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 Chart Crime of the week 

 Last 5d % YTD % 1yr % 
S&P 500 3,666  -0.1% -22.2% -17.7% 
QQQ $269.11  0.1% -32.0% -27.9% 
US 10 YR 4.23% 3.90% 1.51% 1.70% 
USD/DXY 112.8 112.4 96.0 83.6 
VIX 30.0% 33.6% 17.2% 15.5% 
Oil $85.71  0.1% 14.3% 2.5% 

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

 

Volatility is staying stubbornly high, and that is an ominous sign.  Even with equities staging a rally after the 
terrible inflation number, other financial markets did not follow suit.  In a healthy market, we would have seen 
USD weakness, treasury yields lower, and Volatility contraction.  While Vol ticked a bit lower, it is still incredibly 
rare for the Vix to be above 30 after a week’s rally.  We think this myopic action is being driven by the usual 
culprits:  panicky traders covering shorts on rallies.  And these same types probably sold the dips the week 
before.   

The narratives for the mini-rally are as farfetched as usual (lately).  Pundits are sayings Earnings are not as bad as 
feared, but the data says otherwise.  The UK conservatives turning tale and abandoning their supply side 
reforms was welcomed by the markets.  This just means that something is broken (ie the UK pension funds). Not 
to mention, the UK said it was going to continue with its planned Quantitative Tightening (QT, bond selling) 
albeit more slowly.  The European Union will be proposing continent-wide price caps on natural gas.  Since when 
does instituting Argentine-style economics inspire confidence in markets?  China has hinted at rolling back some 
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of its quarantine and other 0-Covid measures.  But we doubt this translates into an immediate boost in 
aggregate demand (even if the Chinese can engineer spending out of nowhere).  Never mind that tensions with 
Taiwan (and the US!) are escalating.   

Back in the real world, corporate leaders are warning us with words and actions.  Microsoft announced another 
round of layoffs.  Musk said he was overpaying for Twitter (first truthful thing he has said in years).  Goldman’s 
CEO said, “It’s time to be cautious…We’re entering a period where there’s more embedded inflation.”  Apple is 
apparently shifting iPhone production to meet the areas of demand (meaning not all segments have sufficient 
demand – we will qualify this one with these production reports are always tricky to believe or they omit things).  
To be fair, the Bank of America CEO did comment on the strength of the consumer (BAC had the strongest 
earnings of the bank bunch).   

As for interest rates, after the bad CPI print, Fed Funds futures immediately priced in more aggressive rate hikes 
One month ago, the market-implied chances of 2% in rate hikes (from the current 3% to 5%) by March was 2.0%.  
The probability is now 60% with back-to-back 0.75% hikes in November and December.  But again, equities 
rallied on this.  With buying high, selling low, believing the nonsense, and ignoring the facts, this is becoming an 
upside-down market.  We are not sure which classic character is a better reference:  Costanza’s “do the 
opposite” or Homer Simpson at the controls of the nuclear power plant. 

 The ever-changing Positioning speaks volumes 

The contrasting positioning data (observed and survey-based) continues to present problems.  As such, we are 
not as focused on each data point.  In fact, we think the variability of the data is the real data point.  With people 
changing their minds constantly, we suspect this is pushing the negative-gamma (buy high and sell low) doom-
loop. 

Sticking to our process, here are the individual data points from the week: 

 Two bearish strategists called for a short-term bounce (Morgan Stanley and Merrill Lynch – its 
positioning survey is below).   

 Lipper reports that investors were net buyers for the second week in a row.  ML had clients 
buying for fifth straight week, but hedge funds were sellers (we had seen all client types buying 
previously) 

 GS reports that the momentum-chasing CTA funds have $200b to buy if this recent bounce holds 
 Barclays is debunking the notion that Retail traders have been big buyers of put options.  

Barclays says this data omits the Puts that Retail traders are Selling-to-Open.  In effect, Retail 
traders are more long the market now than before when just looking at the options market.  
(Sell-to-Open is the equivalent to shorting.  So, if one shorts a Put, that is a double negative…ie 
long exposure.) 

 JP Morgan’s strategist, perhaps the most bullish on Wall Street this year as he repeatedly has 
urged investors to “buy the dip,” is voicing caution over the weakening macroeconomic picture 
along with hawkish central bank action. 

 40% of recent Call option buying has been with expirations under one week.  The YOLO maniacs 
are back (probably not for much longer with Tesla succumbing to reality in its earnings). 

