
Chalk Creek Partners LLC 1 Registered Investment Advisor 
 

 
 
Weekly Update 
23-Feb-2022 
Carlisle C. Wysong, CFA 
Managing Partner 
 

 This market stinks, and it is not just Ukraine 
 Is the retail investor pivoting? 
 Housing is ok, but some of the data is starting to be distorted 
 Labor market still seems ok – for now 
 PMI’s show a decent rebound in economic optimism, but it is likely fleeting 
 (Non)-Leading Indicator is late but still accurate 
 We need to include inflation in Retail Sales data 
 Is Consumer Confidence back?  Not really 
 The market is telling the Fed to not hike rates blindly 
 Another artificial oil supply boost to the inflation-rescue?  Hardly 
 Quick Hits 
 Chart Crime of the week 

 Last 5d % YTD % 1yr % 
S&P 500 4,475  -5.6% -11.3% 8.8% 
QQQ $356.04  -7.5% -17.2% 2.7% 
US 10 YR 2.00% 2.05% 1.51% 1.38% 
USD/DXY 96.2 95.8 96.0 90.2 
VIX 31.0% 24.3% 17.2% 21.3% 
Oil $92.25  -1.5% 22.5% 49.3% 

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

 
 
The swirling market narratives have shifted to one dominated by Putin and his advance on Ukraine.  This is 
surely the human story of the day and deserving of front-page headlines.  But we think the market is still 
predominantly driven by the Fed and its upcoming actions.  A simple glance at the weekly performance 
differential between the broad market (S&P 500 -5.6%) and Fantasy Tech (aka ARKK -16.5%) tells the story as 
well as any.  Global growth can take a hit if tough sanctions are levied on the Russians.  But this would pale in 
comparison to a 1.50-2.00% hike in interest rates while the economy was already slumping.  Not to mention, it 
does not look like serious sanctions are hitting any time soon.  But the caveat here is that the Ukraine situation 
might back the Fed off the cliff.  Biden is already diverting the blame for inflation to the geopolitical tensions, so 
the Fed might revert to its old “transitory” narrative.  But we do not think this is imminent.  We suspect the Fed 
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will forge ahead and only realize their mistake when it is too late.  (Remember, we think the Fed should have 
hiked last year to avoid the corner-painting.) 
 

 Is the retail investor pivoting? 

The latest AAII Sentiment Survey (takes the pulse of individual investors) showed the smallest number of Bulls 
since 2016.  This is also about the trough level for the past 20 years.  This data on its own does not do much for 
us as the bearish views tend to be fleeting over time as they turn back into bulls (and rightfully so).  But we are 
hearing anecdotal reports of retail investors jumping on the Put option bandwagon.  Just as the Roaring Kitties 
and Apes pushed GameStop and AMC to ridiculously high levels, this same army of traders just might be turning 
their sights onto bets on market weakness (but not their beloved overvalued garbage companies).  Recent Put 
option volume on the S&P outweighs Call option volume by 6-10x in the short-dated expirations.  There is a 
technical indicator that tracks accelerating volume on accelerating percent changes in price (this is called the 
Price Volume Trend or PVT).  The PVT for short-dated Puts has exploded while the PVT for short-dated Calls has 
collapsed.  This is not all retail traders of course.  And it is computation is somewhat tautological/circular. But 
considering they were moving the market on the way up via Call options, it is very plausible to think the reverse 
is true.  Also, the amount of penny-stock trading has plummeted in the last year.  We just had the 11th-straight 
monthly decline in trading volume in OTC stocks (not listed on any exchange).  Daily volume is down 75% from 
last year.  Time to short the meme stocks, perhaps? 

 Housing is ok, but some of the data is starting to be distorted 

Housing Starts in January slowed and missed expectations.  But Housing Permits moved higher and beat 
expectations.   Supply is still the constraint - not demand.  Builders still cannot get the materials or the labor.  
The chart below is one of the few housing metrics that eclipses the heady days of the previous housing boom.  

The other standout metric is the inventory of existing houses for sale.  This reached an all-time low of 1.6 
months in January (860k homes in total).  Existing Home Sales jumped 6.7% in January vs December, but this 
was a drop of 2.3% vs January 2021.  The median home price hit $350k which is up over 15% vs last year.  But 
this is distorted as low-end home sales dropped 23% (under $250k), and high-end sales jumped 39% (over 
$1mm).  The percentage of homes selling for all cash is up to 27% from 19% last year.  Similarly, the percentage 
of buyers that are investors jumped to 22% from 15%.  We think the likely scenario under which supply 
increases is a further deteriorating economy.  We exited our long bet on housing with a loss. 
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 Labor market still seems ok – for now 

The number of people sitting out from work because they are sick or caring for someone that is sick dropped by 
1mm people from early January to late January.  The drop, along with the whole shape of the curve, obviously 
follows the virus-fear waves.  We highlight it to refute the notion that these people will remain out of the 
workforce in perpetuity.  Family Guy is out of money.  And his money is worth less now (inflation).  But it is 
encroaching upon being too late.  If the economy slows (with the Fed doing its part), those Job Openings and 
Quits are going to plummet. 
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 PMI’s show a decent rebound in economic optimism, but it is likely fleeting 

The early Markit Purchasing Managers Indices for February (business surveys) surprised with strong bounces.  
Manufacturing moved higher to 57.5 (vs 56 in Jan) and Services jumped to 56.7 (vs 52.2 in Jan).  Contrary to 
these, the regional Fed surveys are still sucking wind.  Both the Philly Fed Manufacturing Index and Richmond 
Fed Manufacturing Index fell back near zero with sharp declines.  Europe showed similar strength in its Services.  
But its Manufacturing had a slight downtick.  We think the rebound is more of a head-fake after the depressed 
levels of omicron in January. 

