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 Market pain continues 
 Financials kick off Earnings with a whimper 
 Inflation is still hot, but there are more signs of relief ahead 
 Retail Sales contracted surprisingly 
 Housing still looks strong 
 The Fed’s Powell tries to dampen the rising hawkishness 
 OPEC+ still cannot produce enough oil 
 Chart Crime of the week 

 Last 5d % YTD % 1yr % 
S&P 500 4,533  -4.1% -4.9% 21.9% 
QQQ $366.48  -5.4% -7.9% 18.1% 
US 10 YR 1.86% 1.75% 1.51% 1.08% 
USD/DXY 95.6 95.0 96.0 90.5 
VIX 23.9% 17.6% 17.2% 21.6% 
Oil $86.58  4.6% 15.6% 64.1% 

 

The market remains under pressure as traders continue to unwind positions (this morning’s small bounce 
notwithstanding).  Without any new known unknowns (hat tip to Donald Rumsfeld), the “de-grossing” seems 
arbitrary.  Obviously, the Fed’s plan to hike rates continues to put long duration assets out of favor.  But it seems 
to us that the equity market is reacting more to the notional move in the 10-year treasury rate rather than the 
economic data or the yield curve.  That is, if the Fed’s tightening of monetary policy to tame inflation were going 
to severely slow the economy, the business surveys would be a good view into the future (they are mostly mixed 
and still at pre-virus levels).  And the yield curve would be flattening heading towards inversion (2-yr rates higher 
than 10-yr rates).  Put another way, longer term rates would be going lower fearing growth troubles ahead.  
There is some blame to spread towards the virus-fear (not the virus itself but the political effects evidenced by 
teacher strikes and airline cancellations).  But the Fed chorus is sounding more hawkish by the day.  While we 
think the bond market usually sniffs things out first and more accurately, it is not unheard of for the equity 
market to unwind quickly especially after just having reached another all-time high.  The lackluster start to 
Earnings season has also helped damped the mood.  Not even rate cuts in China have been able to bolster the 
market.  But given the manic run, we are only “buying the dip” very slowly.  We are not buying any high-flying 
growth stories (in fact we sold some of our small exposure).   We expect this kind of volatility to continue for a 
while. 
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 Financials kick off Earnings with a whimper 

JP Morgan, a market bellwether and the unofficial beginner of earnings season, reported better net income and 
revenues.  But a big jump in expected expenses for next year soured the mood.  Strong credit trends including 
strong credit card loan growth was not enough for traders.  Here is the quote from the CFO:  “We are in for a 
couple of years of sub-target returns.”  Bottom line:  as usual, the banks ran higher into earnings and then they 
pulled back.  We woulda/coulda/shoulda played this angle.  Morgan Stanly has been the only financial stock to 
not warn on expenses and thus have guided favorably on forward profitability. 

 Inflation is still hot, but there are more signs of relief ahead 

The PPI (Producer Prices aka wholesale and input prices) edged down ever so slightly to 9.7% in December.  The 
monthly increase slowed to 0.2% from November’s 1% increase.  The “core” excluding food & energy also 
slowed to 0.5% from 0.9%.   

One area of the inflation calculation that is always confounding is the housing calculation.  We have written 
about this before…the government uses Owner Equivalent Rent (OER) to guess monthly costs.  And this OER 
data historically has a two-year lag to housing prices!  This is one thing that tripped up the Fed in its previous 
“inflation is transitory” mantra.  We know we keep pounding the table on the slowing rate-of-change on many 
prices.  So here is another one:  rents declined in December vs November. 

 

 

Of course, rents are still “too damn high.”  The ratio of the median home price today relative to rental prices and 
the median income is in the lowest quintile over the last 50 years.  Houses are still cheap! 
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We have pointed out how used car prices have been a big contributor to inflation.  They are the root cause of 
about 1% of the 7% move (so 14.3% of the total).  Before 2021, used car prices contributed 0% to inflation 
(obviously there was little inflation, but 0% is still pretty low). 

 Retail Sales contracted surprisingly 

Retail Sales contracted surprisingly in December (-1.9% vs November).  And we cannot blame vehicle sales.  This 
was the sharpest drop since February of last year, and the first drop in five months.  While this data can be 
volatile, most indicators (like the weekly Redbook Retail Sales) had pointed to sustained strength.  This is likely 
just a one-off considering much of the holiday shopping season started as early as October.  But if January is bad 
(some are expecting a large amount of Christmas returns because people may have ordered what they could get 
instead of what they wanted), then the eventual slowdown we are expecting may come a bit sooner. 

 Housing still looks strong 

Housing Starts and Permits in December both surprised to the upside.  Starts are almost back to their recent 
peak in March of 2021.  Permits are even more impressive with a sharp four-month acceleration.  Higher 
mortgage rates might cool some of this enthusiasm, but with the current back log, a real dent is unlikely.  The 
Housing Market Index (home builder sentiment) in January remained steady (it has been solid for three months 
after the anomalous dip in late summer).  We like Housing stocks despite the move higher in interest rates.  We 
think rates will stabilize and builders will be able to capitalize on better input prices and steady demand. 

