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 Business Spending is still ok 
 Still lots of Job Openings…at least on paper 
 Peak Inflation? 
 Business Surveys continue to deteriorate 
 Fed-watchers hear what they want to hear 
 Oil momentum can be vicious 
 Quick Hits 
 Chart Crime of the week 

 Last 5d % YTD % 1yr % 
S&P 500 3,845  0.7% -18.7% -10.4% 
QQQ $288.80  1.8% -27.2% -19.0% 
US 10 YR 2.94% 3.10% 1.51% 1.32% 
USD/DXY 107.0 104.8 96.0 92.4 
VIX 26.7% 28.1% 17.2% 16.2% 
Oil $98.26  -7.1% 31.0% 34.3% 

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

 

Right when it seemed that investors were recognizing the most logical path and outcome in response to 
aggressive Fed policy, the market has fallen back on its irrational ways.  Perhaps a rallying Treasury market has 
duped traders into thinking the Fed will slow its rate hiking and thus Growth (economic and stock factor) will be 
back in vogue.  But the 10-year Treasury went from 3.50% to 2.8% because of recessionary worries not because 
the Fed has indicated any shift in policy (the inverted yield curve is the tell-tale).  The Atlanta Fed’s GDPNow is 
telling us that GDP fell 2.1% in Q2.    That would be a recession.  On this note, some are arguing that recognizing 
the recession is more than half the battle and stocks are now home free (perhaps a corollary to the previously 
noted “pulling forward a recession is a good thing” stupidity).  Of course, earnings estimates have barely budged 
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even with the deterioration in management guidance.  And some people are even arguing with the definition of 
a recession.  Potter Stewart would surely be able to recognize this one if he saw it.  Maybe the recent relative 
collapse in commodity prices is going to make the Fed’s job easier.  That is, have we passed peak inflation?  
Perhaps.  But this is no cause for celebration if demand has been crushed - the economic data continues to 
deteriorate.  Of course, we know it is just market volatility with short term noise.  We are happy to trade 
incrementally against ill-founded blips. 

Even the side narratives are pointing more negative.  China reduced its quarantine period for international 
visitors.  But it has also mandated more mass testing and is rolling back freedoms all over again (re the travel 
quarantine, who is actually traveling there anyway?).    US banks have increased their buybacks after passing the 
Federal Reserve’s stress tests.  But lost in the cracks was the Fed increasing the Stress Capital Buffers (SCB) on 
three of the largest banks (JPM, WFC, BAC).  The SCB is the extra cushion the Fed requires banks to hold.  A 
larger required cushion is bad for returning capital to shareholders and loan growth.  Central banks around the 
globe are joining the rate hike chorus with the Swiss move being the most surprising.  And war still rages in 
Ukraine.  On this note, natural gas in Europe is now about 10x than that in the US. 

 Cracks in quality credit 

The Fed is using a new tool called the Corporate Bond Market Distressed Index (CMDI) to gauge the health of 
the bond market.  Surprisingly, Investment Grade (BBB+ or higher) debt is showing more cracks than junk bonds.  
Of course, this is on a relative basis (junk is clearly doing worse on an outright basis).  Whatever the case, there 
is no safe-haven bid (at least one is not warranted). 

 

 

 Positioning is not stretched nor light 
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We always note that there are many conflicting measures for whether investor positioning is stretched.  We 
think Goldman has one of the better measures, and it is sitting just below the flattish level.  The chart shows it 
best (despite the bad graphics from themarketear) most investors unwound heavily into the April and May 
downdrafts in the market.  And they have returned to a neutral stance. The bulls argue there is pent up demand 
for stocks (rationally or not), but that does not seem to be the case. 

 

 

 Earnings Recession, is this time different? 

No.  Goldman tells us that earnings typically fall by 19% during recessions.  And analysts are still expecting 
earnings growth.  These past performance figures resemble our positioning. 
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 Housing Data is still worsening 

Housing Starts picked up (down) right where they left off.  The annualized run-rate fell by 261k from 1.81mm in 
April (which was actually revised higher from 1.724mm) to 1.55mm in May.  Single Family Starts fell 9% in the 
month.  Permits also fell sharply. 

