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 The “pivot” is back, but be careful what you wish for 
 Earnings are bad and so is sentiment 
 Business surveys are still deteriorating 
 Housing – nothing has changed 
 China data is released after the communist confab 
 The Fed is not in Canada 
 Quick Hits 
 Chart Crime of the week 

 Last 5d % YTD % 1yr % 
S&P 500 3,831  3.7% -18.7% -15.0% 
QQQ $277.93  2.8% -29.8% -26.2% 
US 10 YR 4.05% 4.23% 1.51% 1.58% 
USD/DXY 110.5 112.8 96.0 93.9 
VIX 27.5% 30.0% 17.2% 16.5% 
Oil $88.45  2.9% 17.7% 7.0% 

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

 

We have used the Led Zeppelin title, “The Song Remains the Same” before, but it seems more appropriate than 
ever now.  The market is back believing in the effusive “Fed pivot.”  But instead of jamming to Jimmy Page, this 
pied-pipering follows the tune of Nigel Tufnel.  If this “pivot” were to be true, if the Fed were to pull back a 
0.25% hike here or there, what impact would this have on the downward spiral in the economy?  If anything, it 
would only cement the notion that the Fed is being successful in slowing the economy.  A slight tweaking of 
policy will not send the economy back to 11. 

As for this pivot narrative, its resurfacing came via a Walls Street Journal report noting the Fed was actively 
discussing how and when to slow down the hikes.  Our retort to this is of course the Fed is thinking about this!  
They are not blindly following the same path as the infamous “autopilot” in late 2018 (of course, the Fed 
members have been clear about their forecasts and what it would take to change them).  The “pivot” really 
kicked into gear after some lousy economic data (PMI data, aka business surveys, were weak across the board).  
The market was celebrating the deterioration of the economy. 
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We would add that what was once an about-face to start cutting rates, the “pivot” is now meant to only be a 
pause or a slowdown in the hiking.  As we have stated before, looking at the history of Fed rate hikes and their 
cessation, the lag time before the market turns is over a year.  So even if the “pivot” turns into reality, this is no 
cause for celebration (but the market would surely rally in the short term). 

One quirk to the latest market bounce (since the terrible September CPI inflation report on October 13th) was it 
was mostly an equity move (the research shop Hedgeye calls it “Uniquely American FOMO” led by short 
covering etc…we certainly agree).  Bond yields remained elevated, and the USD showed nary any weakness.  The 
Volatility index (VIX) only nudged a bit lower despite the equity rally (these two are inversely correlated).  But as 
the rally has intensified, starting with the WSJ report, bond yields have slowly started to ease (the 10-year 
treasury has moved from about 4.3% to 4%).  The same goes for the USD.  And Volatility has started to 
accelerate to the downside.  Perhaps, for the first time in history, the equity market is the leader.  We doubt it.  
The treasury curve is still deeply inverted (more of a sign of a recession than easing monetary policy).  And the 
USD has weakened mostly because of overt interventions by central banks.  We do not think there is any reason 
to believe in the recent relative strength of the Great British Pound, the Japanese Yen, or the Chinese Yuan.   

As for the other factors, China is clearly a risk to the markets if not the world order as Xi replaced every reformer 
or quasi-capitalist with a hardliner of the same ilk as himself.  The US administration has (probably rightfully) 
started a new trade war without the incessant media focus.  China lockdowns have not disappeared despite the 
passing of the national congress.  The truth is slowly coming out about Tesla (tied to China’s fate, not a growth 
company in the West, and surely not a technology company).  The UK is still a mess, and it has been leading the 
US by a quarter or so (for all things really:  Covid cases when they “mattered,” inflation, bond problems, etc). 

 Earnings are bad and so is sentiment 

Earnings continue to miss with about a 1% shortfall.  And this is against the lowered bar we have been 
referencing (and not including the ugliness from Google and Microsoft)..  There is always a plethora of ways to 
view this data (more art than science).  But the rate of change is still what matters most to us.  We basically are 
going from strong earnings growth last year to mild earnings growth in the first half of this year, to flat/negative 
earnings growth now.  And the coming quarters do not look much better. 

Corporate sentiment is also important especially when it turns negative.  According to Merrill, sentiment 
(loosely defined as positive words minus negative words during earnings conference calls) is still worsening.  
Earnings tend to lag sentiment by a quarter (which is logical considering most of the positive/negative 
commentary is usually geared towards the future). 
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Of course, the data is not so simple.  Sentiment might be deteriorating, but it is doing so at a slower level.  We 
think this is more of a reflection of how hot sentiment was last year.  Nonetheless, this is a rate-of-change 
improvement (albeit second derivative).  But we still expect Earnings to move towards sentiment vs the other 
way around. 

 

We also like to watch the reaction to Earnings.  According to Simplify, the breakeven for Earnings surprises has 
been around 4.5%.   This means an earnings beat of 4.5% results in 0% price change.  Below is a similar 
interpretation from the Wall Street Journal.  We do not get too caught up in individual moves around earnings.  
But we do think the broad reaction underscores the sentiment in the market.  This chart is certainly not extreme 
relative to the last three years, but we think this quarter’s positive earnings have probably been among the early 
reporters (financials).  Moreover, the recent upward bias in the market has impacted the moves (obviously).   
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 Business sentiment is still deteriorating 

And following the sentiment from earnings calls, Markit’s Composite PMI (Flash or early read for October) 
dropped further into negative territory.  Manufacturing, which had been holding steadily above the breakeven 
level, fell over two points to be negative.  Services, meanwhile, slumped even deeper into negative territory.  
The market took this recessionary canary as good news. 

