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August 19th, 2019 

 

Some short thoughts… 

 

• Global Growth:  Over the last month, 

incoming global economic data has 

registered some of the worst readings of 

the cycle.  Chinese industrial production 

growth is at its lowest reading since 2002. 

Second quarter GDP contracted (meaning a 

number with a negative sign in front of 

it…) in Germany, the United Kingdom, 

and Hong Kong. The July ISM readings for 

both the manufacturing and non-

manufacturing side of the U.S. economy 

slipped to the worst levels in three years in 
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July. To top it all off, we just learned last 

week that the Cass Freight Index declined 

5.9% YoY in July, which is now down for 

the eighth month in a row.  It’s no longer 

debatable to suggest that global economic 

growth peaked in Q1 2018, the U.S. 

economy held in there better on the back of 

fiscal stimulus but it too peaked in Q3 of 

2018, and now a synchronized global 

growth slowdown is underway. Parts of the 

global economy look to be in recession or 

very close to slipping into one at the 

moment, while the U.S. continues to 

remain quite resilient.  Sure, recession 

probabilities have increased throughout the 

balance of the year, but based on the data 

currently available, it’s a bit of a stretch to 

make a high conviction call on a U.S. 

recession being imminent.  However, 

should the ongoing deceleration in growth 

continue on its current course, then I’d say 
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the odds are more in favor a recession 

starting by year-end than one not 

occurring.  So it will be important to watch 

the incoming data over the next several 

months to evaluate not just the level of 

incoming data, but rather the second 

derivative (rate of change) to see whether 

it’s getting better or worse.     

 

• Interest rates:  The fabled inversion of the 

yield curve was all anyone could talk about 

last week given its historic track record at 

sniffing out a recession well in advance of 

one officially occurring.  Well, last week 

we finally got an inversion between the 

10s/2s curve which was one of the last 

parts of the curve to actually invert as 

several other parts of the curve have been 

inverting over the last 9 months.  Everyone 

has their own perspective on how to 

interpret such an event, what part of the 



The articles and opinions in "Capital Market Musings and Commentary" are for general information only, and not intended to provide specific investment advice. 

Performance, dividends and other figures have been obtained from sources believed reliable but have not been audited and cannot be guaranteed. Past 

performance does not ensure future results. Investing inherently contains risk including loss of principle. Corey Casilio is a founding partner of Casilio Leitch 

Investments, a legal business entity. Advisory services offered through Casilio Leitch Investments, a CA State registered investment advisor. 

 

curve inverting is most important, what’s 

the lag time before a recession starts, and 

how do certain asset classes perform from 

the point of inversion to the start of the 

recession.  Consider these analyses as you 

will, but don’t allow that to cloud your 

thinking from the bigger picture – 

historically when the yield curve inverts, 

it’s sending a powerful message that unless 

something material changes, and soon, then 

bad things are on the way for both risk 

assets and economic growth.  Lacy Hunt of 

Hoisington Asset Management published 

one of the longest-term charts tracking the 

yield curve inversion between long-term 

Treasury bonds and the 3-month T-bill 

which shows that every recession (gray 

bars in the below chart) going back to 1921 

was foreshadowed by a flattening or 

outright inversion of the yield curve.   

 



The articles and opinions in "Capital Market Musings and Commentary" are for general information only, and not intended to provide specific investment advice. 

Performance, dividends and other figures have been obtained from sources believed reliable but have not been audited and cannot be guaranteed. Past 

performance does not ensure future results. Investing inherently contains risk including loss of principle. Corey Casilio is a founding partner of Casilio Leitch 

Investments, a legal business entity. Advisory services offered through Casilio Leitch Investments, a CA State registered investment advisor. 

 

 
So, yes, this is a serious development that 

investors need to acknowledge, respect, 

and consider when making current and 

future investment decisions.  The one data 

point that often gets cited on bubblevision, 

and I was asked about it numerous times in 

meetings while I was on the road last week, 

is that once the inversion occurs, it’s 

typically 12–18 months before a recession 

begins and the return in the equity market 
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is historically positive in this window.  