 (Non)-Leading Indicator is late but still accurate 

The Leading Economic Indicators (LEI) went negative with a -0.3% drop in January.  We always joke that this data 
release is not leading at all since it simply aggregates data that has already been released.  Nonetheless, it does 
provide a simple snapshot of the direction of the economy (into negative territory). 

 We need to include inflation in Retail Sales data 

Last week we commented that the Retail Sales numbers were not as strong as they seemed on the surface.  Our 
theory was a usual one for us:  The rate of change is slowing which is the beginning of the turning process.  But 
we forgot to add one more key element when looking at Retail Sales:  They are one of the few economic data 
points not adjusted for inflation.  Needless to say, this is another reason to downplay one of the few strong bits 
of economic data. 

 Is Consumer Confidence back?  Not really 

Consumer Confidence as measured by the Conference Board remains steady.  But it is worth highlighting that 
this survey differs from the University of Michigan Consumer Sentiment which has been tanking lately.  The 
Sentiment is a better measure of consumers’ s expectations for prices.  The Confidence measure does a better 
job of picking up on changing attitudes in the job market.  These make perfect sense.  

Eurozone Consumer Confidence in February remained underwater.  Unsurprisingly, cold-weather countries near 
Ukraine have far weaker confidence than those warmer countries further away. 

 The market is telling the Fed to not hike rates blindly 

Not much has changed in the Fed landscape as far as official statements go.  Jim Bullard of St. Louis reiterated 
his call for 100bps of hikes before July 1.  He also wants to start the balance sheet runoff process in 2Q (after 
increasing the size of the balance sheet in Q1).  Loretta Mester of Cleveland (aka Carol Burnett) still supports a 
hike in March and potentially increasing the speed of hikes.  But the market knows the economy is weakening 
(rate of positive change is slowing) and the Fed might go on to make a mistake (fighting inflation will necessitate 
some Fed hikes but not at the expense of wrecking the economy and market in one fell swoop).  A week ago, the 
market was thinking seven hikes this year (25bps each).  Now the market thinks five hikes are likely. 

 Another artificial oil supply boost to the inflation-rescue?  Hardly 

Oil continues to grind towards $100 a barrel.  We have been saying that not much of the move has been driven 
by the Ukrainian situation.  But rather, the normalizing of demand and the extremely tight supply conditions 
have made for the perfect storm.  But we do think some of the recent move is attributed to the heightened 
geopolitical tensions.  Some of this tension can be very tangible:  if Russian oil companies are sanctioned, that 
further reduces the supply picture.  Some of the tension is just the typical trading reaction to tanks and guns.  
But we can also see this short-term (hopefully) tension manifest itself in the shape of the oil futures curve.  Back 
in August, the spread between the front month and 6-7 years out was about $15.  Now this spread is about is 
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about $28 (this is still a stark move into backwardation when accounting for percentage moves).  This 
backwardation happens when there are sudden spikes in demand or when the perceived change in price is 
thought to be short term in nature (like geopolitical tension/noise). 

Apparently, the Biden administration is going to try and control oil & gas prices through another release of 
inventory from the Strategic Petroleum Reserve.  The administration has been leaking hints in an effort to move 
the price lower.  Considering the last attempt at price manipulation resulted in nothing but a one-week pullback 
in spot prices, the market is not giving much thought to round two of this idiotic plan.  As we said last time (in 
November), this is not called the Tactical Petroleum Reserve for a reason. 

In another comedic twist of irony, government officials are apparently willing to negotiate further with Iran to 
help ease oi & gas prices.  There had been talk that any deal would not include oil sanction waivers right off the 
bat.  But now inflationary pressures (the ultimate political bogeyman) are changing the administration’s stance. 

 Chart Crime of the week 

This chart was presented as evidence that inflation is not a problem…that it will go away as soon as the virus-
fear recedes.  Covid and the bumbling governmental efforts to combat it might have caused inflation.  But the 
aftermath of the bumbling, governmental efforts will be with us for a while (even if price increases start to slow, 
that doesn’t mean inflation will normalize instantly). 

 

 

 Quick Hits 
 Mike Novogratz, considered one of the shepherds of the crypto space, says bitcoin will trade in a 

30k-50k range.  Helpful? 
 Brooks is the top-selling, adult running shoe in the US. 
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 There is a bill in Congress looking to abolish funding for sports stadiums from tax-exempt 
municipal bonds.  One of the reasons for the bill according to one of its sponsors:  The alleged 
sexual harassment inside the Redskins organization. 
 

Trading:  We continued to shift exposure away from Tech or other high beta securities.  We have selling rallies 
up to this point.  With rallies few and far in between, we might just need to sell into weakness.  We do not like 
doing this especially since some of this market turbulence is surely short-term in nature.  But with the Fed hiking 
rates into a slowing economy, we still want to be defensive.  Obviously, we wish we had done this as a wholesale 
move a month ago.  But the data has only been decelerating giving us more confidence.  It is no coincidence that 
the market has followed suit.  We still have a large cash position and are heavily weighted towards defensives 
stocks (not defense stocks although those would not be bad either).  But we might just take this positioning 
further. 

TSLAQ:  Musk compared Trudeau to Hitler.  A Chavez comparison is probably more apt. 
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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. 