 

 Merrill’s Fund Manager Survey 
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This much-watched survey’s headline was filled with “capitulation.”  While we continue to be torn as the data 
remains conflicted, this Merrill report is particularly vexing.  ML cites the extreme “cash level” as a reason to 
buy.  Of course, there is no such thing as a cash level changing in the market (except for corporate activity, 
otherwise, every buyer has a seller and every seller has a buyer).  Merrill cites a near all-time low in growth 
expectations.  But Merrill qualifies their own indicator by noting that the panic is only over after growth 
expectations start to grow.  But the third “capitulation” that gets us is that investors are starting to expect a Fed 
pivot!  Not again!  According to this survey, the rate (of people expecting a pivot) is still low at 28%.  But it is 
accelerating quickly (up from 5%). 

 Earnings are not going well despite the narrative 

Earnings season kicked off with the banks reporting a mixed bag of results.  But the general theme seems 
obvious.  Loan growth is slow.  Investment banking is really slow.  And Loan-loss provisioning is growing.  Of 
course, since the bank stocks always react in the opposite direction, the sector rallied. 

As a whole, earnings growth is expected to be +2.8% for the quarter.  The expectation was as high as 11% just in 
July (chart below is from Tuesday).  And matching the trends in inflation (more below), there are early signs of 
continued demand for Services and Staples while industrial goods are slowing. 

 

 

 Multiple contraction could have more to go 

Of course, slowing earnings are not the only problem.  Multiples (Price/Earnings) often shrink at the most 
inopportune times.  This chart needs more historical context, but the relationship seems sound.  When real rates 
move higher, the multiple on the S&P 500 contracts.   
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 Inflation is not showing any signs of cooling 

The September CPI came in hotter than expected.  The annual increase did move a tick lower from 8.3% to 8.2%.  
But the monthly increase was 0.4% vs 0.1% in August.  The Core rate moved higher on an annual basis (6.3% to 
6.6%) and with a monthly gain of 0.6%.  Core Services inflation is just starting to pick up steam while Core Goods 
inflation continues to cool.  Housing is considered a Service, and both Rent and Owners’s Equivalent Rent (OER) 
are both accelerating.  And this is saying something given the overall condition of the housing market (lousy 
except for pricing).  OER is historically stable as this data point is survey based with considerable lags.  Of course, 
right when it becomes visible in the data, it will probably be the worst time for the Fed to be (still) hiking rates. 
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 Housing is slumping, but it might have a lot more to go 

The Housing Market Index (homebuilder survey) for September kicks off the housing data with another plunging 
low.  This is the 10th straight monthly decline.  Prospective buyer traffic is the lowest reading.  Six-month sales 
expectations are next with current conditions being the strongest (relatively speaking as it is well below the 
breakeven point, too). 

Housing Starts fell sharply but Permits climbed higher.  These two have choppy readings month to month.  But 
the trends are still clear and mostly in lock step.  We would also add that we are just now down to the long run 
trajectory.  To those people that say we are in a housing depression, we say probably not yet (but just wait). 
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Then we look at the plunging Mortgage Applications and their historical relationship with Single-Family Home 
Sales (courtesy of Yardeni Research).  While the data is limited, it seems to us that Sales typically fair worse than 
Mortgage Applications during downturns.  We remain short homebuilders and associated retailers. 

 

 

 

Existing Home Sales for September also fell for the eighth month in a row.  They fell 1.5% vs August.  This is a 
23.8% drop on the year.  Prices remain high with the median being almost $385k.  Inventory is very tight with 
only about three months of supply (experts, whoever they are, say six months is a balanced market).  We think 
economic weakness will ultimately uncoil this spring and shoot sales higher with prices lower.  The homebuilders 
will suffer further under this scenario. 

 

 Other economic data is  
 The University of Michigan’s Consumer Sentiment index ticked slightly higher again.  It is still at a 

terrible level, but perhaps this slow and steady improvement is the beginning of a trend. 
 Business Inventories in August increased 0.8% accelerating from July’s 0.5% pace.  This is an 18% 

increase vs August 2021.  Retailers are bearing the brunt of the excess. 
 Retail Sales for September were flat on the month compared to a 0.4% gain in August.  Slow auto 

and lower gas sales were the main drags.  Recall this data is not adjusted for inflation.  
 The Empire State Manufacturing index sank further into negative territory. 
 The Philly Fed Manufacturing Index remained in negative territory. 
 Industrial Production for September moved back into positive territory compared to August.  This is 

another example of Manufacturing being the more stable segment of the economy.  And the 
volatility in the auto sector seems to be cooling. 
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 The already-released Leading Economic Indicators (LEI) for September slipped again. 
 The Producer Price Index in Germany increased 45.8% in September.  Not a typo. 

