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 Last 5d % YTD % 1yr % 
SPX 3973 2.2% 6.1% 53.7% 
QQQ 319.1 2.3% 1.8% 67.2% 
US 10 YR 1.75% 1.64% 0.92% 0.61% 
VIX 19.4% 19.8% 22.8% 57.0% 
Oil 59.43 1.5% 22.2% 189.0% 

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

 

This market is proving even more resilient than we thought.  Last week, we guessed that the breakdown in the 
standard rotation among sectors was a sign that the market could be ready to move higher.  While bullish, we 
were still leery of any potential landmines (higher interest rates, changing tax policy, vaccine hiccups, rich 
valuations, etc).  We have used the term “fragile.”  But we cannot say we expected a giant hedge fund blow-up.  
Nor could we have imagined that the largest margin call on record would not even impact the market!  
Ironically, the spectacular nature of the implosion contributed to it being an isolated event.  That is, Archegos, 
the “family office” at the heart of the matter, held so few and extremely concentrated positions that there were 
no reverberations.  The pundits have tried to pick apart this trade and its meaning for the market.  Ultimately, it 
was just one lunatic rich-guy who put all his eggs in one basket.  The market killed his portfolio, picked over its 
carcass (us included), and moved on. 

Early credit card data is telling us that the latest batch of free money is being spent on e-commerce.  Spending 
growth during the week ending March 20 increased 74% vs last year compared to 60% growth the week before.  
These comps are hard to read given the chaos about a year ago.  But the point is that the trend is accelerating.   
This dovetails with our comment last week that there has been a drop-off in Retail participation in the stock 
market (and perhaps Bitcoin).  But obviously consumption ultimately finds its way into the stock prices. 



Chalk Creek Partners LLC 2 Registered Investment Advisor 
 

 The Archegos trade 

The Archegos trade:  it bought its handful of stocks via “total return swaps” with brokers.  These are common 
instruments in the institutional world.  The mechanics are simple.  If Archegos wanted to buy 5mm shares of 
Viacom “on swap” with Goldman, Goldman would go buy the shares themselves in the marketplace.  Goldman 
would then enter a swap agreement with Archegos using its average purchase price of the VIAC shares as the 
price where the swap is struck.  Goldman is completely hedged (except for counterparty risk…rather important 
in this case):  it bought the stock in the market and sold the economics of that position to Archegos at the exact 
same price (plus a commission).  And Archegos has the full economic exposure.  Goldman can only lose money if 
Archegos loses money and refuses to pay the piper.  Very basic.  Sometimes these swaps are used to avoid taxes 
or fees (every hedge fund trade in the UK is done this way to avoid the transaction tax).  Sometimes they are 
used to access markets that are not available to certain investors (China, Saudi Arabia, Brazil, etc).  Sometimes 
they are used to mask the true identity of the holder.  And sometimes they are used to increase the leverage of 
the end buyer.  Combining these last two is what got all the players in hot water.  Importantly, Archegos was 
masking its holdings from other brokers so they could do the exact same trades with multiple brokers.  No 
broker in their right mind would extend extreme leverage to an entity that was already levered to the hilt.  But 
while the going was good, the stocks were rocketing higher, and the brokers were collecting huge amounts of 
commission.  The whole scheme (maybe market manipulation but that will be hard to prove) unraveled when 
Viacom itself decided to sell stock after the crazy run up.  Goldman and Morgan Stanley were probably the first 
to figure out Archegos was just a different brand of Ponzi scheme:  The only way it could keep going was to keep 
buying.  We are guessing that not only were GS and MS the first ones to exit the positions once Archegos could 
not pony up more cash to cover the loans embedded in the swaps, but they likely shorted other securities that 
were vulnerable.  For example, Credit Default Swaps on Morgan Stanley shot up in price right before this 
debacle unfolded (CDS are basically inverse shorts on the credit/bonds, so a higher price means the credit is 
deteriorating and the short is working).  There is a good chance that GS knew that MS was carrying some of 
these same swaps, and MS’s credit could be hurt by the exposure.   One more thought:  lots of pundits were 
calling this a once-a-decade unwinding.  We guess they forgot about the GameStop saga two months ago? 

 And still more buybacks 

We recently pointed to the increase in buybacks as a source of support for the market.  Further to this, the Fed 
announced that banks will soon be able to buyback stock and pay dividends if they meet certain capital 
requirements.  The banks had been restricted in returning capital to shareholders based on trailing income 
(which was an impossibly high bar to reach because of the massive provisioning banks have taken in fear of loan 
losses).  The new (and proper) measure will allow for healthy banks to make capital allocations based on fiscal 
prudence and not irrelevant accounting measures. 

 Official inflation running cool, but don’t ask businessmen 

Official Inflation continues to run cool.  The PCE (Personal Consumption Expenditures, the Fed’s preferred 
gauge) increased 1.6% on an annualized basis in February.  The “core” inflation was even lower at 1.4%.  Recall 
the Fed’s target is 2% but it wants to see it run hot for a while.  Of course, if you ask business leaders if there is 
inflation, the answer differs from the government stats.  Sometimes the inflation is direct as we mentioned last 
week.  Here is a snapshot of global inflationary pressures. 
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Sometimes it is more qualitative in the form of slow delivery times. 

 

 Home improvement is still improving 

Apparently, home improvement is still improving.  Google Trends data show searches for outdoor furniture, 
outdoor grills, house paint, etc are all surging above the 2019 peak levels and are heading back to the 2020 
lockdown peaks.  Outright searches for Lowe’s are up 11% vs 2019 (Home Depot typically has more searches 
which matches its larger sales base:  $132b in revenues vs about $90b for LOW.  But Lowe’s seems to be 
improving more rapidly.  We chose to be long Lowe’s instead of Home Depot because the former is more suited 
to DIYers and it comes at a slightly cheaper valuation.) 

