out of the cities, migration to better political climates).  But we would be lying if we said we were not worried 
about the data all continuing to slow with the same excuses being given.  We are also cognizant of the ratio of 
House Prices to Rent.  There is a ton of slippage in this data (since most “Rent” is actually guessed as “imputed 
rent” at the Bureau of Labor Statistic (BLS)).  And there is no natural arbitrage as price is not the only 
determinant in whether to sell a house and rent.  Nonetheless, this ratio should be stable over the long haul.  
We would add that there has been a huge influx of institutional buying and building of houses all to become 
rental income properties.  This stretches the ratio in the short-term.  But it should still normalize over time.  Not 
to overthink things, but we expect the loosening of the labor market and the cooling of the commodities 
markets to help housing in the short-to-medium term.  After this period of expanding margins and/or continued 
growth, we could expect to see some weakness (prices cooling coupled with the usual over-building by builders). 
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 Inflation higher again 

The Fed’s inflation gauge, the “core” Personal Consumption Expenditures index (PCE) increased to 3.1% in April.  
2.9% was the official expectation.  But like most other recent inflation readings, only the experts were really 
surprised.  The PCE for all things (including those outliers food and energy) increased at a 3.6% rate.  Along these 
lines, the Farm Prices Received Index for April increased 6.9% vs March.  It is also worth noting that the Chinese 
are targeting hot commodity prices.  If the communists admit there is a problem…there is definitely a problem. 

Inventories remain tight.  The growth in Wholesale Inventories is slowing.  And Retail Inventories continue to 
shrink.  Presumably, this is all logistics, again.  We use “presumably” because if this trend continues despite the 
logjams being loosened, then this is an ominous sign for the economy.  Growing inventories are often seen as an 
optimistic view from producers/sellers looking ahead.  But persistent weakness flips this theory on its head. 

 Durable Goods fall, PMIs continue to strengthen 

Durable Goods Orders in April showed a surprising decline vs March.  But it was only surprising to the 
professional guessers (economists) that failed to incorporate the drastic shortage in semiconductor chips.  So, 
unsurprisingly, Transportation was weak spot as auto production slowed dramatically because of the chip 
shortage. 
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The final reading for May of the Markit PMI Manufacturing Index bumped higher.  The ISM Manufacturing Index 
did the same.  The Chicago PMI surged to another record high in May.  The Dallas Fed Manufacturing Survey 
remains near its post-virus-fear high (the Production segment did weaken…this is the logistics problem again).   
Construction Spending was the only somewhat disappointing indicator.  But this was an April figure, so it is 
probably old news.  Moreover, residential spending was still decent while commercial spending contracted (for 
example, oil well drilling spending dropped 0.5%). 

 Fed tilts just a touch 

The list of Fed members acknowledging the possibility of potentially discussing the future act of slowing bond 
purchases is growing (yes we wrote this poorly and redundantly on purpose!).  Randal Quarles and Richard 
Clarida (oddly, both are considered Vice Chairs of the Fed Board of Governors) have both confirmed Mary Daly’s 
(SF Fed) recent comments that the Fed is talking about when to taper bond purchases.  And lo and behold, just 
tonight, the Federal Reserve announced it was going to start selling its corporate bond holdings (outright bonds 
and ETFs holding bonds).  The total is only $13.8b and it will be done “by the end of 2021.”  This was one of the 
Quantitative Easing (QE) measures that never did much explicitly.  Its value was found in the signaling to the 
market that there was a backstop.  It is undeniable that it worked.  The argument remains if it should have even 
existed.  Nonetheless, for all the table-pounding we are about to hear from the Fed telling us that this is not 
related to QE and that it will keep buying Treasuries and Mortgage-Backed Securities ($80b and $40b every 
month), it is the first chink in the QE armor.   