 

 China…yeah the economic data is controlled by the communists 

We often suggest/state that Chinese economic data is altered or fabricated to fit the desired narrative.  The 
communists have taken this to a whole new level.  They simply are not releasing data during the “national 
congress.”  We will venture to guess that its GDP, Retail Sales, Property Sales, and Fixed Asset Investment data 
do not instill much confidence. 

 The Fed knows it is hurting the economy…that is the point 

The fed’s Beiger Book, a collection of data and notes ahead of the next Fed meeting, was a mixed bag.  It 
showed the growth outlook was becoming more pessimistic “amidst growing concerns about weakening 
demand.”  Some companies were maintaining pricing power while others said, “cost passthrough was becoming 
more difficult as customers push back.”  Generally, talk and fears of a recession are growing.  

Of course, the Fed speakers continue to focus on the sticky inflation and welcome the slowing growth as a 
necessary biproduct of their fight against high prices.  The once-turtle-dove-turned-chickenhawk Neel Kashkari 
of the Minneapolis Fed thinks rates might not pause at 4.5% - 4.75% if underlying inflation remains sticky…which 
he sees as accelerating. 

Former Fed governor Larry Meyer laid out the mindset of the Fed:  All they care about is inflation is at a 40 year 
high.  They are not looking at incremental changes month to month.  We probably believe him more than any 
current speakers since he is not beholden to any ideology or political pressure. 

 The oil markets often do the opposite 

Biden announced that he was proceeding with the last 15mm barrel release from the Strategic Petroleum 
Reserve.  Obviously, the timing ahead of the election is not coincidental.  Of course, the wannabe oil traders in 
the government also disclosed they will be buyers of WTI crude oil around $70.  Naturally the price of oil went 
higher despite the release announcement. 

 Chart Crime of the week 

We acknowledge that much of the chart crime world is dilutive.  These nuts just repeat the same nonsense over 
and over again.  We try to filter out the repetitive ones.  But sometimes, the absurdity rises to the top.  And let it 
be known that the central character in this one is AMC.  Seems fitting. 
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 Quick Hits 
 Two protesters poured a can of soup on a $100mm Van Gogh painting in London.  Their aim is to 

stop oil production.  Their tag line was, “Fuel is unaffordable to millions of cold, hungry 
families.”  Presumably this would mean they want more affordable fuel for the cold and the 
hungry.     

 Hyundai has the third largest market share of auto sales in the US.  It is ahead of Ford and 
Stellantis (aka Chrysler). 

 During the TCU – Oklahoma State football game, the temperature on the TCU bench was 73 
degrees.  It was 96 degrees on the OSU sideline. 

 A jury candidate in North Carolina was sent to jail for not wearing a mask.  There is no mask 
mandate. 

 AirBNB is going to spend $10mm to build a “floating avocado, a cozy Dutch dog, and a giant 
cheese wedge” among other silly accommodations. 

 A reddit poster with 300,000 twitter followers was asked why he thought Credit Suisse, “is 
probably going bust.”  His answer:  “Low stock price and memes on Reddit.” 

 The NY Times wrote an opinion piece entitled, “Jogging has always excluded black people.” 
 18 of the last 22 NY Marathons (men) have been won by black people. 
 A safety for the Buffalo Bills was not cleared to fly on the team plane, but he was able to play in 

the game after he took an uber 15 hours to Kansas City. 
 Tiger Woods too 1540 putts from under three feet from 2002-2005.  He missed three. 

 

Trading:  We continue to shift around our short exposure.  Basically, we are trying to unwind some Puts on the 
downdrafts and add to them on the panicky short covering.  For our core equity positions, we added small 
increments to our long Staples, Health Care, and Utilities positions.  We still have a healthy cash balance which 
we are preserving for a more tried-and-true washout. 
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TSLAQ:  Tesla reported fairly uneventful earnings.  EPS were a touch better than expected mostly because of a 
lower tax rate.  Revenues were a bit worse with logistics problems being cited (more like demand waning).  
Margins are compressing which is no surprise to anyone (raw material costs were to blame...sounds like a car 
company and not a “tech company”.)  Probably most importantly, there was no change to the production or 
delivery guidance...except for the company not making this year’s prediction!  Musk usually makes some crazy 
prognostications.  But without any pumps, the lemmings are left dangling with only facts. 

Musk’s one pump on the conference call was that the company will be worth more than Apple and Saudi 
Aramco (national oil company) combined.  That is a cool $4t.  As a follow up, Musk said he was going to fire 75% 
of the Twitter workforce.  
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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. 