Pending Home Sales dropped almost 11% on a monthly basis in February compared to January.  Realtors are 
blaming the incredibly low supply of homes for sale.  Also, again, the crushing weather surely played a role (“and 
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don’t call me Shirley”).  We are still waiting for March data to get a better read on the Housing market.  We are 
still riding our small, long exposure in the meantime. 

 Other Economic Data is strong 
 The Dallas Fed Manufacturing Index for March surged to a three-year high.  Following a familiar 

theme, Texas rebounded from the terrible weather in February.  The Chicago PMI also surged 
higher. 

 Consumer Confidence in March hit its highest level since the virus fear struck. 
 ADP’s guess at the Employment Report (private payrolls) is a gain of 517k jobs.  This is close to the 

expectation for the official number which is out Friday (only day of the year during which the bond 
market is open but not the stock market). 

 Personal Income fell 7.1% in February vs January; this was expected.  “Stimmie” checks hit in 
January accounting for the artificial boost (a 10% increase vs December).  And the weather was 
blamed for further softness, too. 

 
 Chart Crime of the week 

It does not get much better than this:  “Hypothetical Price Behavior” 

 

 

 Quick Hits 
 Rutgers is forcing students to be vaccinated but not faculty and staff. 
 There are more realtors in the US than homes for sale. 
 Grape Nuts cereal was selling for $110 per box on the black market earlier this year.  Post will  

reimburse these enthusiasts. 
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 The California Board of Education has approved an “ethnic studies model curriculum” which 
instructs teachers to lead students in “ethnic studies community chant:  Students first clap and 
chant to the god Tezkatlipoka…” 

 64% of Chinese stocks listed in the US do not make money. 
 Apparently, there is a Robinhooder facing an $800k tax bill on $45k of gains after $40mm in 

trades. 
 Day-trading Robinhooders should learn how the Wash Sale works (cannot always offset short 

term losses vs gains). 
 An Italian mobster on the lam was caught in the Dominican Republic after he was posting 

cooking videos on YouTube. 
 Kevin from the TV show The Office made over $1mm last year on Cameo. 
 Illegal immigrant children in San Diego will be taught school in person while citizen children 

must “attend” school remotely. 
 Disney measures the wait time for rides by distance and not people. 
 We are not quite sure what to make of this news: “WisdomTree Japan Hedged Equity Fund 

declares quarterly distribution of $0.0000.” 
 Family Offices do not have to disclose their positions via regular SEC filings (13F).  This is another 

stellar provision of Dodd-Frank.  “Conservative investments to preserve family wealth.” 

 

Trading:  We bought some of the hedge fund margin-call names that were puked by the confiscating brokers.  
We bought small slices of Viacom, Discovery, and FarFetch.  We also bought some Morgan Stanley which was 
being hit for being believed to be incurring losses from the beached whale.  But we suspected that Morgan 
Stanley and Goldman were ahead of the game and avoided significant losses (they probably made money as 
they moved quickly in other spots).  The less savvy of the risk-managers like CS, Nomura, and Mitsubishi were 
left holding the bag.   

For what it is worth, Merrill’s clients were large net buyer of ETFs last week while selling single stocks.  This is the 
opposite of what we have been doing.  We think it is worth diversifying away from the Big Tech-led indices 
(ETFs).  And we like specific factor exposures right now (higher interest rates, long heavily shorted 
stocks/sectors, long Recovery vs Lockdown, etc).  To be fair, Merrill says much of the ETF buying was along 
sector lines so perhaps there is some factor selection in the thinking.  Industrials remain the lone sector seeing 
individual stocks being bought.  Frankly, we could use some more long exposure to Industrials.  But we continue 
to slowly increase our longs in Energy and Financials which play on the same theme as Industrials. 

TSLAQ:  Just when Tesla was starting to get boring, we were treated to a frenzy of leaks, claims, walk-backs, and 
whatever else fits the narrative.  Electrek, one of the media mouthpieces for Tesla, reported that the company 
will deliver 15 trucks to Pepsi this year.  You know the Villain is craving for the spotlight to return when this 
amounts to “news.”  Considering the “Semi” was promised in 2019, we will not hold our breath.  And lo and 
behold, fast forward two days:  Answering a random tweet about Semi production, the Villain tweeted back: 
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Realizing he messed up the narrative, Musk had Electrek put out a story about Tesla getting another order for 10 
whole trucks.  Apparently, the US government is subsidizing a California subsidy program that promotes some 
“Zero-Emission Trucking-to-Warehouse” initiative.  The web of crony-capitalism is thickly tangled.  But then 
Musk again tweeted that he thought the Semi could not get up to scale production this year.  Feeling the error 
of his way, the Villain instructed Electrek (by the way, the owner/publisher at Electrek has fully admitted to 
being long Tesla shares) to release a story how Tesla will be building a new Semi production line in Nevada.  
Apparently, this site will produce five trucks per week.  The real promotion of the week came in the form of 
Tesla potentially joining up with Toyota to make an SUV.  The Teslavangelists praised this as good news.  Not 
only we will not hold our breath, but we also caution the cheerleaders about turning Tesla into an actual car 
company and thus having the appropriate valuation multiple assigned to its nonexistent earnings. 

As an aside, Volkswagen announced it was changing its operating name in the US to Voltswagen.  We thought 
this was funny and a clever attempt to get in on the stock promotion game.  Alas, we used the past tense 
(thought) because it was an April Fool’s joke come early (and perhaps gone awry)! 
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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. 


