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 Market sits flat, but it was still a bumpy week 
 Conflicting data in Housing, but we are still positive 
 Jobless Claims are about to go up, but this could be a good thing 
 The Fed is doing what is says it is going to do (pump money) 
 Chart Crime of the week 
 Merry Christmas! 
 Click here for the full note 

 Last 5d % YTD % 1yr % 
SPX 3669 0.1% 16.4% 16.7% 
QQQ 309.0 -0.1% 45.9% 46.9% 
US 10 YR 0.95% 0.92% 1.88% 1.90% 
VIX 23.3% 22.5% 13.8% 12.7% 
Oil 48.06 0.5% -21.2% -20.5% 

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

 

Looking at the market return over the last week, you would think we have entered the typical Christmas 
doldrums (ex 2018 which saw a flurry of panic-selling because of rate-hike fears…the Fed is not going to make 
that same mistake any time soon).  But the headlines have come so fast, that they seem to be balancing each 
other out.  “News” of a new virus strain in the UK derailed the rebound trade briefly.  On top of people realizing 
that viruses always mutate and that vaccines are built to handle these, we got the news of an impending 
stimulus bill.  But now the stimulus might be in jeopardy as congress has finally started to read the 5400 page 
bill.  The SolarWinds Russian hack continues to reverberate, but this is mostly seen as a positive for cyber 
security stocks and more government spending.  The UK and the EU are finally getting close to reaching a Brexit 
agreement.  The bottom line is that we continue to see some intraday volatility, but the closing prices are 
smoothing things out.  And none of this should change the current trajectory of the market.  We like our barbell 
approach:  long a balance of Growth and Value, long Gold, long Cash, short Tesla, long market protection (Put 
options), and long High Growth. 

We have recently been harping on the overcrowded nature of the market.  And none of these factors seem to 
be waning.  Last week saw the largest inflows into equities (per active trading accounts at brokers) since the 
March lows when the rebound began.  We are also now seeing the analyst community “buy the top” as it is so 
wont to do (along with selling the bottom).  Of the 12 S&P 500 sectors, 10 currently have a higher percentage of 
Buy ratings from Wall Street vs at the beginning of 2020.   
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 Conflicting data in Housing, but we are still positive 

There was conflicting data in the Housing sector this week.  The slight deterioration in conditions continued with 
New Home Sales in November dipping to an annualized rate of 841k from 945k (and vs 990k expected).  On the 
flip side, Housing Starts and Permits moved higher in November.  On the corporate front, Lennar earnings were 
better than expected with strong forward guidance.  And there was not any warning over prices (like we saw 
from Toll Brothers recently).  Existing Home Sales did dip slightly from the October high (-2.5%), but the 
November number was still the second best of the year.  It is up 26% vs last November’s run-rate.  On the pricing 
front, the median sale for New Homes was $335k which is slightly off the recent peak of $340k.  But it is still 
above last year’s $328k.  The FHFA House Price Index continued higher with another 1.5% monthly gain in 
October (10.2% for the year).   The FHFA index just includes homes with loans that are eligible to be bought by 
Freddie and Fannie.  They are generally capped at $548k except for certain “high-cost” areas in which the limit is 
$822k.  We are more than digressing, but here is a map of the loan limits.  It is not just New York and San 
Francisco. 
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Housing bottom line: we will likely see monthly volatility, but the generally strong trends will remain thanks to 
urban flight, work-from-home tendencies, and asset inflation. 

 Jobless Claims are about to go up, but this could be a good thing 

We got two reads of the Jobless Claims because of Christmas.  Last week moved higher for the second straight 
week to 892k from 862k.  But this week dropped down to 803k.  This data is set to change given the new 
stimulus (assuming it goes through as expected).  There will be an 11-week extension of $300 of traditional state 
Unemployment Benefits and federal Pandemic Unemployment Assistance.  Perversely, this will mean that higher 
Jobless Claims will likely lead to more consumer spending! 

 Other economic data 

Durable Goods Orders increased for the seventh straight month in November.  The rate of improvement is 
obviously slowing.  The exact same thing can be said of the important Core Capital Goods aka business spending.  
These data sets can be volatile on a monthly basis, so a continued uptrend is what is important.  And company 
management teams are still pointing towards continued capital expenditures (and according to the investor 
surveys, this is applauded by shareholders). 

Inflation as measured by the PCE (Personal Consumption Expenditures which is favored by the Federal Reserve 
because it dynamically observes actual expenditures instead of a static basket of goods and services) was dead-
flat in November.  The same was true for the “core” inflation.  1.4% is the annual “core” inflation which is a long 
way from the 2-2.5% inflation target (and target overshoot). 

We are still seeing the divergent trends in regional activity.  The Philly Fed’s Manufacturing Index for December 
dropped to its lowest level since the rebound began (June for this data series).  But the Kansas City Fed ticked up 
slightly for the third month in a row.  And to remove any perceived east coast bias you might have, the KC Fed 
district has 5mm more people than the Philly Fed district.  On a national level, the Chicago Fed Activity index is 
barely hovering above the breakeven level. 
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The (non)Leading Indicators showed a slight uptick.  This is an amalgamation of things like Jobless claims, 
Durable Goods, Building Permits, and even the stock market.  Everything is already known.  We hate this 
indicator. 