 OPEC+ remains rational, hallelujah 

West Texas Intermediate crude oil marched towards $70 after OPEC+ stuck to its guns about slowly increasing 
oil production.  The expanded cartel agreed back in April to slowly ease the production cuts (produce more) by a 
total of 2.1mm barrels per day spread over May, June, and July.  The group has also recently instated monthly 
meetings to review its policies.  While there was some worry that the outlaw Russians would push back against 
the mostly rational Saudis (who are also slowly reducing their extra production cuts), the real worry in the 
market has been a return of Iranian oil production/exports.  But the Secretary General of OPEC, Mohammed 
Barkindo of Nigeria, stated that the return of Iranian oil “will occur in an orderly and transparent fashion.”  Of 
course, we do not believe all of this.  But even their veiled attempts at rational behavior and transparency are 
pleasantly welcome.  The head of the IEA (stand-alone International Energy Agency, not to be confused by the 
US’s EIA - Energy Information Administration) tried to cool prices by saying that increasing demand might put 
upward pressure on the oil markets.  But the real takeaway was the increasing demand!  We would also add that 
Biden’s decision to pull the ANWR oil drilling leases got some attention (Alaskan National Wildlife Refuge).  On 
the surface this is irrelevant because no oil company bid for the leases and there has never been oil drilling  in 
this tiny outpost of Alaska (the area subject to drilling is only 2,000 acres).  But it clearly sends a strong signal 
that Biden will continue his march against fossil fuels.  Of course, this only helps the price of fossil fuels. 

 Chart Crime of the week 

A well-known Bitcoin evangelist published this now-standard bastardization.  It is the value of total US 
Household Net Worth compared to the Fed Balance Sheet (anything compared to the Fed Balance Sheet is a 
bastardization).  He left off the part that changing the size of the Fed Balance Sheet has zero impact on the 
calculation of Household Net Worth (not that we agree with the continual increasing of the Balance sheet). Put 
more clearly, it is whole-heartedly disingenuous to say net worth has shrunk by 80% since 2007! 
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 Quick Hits 
 In a survey of 27 European countries, Finnish people say they are happier with social 

restrictions.  The Portuguese say they have been the mostly negatively impacted. 
 The Senior PGA Champion is younger than the PGA Champion. 
 Chamath Palihapitiya, the Elon Musk equivalent in the SPAC world, thinks 2011-2020 is nine 

years. 
 South Africa has the highest unemployment rate in the world at 32.5% (excluding developing 

countries that do not have economic statistics much less a full slate of people working.) 
 A prominent “life coach” on twitter is pushing people to not use seasonal terms like “summer” 

because they are not inclusive with respect to people in the southern hemisphere.  
 Seven counties in eastern Oregon have voted to become part of Idaho (Congress must approve 

the border change, so it is highly unlikely). 
 TV host / celebrity chef Guy Fieri signed a 3-year, $80mm contract. 
 With WeWork about to go public via a SPAC (recall it failed spectacularly at the end of 2019), it 

has been disclosed that SoftBank had to pay the ousted founder another $245mm in February in 
order to clear his voting rights. 

 The Hong Kong government threatened Citigroup and HSBC not to do business with a pro-
democracy newspaper owner. 

 An invisible sculpture sold for $18k in an Italian auction.  It is reportedly “carbon-neutral.” 
 Turkish president Erdogan is calling for an interest rate cut to squash inflation.  As previously 

noted, he has this backwards, of course.  He also publicly claims to believe in ESP. 

Trading:  It was a quiet week on the trading front.  We added to some of our small-cap Retail Reopening trade 
after it reacted poorly to spectacular earnings.  We also added to our highly speculative energy infrastructure 
bet.  We have doubled our money on this. and we think it can go much higher. 
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TSLAQ:  Apparently, Tesla is going into the restaurant business.  The company has filed for a brand trademark 
under the category “restaurant services.”  There were also very important headlines about Tesla getting a new 
chip for its “infotainment” system…not the chips that run the car.  Tucked in between the fluff were more 
reports of the growing angst by the Chinese communists towards Tesla, a recall for malfunctioning brake bolts 
(the Teslaratti assail legacy automakers when they do recalls for bad mirrors etc), a softly veiled warning from 
Musk that it will be hard to meet Q2 production targets because of the chip shortage, and the news that the SEC 
tried to crack down on Tesla for Musk violating his Twitter-sitter mandate.  We are not quite sure what is the 
point of a judge’s ruling if nobody is going to enforce it. 
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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. 