 Housing – nothing has changed 

New Home Sales in September dropped sharply from August.  But recall August had an out of character jump.  
The 603k run-rate is about where the trend was heading back in the spring before the volatile summer (likely 
driven by fast moving mortgage rates).  If Pulte Home’s cancelation rate (24%!) is any indication, then we know 
where these sales are going. 

Raymond James highlighted an interesting stat for the housing market.  The monthly payment for a median 
existing home is now 42% of the median family’s gross income (for homes purchased with a 7% mortgage, 
obviously this is not true for homes with cheaper mortgages already in place).  The peak percentage was 40% 
during the 2006 housing bubble.  We are still short Housing and related Retail. 

And weekly Mortgage Applications fell again. 

 China data is released after the communist confab 

As for the delayed economic data out of China, GDP was a bit better than expected at 3.9%.  But considering the 
official target for the year is 5.5% growth, reality is starting to sink in.  Moreover, Retail Sales dropped from a 
5.4% gain in August to 2.5% in September.  Industrial Production did accelerate, but we are always skeptical of 
this data (roads to nowhere, empty buildings, or just made up completely).  China’s House Price Index continues 
to decline.  It is worth noting that the most reliable data, international trade, did show an increase in exports 
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(slower vs August, but still a strong clip at 5.7%).  This potential increase in global demand would be a positive if 
a trend develops.   

 The Fed is not in Canada 

Another source of “Fed pivot” frivolity came from the Bank of Canada (the central bank).  It only hiked rates by 
0.50% when 0.75% was expected.  But as we have been writing, like Australia, the Canadian economy is much 
more intertwined with Housing than the US (although the US is quite high).  And Housing in Canada is making 
our market look strong.  We would not extrapolate or project Canadian monetary policy onto the Fed’s. 

 Chart Crime of the week 

We try to avoid politics.  Having a bias is the quickest path to ruin.  But we also point out idiocy when it is overly 
glaring.  The White House bragging about the deficit coming down in 2022 is farcical.  Looking at the deficit as a 
percentage of GDP, the range over the last 95 years is 0% to -5% with a few exceptions (WW2, Housing crisis, 
virus-fear).  In 2019, it was -4.6%. 

 

 

The following chart is inverted (it uses negative numbers).  That last little squiggle up on the right is the zoom-in 
of the above chart.  Not exactly brimming with fiscal prudence. 
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 Quick Hits 
 The criminal fraudster behind the ill-fated Fyre Fest is launching another festival venture. 
 McRib is coming back this week for the last time. 
 Someone sent Facebook and Google fake bills for them to pay.  He (and his enterprise) stole 

$122mm. 
 Spray-on dry shampoos are being recalled for containing benzene.  Apparently, the benzene 

reacts poorly with the propane and butane which are also in the products.  We are glad we do 
not know what the heck are dry shampoos. 

 The NBA considered a “relegation” system to prevent teams from tanking for draft picks.  
Relegation is one of the few redeeming qualities of professional soccer. 

 Bloomberg had an op-ed urging the elimination of daylight savings which the author claimed 
was when the clocks turn back in the fall.  Daylight savings is when the clocks turn forward in the 
spring. 

 Adidas will keep selling Kanye West gear under different branding. 

 

Trading:  We took the opportunity to trim a little of our speculative longs.  We obviously like the positions, but 
we know they face an uphill battle in a Fed tightening/recessionary environment.  We added to our short 
exposure, as well.  We did a mix of Big Tech and Retail (including e-commerce).  We even got another bite at the 
EV apple (not Tesla but we remain short that one, too). 

TSLAQ:  Now we know why The Bond Villain has been playing his role so adeptly.  His jocular tweets with Putin’s 
right-hand man (Medvedev), complaining about not getting paid for his Starlink satellite donations, and his odd 
calling for Taiwan to be a part of China were all a part of his plan to get disqualified from buying Twitter.  But his 
escape plan seems to be backfiring.  Lawyers and national security experts seem to be in agreement that any 
review of Musk’s ownership cabal will only result in some of the foreigners being dinged from ownership.  
Iinstead of Musk getting out of the deal for national security reasons, he will have to pony up more money.  The 
government has denied there is any ongoing review, but given the administration’s disdain for Musk, it is 
certainly plausible.  (There is a now a criminal investigation into Tesla’s use of the term “Full Self Driving.”)  Of 
course, Tesla is his only source of liquidity.  Not to mention, Musk clearly has not thought this through (like 
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everything else he spouts out randomly) as his SpaceX enterprise is rooted in him having a national security 
clearance.  Antics aside, the Twitter deal is on schedule to close on Friday. 

And lest you think we are too harsh on Elon spouting things off randomly, just last week during the company’s 
earnings call, Musk declared that the revenue shortfall was due to logistical problems and that demand was still 
strong.  Fast forward a week and we have Tesla cutting prices in China by 9%.  Color us skeptical, but we do not 
think there is unlimited demand for a rich person’s toy during a global recession. 
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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. 