Existing Home Sales in May also fell by 200k vs April (recall Housing data is always an annualized run-rate).  This 
is down 8.6% vs last year. 

Redfin and Re/Max have a whole slew of data in their May housing reports. Most of it points to increasing 
supply and slowing sales.  Bidding wars are slowing.  Houses are sitting longer.  Price reductions are more 
common.  Of course, final selling prices are still sky high.  And Lennar (the homebuilder) is signaling that supply 
constraints are starting to ease.  But we think the Fed hiking rates into an economic slowdown trumps even the 
mightiest of mgmt. guidance wishes. 

 Consumer Sentiment hits another all-time low 

Consumer Sentiment in June hit another all-time low.  Furthermore, the percentage of Americans that expect 
business conditions to worsen over the next year hit 79%.  The Consumer Confidence survey also is starting to 
show signs of cracking.  Recall this one is more sensitive to Housing and Labor while the Sentiment reading 
moves on inflation.   

 Business Spending is still ok 
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Durable Goods Orders for May increased more than expected. This includes the important Core Capital Goods 
aka business spending.  We have surmised that much of this could be the reshoring of business away from 
China.  It is a bright spot while it lasts. 

 Still lots of Job Openings…at least on paper 

The JOLTS report showed a slight decline in Job Openings from 11.4mm in April to 11.25mm in May.  Along with 
this data being a bit stale, we also suspect Goldman Sachs is right when they explain that there is a lot of double 
counting in these openings.  Moreover, we have been seeing more and more Tech companies rescind job offers.  
In general, we think this data is unreliable, and we expect more layoffs vs more hires. 

 Peak Inflation? 

The Core PCE, the Fed’s preferred inflation gage which many think understates inflation, slowed in May vs April.  
The annual number was slowed to 4.7% from 4.9%.  February was the recent peak at 5.3%.  And the CRB 
Commodity Index is down 17% from its peak less than a month ago.  

 Business Surveys continue to deteriorate 

The ISM Manufacturing PMI hit its lowest level in two years.  New Orders have turned negative along with 
Employment (has been negative for two months now).  The Prices component is still elevated, but there has 
been three months of declines.  The Services PMI (according to ISM) also fell again.  New Orders and 
Employment both fell.  The same trends hold for the Markit PMIs (now called S&P Global). And the regional Fed 
indices are the same.  The Philly Fed Manufacturing Index dipped into negative territory.  The Richmond Fed 
Manufacturing Index sank to its 4th lowest reading ever (the others being Covid, Housing crisis, Tech Bubble and 
90’s recession).  Construction Spending also turned negative in May.  The only bright spot has been Factory 
Orders which increased solidly in May.  But even this data is bifurcated with strong Machinery Orders but lousy 
Electrical Equipment and Appliances. 

 China PMI data improving, will it last? 

China’s official Manufacturing PMI in June jumped to 54.7 from 47.8 in May.  Services had a similarly impressive 
increase.  Obviously, these numbers are fake, but there might be a kernel of truth in the direction since the 
communists had started to allow for the resumption of normal life.  Alas, the communists are not relinquishing 
their power.  We expect the next data set to reflect the renewed lockdowns (and general economic malaise).  
We are not buying the stock market rally. 

 Fed-watchers hear what they want to hear 

The twisting of the Fed’s words by the short-term traders (or TV pundits) is becoming predictable.  In today’s 
Fed Minutes (from the meeting two weeks ago), the big takeaway was that the Fed was considering a 50bps or 
75bps hike at the next meeting (July 26-27).  The spin was positive because only 50bps was a possibility.  This 
quibbling over 25bps here or there is lunacy in the grand scheme of the Fed taking rates from 0% to 3.5%. 