The Current Account deficit increased to $178.5b in the 3Q.  This is -3.4% of GDP.  This is bad compared to the 
long-run (60 years) average of -1.6%.  But this is nowhere near the -6% the US reached during the housing boom.   

The Cass Freight Index posted its first back-to-back monthly gains (Oct and Nov) since 2018. 

 

 The Fed is doing what is says it is going to do (pump money) 

The Fed’s Balance Sheet hit an all-time high at $7.36t (that is trillion).  So much for the tapering effect that was 
rumored a few weeks ago.  This fits right in with the seemingly open-ended timetable of Fed asset purchases 
(the Fed is now using an outcome-based target instead of an explicit timetable).  On this note, some Fed 
watchers claimed that Chairman Powell’s vague comments about the new lack of an explicit timetable to end 
Quantitative Easing (buying bonds) was cover for a deep divide among Fed members.  That is, some want to stop 
the asset purchases much sooner than others.  We think this is highly unlikely.  Strong voices of reason among 
the Fed ranks are few and far in between.  And if historical precedent serves, Powell’s chairman voice will 
squash all dissenters.   

Richard Clarida, Vice Chair of the Fed, doubled down on achieving “substantial progress” before asset purchases 
are slowed.  The caveat, according to Clarida, is that progress will not be known until some progress is made.  
Generalissimo Franco is paging Fox Butterfield. 

As for the 2% inflation target, we maintain that the most palpable change in prices will be asset inflation.  We 
are seeing that now, obviously.  Bloomberg had a good piece which added onto this theory.  The basic crux was 
that inflation can sometimes manifest itself as a deterioration in quality.  We see this now with slower delivery 
times and longer waits for some services (try getting a contractor or handy man).  We are not sold on this theory 
as many of these changes are likely temporary.  But we do believe the K-shaped recovery (rich get richer) 
matches our inflation thesis perfectly. 

 

 Chart Crime of the week 

District Populations
San Francisco 68,820,000        
Atlanta 47,797,000        
Chicago 34,780,000        
Richmond 32,569,000        
Dallas 30,636,000        
New York 26,493,000        
Kansas City 18,539,000        
Cleveland 17,040,000        
St. Louis 14,781,000        
Boston 13,901,000        
Philly 13,321,000        
Minneapolis 9,518,000          
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This chart attempts to show the relationship between central bank money printing and Bitcoin.  We certainly 
agree that low interest rates spur risk taking…that asset inflation theme again!  But this chart uses different 
nominal scales!  The humanity! 

 

 

 Bitcoin Chronicles 

Coinbase, the largest US crypto exchange, has filed to go public.  Deregulated and decentralized.  Uh huh. 

 

 Quick Hits 
 Former Dallas Cowboy (ugh) and 49er Terrell Owens has launched his own wine label “Eighty-

One.” 
 SolarWinds, the company that got duped by the Russians in the Treasury Department cyber-

attack, was hacked with the password Solarwinds123 apparently (hurry, go change your 
password). 

 The Wall Street Journal used the tagline “We’ve Got a Long Way to Go, and a Short Time to Get 
There” for an article about package delivery times this holiday season.  Can they do what they 
say can’t be done? 

 The latest stimulus has moved the deductibility of business meals back to 100% from 50%.  
Politicians still refer to this as the “three-martini lunch” deduction. 
 

Trading:  We had a busy week adjusting our exposures.  We trimmed some of our long SPACs as they are 
working.  We added to our High Growth basket.  We rotated out of some Big Tech to fund this.  We sold the last 
of our financials.  We added to our Small Caps long.  We added to our Energy long.  And we started a short in 
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Tesla for the first time in a while.  In general, we acknowledge that thee are conflicting maket factors right now.  
To sum it up, the bulls thesis rests on the Fed pumping liquidity.  The short-term bear thesis points to 
overcrowded positioning and stretched valuations.  Rather than time the market on a grand scale, we tend to 
trim edges and buy protection.  We are happy to expand upon this if anyone is interested. 

TSLAQ:  Tesla officially entered the S&P 500 on Monday.  So, there was some wild trading on Friday afternoon.  
Short interest in the stock is at the lowest level in years.  This combo led us to start the short again.  We are 
likely to get some squawking from the Villain about 4Q sales.  We do not think this will move the needle either 
way.  But we do think we will see some selling come the new year as people have been putting off realizing 
capital gains.  News broke that Apple is planning to enter the car business.  It has been an on-again-off-again 
business objective for year.  Musk tweeted that he wanted to sell to Apple a few years ago but CEO “Cook would 
not take my call.”  Apple will likely just brand parts for an actual manufacturer (self-driving software and 
batteries are the two most likely).  Regardless, this should pressure Tesla.   
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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. 