 Other Economic Data is mixed 
 Business inventories increased at a strong 1.3%.  Supply chain easing? 
 Consumer Sentiment missed and dropped back near its all-time low.  The Inflation outlook for 

one year is 4.9%.  The 5-10 year outlook is 3.1% 
 Industrial Production fell slightly in December.  Total production is just off its virus-fear high.   
 Empire State Manufacturing fell sharply into negative territory.  The Philly Fed jumped higher 

more than expected. 
 Jobless Claims moved higher. 

 

 The Fed’s Powell tries to dampen the rising hawkishness 

Last week, Fed chairman Powell attempted to add a hint of dovishness saying the Fed would not automatically 
be hiking rates in March.  Since then, there seems to be a mounting chorus from other Fed members to, indeed, 
raise rates rather soon.   

During her confirmation hearing to be vice chair of the  Fed, Lael Brainard emphasized that taming inflation was 
the Fed’s number one priority (the actual mandate is “maximum employment, stable prices, and moderate long-
term interest rates”).   She wants the old 2% target back while sustaining a recovery that benefits everyone.   

Chicago president Evans and Fed governor Waller also joined the calls for rate hikes.  And it is worth noting that 
the Midwest contingent of regional Fed bank presidents rotate into voting rolls this year (four of the 12 
presidents rotate every year).  Mester of Cleveland (aka Carol Burnett), Bullard of St. Louis, and George of 
Kansas City have all been hawkish for a while.  The fourth vote is from Harker of Philly (who is rotating in due to 
an interim president in Boston thanks to the Fed trading scandal).  Harker just this week voiced the possibility of 
five interest rate hikes this year. 
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It is also noteworthy that Biden has finally nominated three new Fed governors.  They are all politicians or 
professors (often one in the same).  That is a bad combination (not to mention one of them went to our alma 
mater Amherst College…that should be a huge red flag for judging sanity). 

 OPEC+ still cannot produce enough oil 

OPEC released its official production levels for December.  Just as we had surmised, the numbers are well below 
their targets.  Some are putting a positive spin on the data (which would be negative for oil) because production 
was not as bad as some outlets have reported.  And it seems that Iran, Venezuela, and Libya are all producing 
more oil than expected (they are not bound by the quotas, but the bar is still very low).  But ultimately, Saudi 
said it would not be producing any more oil to fill in shortfalls. 

China is taking a page out of the Biden playbook and is going to release oil from its reserves.  Remember how 
well that worked in the US? 

 Chart Crime of the week 

Leave it to the Bitcoin crazies to look at the rate of change of the 2-year Treasury yield.  When rates are zero 
percent, the rate of change is going to look pretty outrageous.  The reality is it has moved about 0.85% in the 
last year. 

 

 

 Quick Hits 
 The FDA is revoking its 70-year-old definition of French Dressing. 
 Kim Kardashian and Floyd Mayweather are being sued for pumping and dumping a fake crypto 

coin. 
 The state of Washington rebuffed an offer from one of its counties in helping clean up after a 

winter storm because the county does not have a vaccine mandate. 
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 Boston’s public schools have an “open-window” mandate.  Recent lows have been six degrees. 
 There is a new study showing that “doing good does not necessarily mean doing well.”  This is 

blasting so-called ESG funds that simply buy the market index but charge exorbitant fees. 
 The government has not collected $114b of student debt payments because of Covid waivers.  

JP Morgan expects the tally of defaults to reach over $400b.  About $1.6t in debt is outstanding. 
 A new study shows the use of the words “conclusions” and “determine” are in decline in 

literature and journalism.  Replaced with:  “Feel and “believe.” 
 Tiger Woods is coming out with a SPAC. 
 UK oil production has dropped from 3mm barrels per day in 2000 to 850k today. 
 Crypto.com halted withdrawals after “suspicious activity.”  Some might think halting 

withdrawals would qualify as “suspicious activity.” 
 

Trading:  We have been adding very slowly to positions we think can whether a mild economic slowdown (a 
major economic slowdown kills everything).  We cut a small bit of our limited exposure to High Growth.  We 
actually think some of these names should not be classified as High Growth since they have morphed into 
companies that make money and are not insanely valued.  But we do not want to fight the market.  We will wait 
for a better entry.  We have been adding slowly to our cash-generating (novel concept) Value stocks.  We are 
holding on to most of our cash.  

 

TSLAQ:  Tesla quietly pushed back the launch of its Cybertruck to 2023.  In other news, Generalissimo Franco is 
still dead. 

 

 

Check out our website to learn more about Chalk Creek Partners 
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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. 