Many of the world’s central bankers took their cue from the Fed (or perhaps the Fed took its cue from the 
others already?) and tightened monetary policy.  The Swiss National Bank surprised with a 50bps hike, and the 
Bank of England moved 25bps as expected.  Taiwan and Brazil followed suit.  But given the strength in the USD, 
the market believes the Fed will be the most forceful.  We are long the USD and will look to buy any dips. 

 

 Oil momentum can be vicious 
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In case anyone needed a reminder, short-term trading in commodities is dominated by momentum traders.  
With the “recession is nigh” talk becoming mainstream, the oil longs ran for the hills.  This obviously spilled over 
into the oil equity longs, too.  But none of these price moves changes the severe shortage of spare capacity.  And 
with the US E&P companies on capex lockdown, we should see continued oil profits flow directly into 
shareholder wallets. 

Saudi Aramco, which is nominally a publicly traded company (meaning the Saudis still have complete control), 
told JP Morgan that there has not been any demand destruction seen from its customers.  Recall they hiked 
prices to Asia in the beginning of June. 

There have been some quiet rumors of a peace deal being negotiated in Ukraine (NATO membership in 
exchange for land to Russia).  We will leave this to the geopolitical wonks, but we suspect Ukraine has zero 
interest in letting Russia walk away from this “victorious” (ie with more land). 

 Chart Crime of the week 

The same Bloomberg columnist who purports to want to report all chart crimes tends to have the most 
egregious offenses.  He prefaces the chart below with “It’s interesting to see Bitcoin and the euro move so 
similarly.” 

He tried to cover up the idiocy of his three-hour chart (with dueling axes) with humor.  The real chartcrime 
police are not laughing, Joe. 

 

 Quick Hits 
 The San Francisco school board has reversed its decision to strip its advanced schools of merit-

based admission (a victory for merit). 
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 The same San Francisco school board has reversed a decision to cover up a George Washington 
mural. 

 A while back, we noted how Citibank accidentally paid off some Revlon debt holders by 
accident.  The details are even more fascinating now that they have come to light.  Citi helped 
screw over some bondholders by helping move some collateral from one entity (whose bond 
holders were being screwed) to another (new bondholders who were going to benefit greatly).  
It turns out, the screwed bondholders were in the process of suing Citi for the wrongdoing.  But 
then Citi paid them off by accident!  Citi sued to get its money back, but the bank lost in court!  
Revlon is now bankrupt. 

 During testimony in front of Congress in February, the CEO of Robinhood denied the company 
had any liquidity issues during the Gamestop trading mania.  A month before this, the 
Robinhood president texted “Huge Liquidity Issue” to the COO with the CEO notified. 

 Crazy Cathie Wood aka the Wood Chipper of Ark Invest says her only mistake was getting 
inflation wrong.  Her flagship fund is down about 50% this year.  Other than that, Mrs. Lincoln, 
how was the play? 

 The USPS call center offers different types of music for your listening pleasure while you wait on 
hold.  Tax dollars… 

 Investment companies Janus and Invesco are joining an activist campaign to push for better 
shareholder returns from a Trian entity which is a famous activist investor. Trian owns stakes in 
Janus and Invesco. 

 The cost of the British monarchy this past year increased 17% to about $123mm.  Taxpayers foot 
the bill for the monarchy. 

Trading:  We have mainly stayed the course.  We have slowly added to some Energy longs.  We have trimmed a 
bit of our Healthcare staffing  long as inflation might be rolling into disinflation.  We unwound some short 
exposure on profitless tech as the options market has pushed that pricing to the extreme (basically making them 
50/50 bets which is not the proper payout).  We added a bit of short exposure to China gambling (Macau is 
never coming back is a thesis we are working on).   

TSLAQ:  Last month, Musk announced that Tesla would be cutting 10% of its workforce.  He quickly backtracked 
and said only salaried workers would be eliminated…hourly workers on the front lines would be unaffected if 
not enlarged.  Last week, Musk laid off 200 hourly workers in its Autopilot division. 

 

 

 

Check out our website to learn more about Chalk Creek Partners 

Carlisle's Twitter Financial List 

   Carlisle's LinkedIn 

 

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 
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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. 