Okay, so if the average return post-

inversion and before the recession starts is 

5-10% (depending on your analysis) and 

you want to hang on for every last bit of 

upside, then have at it.  But keep in mind 

that the average peak-to-trough decline in 

the S&P 500 over the past 10 recessions is 

roughly 35% (the last two being roughly 

50%).  If we’re talking about a 

hypothetical $100 investment – the risk 

reward proposition is $105-$110 on the 

upside versus a downside of $50-$65.  That 

doesn’t mean anyone should panic at this 

event occurring, but ignore it at your own 

peril. 

 

One last comment on interest rates before 

moving on, and that is while everyone is 

focused on the yield curve, it seems as 

though they’ve completely lost context of 
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the dramatic slide in interest rates in recent 

months.  The cratering in the 10-year bond 

yield from 3.25% in November of last year 

to below 1.50% at its lows last week is not 

normal.  Nor is seeing $16 trillion in debt 

with a negative yield around the world and 

over $1 trillion in corporate bonds with a 

negative interest rate.  I’ll just throw this 

out there – it is very difficult to square 

capitalism and a theoretical foundation of 

finance with negative interest rates.  The 

bulls continue to pound their chests that 

low interest rates are supportive of higher 

equity valuations. Well, if that were the 

case, then why aren’t European and 

Japanese equity markets through the roof? 

 

• Commodities: What does it say about 

economic growth when the base metal with 

a Ph.D. in economics, Dr. Copper, has 

declined to a 22-month low?  Or what 
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about oil prices slipping nearly 6% so far 

in August and nearly $10 off their April 

highs, and this is occurring with output 

sagging in Saudi Arabia, Angola, and 

Venezuela?  Not only are OPEC 

production cuts being followed in a 

historically disciplined fashion, but they 

just recently once again cut their demand 

forecast and stated that the crude market 

will be in surplus through 2020.  Put these 

two highly cyclical commodities up against 

the over 20% surge in the price of gold 

over the last year and you get an idea of 

what the commodity markets have been 

sniffing out for a while – global growth is 

waning and the risk aversion / flight to 

safety trade is underway.   

 

• Trade War:  The only item I want to 

highlight on this file is anyone thinking 

that because the U.S. imports way more 
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from China than China imports from the 

U.S., that the U.S. has the upper hand – 

since we can impose tariffs on a lot more 

products and thus impact their economic 

output more – on the surface and in a 

vacuum this line of thinking isn’t wrong, 

but I would contend that it’s a bit shallow.  

Consider that as of now, there is going to 

be an additional 10% tariff imposed on 

$111 billion of Chinese imports starting on 

September 1st, and Beijing has threatened 

to retaliate but has yet to do so – perhaps 

hoping Trump once again changes his 

mind and postpones these as well.  What if 

one of China’s retaliatory measures is to 

further its discouragement of its citizens 

traveling to the U.S., or what if they 

mandated an outright ban? It’s not beyond 

the realm of possibility for a communist 

country, and consider that 1-in-10 foreign 

visitors to the U.S. are Chinese.  I know 
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everyone is down on retailers because of 

structural issues and the growth of 

competition from Amazon and e-

commerce, but have a listen to what both 

Macy’s and Tiffany’s highlighted on their 

latest earnings report about the negative 

impact a slump in tourism is having on 

their results (sales to tourists plunged -9% 

and -25% YoY, respectively). 

 

Sure, the relief rally in the equity market over 

the last few days is welcomed after the 7% 

slide from its July highs, but I’m still not 

seeing a lot of sound explanations for why 

such a bounce should repair confidence that a 

sustained move higher is underway.  Global 

growth is slowing, U.S. growth is stagnating, 

industrial production is contracting, S&P 500 

earnings estimates for Q3 and Q4 continue to 

be revised lower, and the labor market (while 

still holding in there) is showing weakness in 
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many of its leading indicators.  So if the 

fundamental backdrop isn’t improving to 

justify stock prices going higher, I guess we 

can fall back on the other two default options 

of support:  1.) things aren’t worse than our 

worst case expectations, so that’s good, or     

2.) bad news is good news because it will 

force policy makers (central banks and 

governments) to step up and provide stimulus. 

 

Think about that last point.  It’s my opinion 

that one of the drivers of this rip higher in 

global equity markets over the last four days, 

notwithstanding we were severely oversold 

and due for a bounce, was news coming out of 

the Eurozone that Germany floated the idea of 

a $55 billion fiscal stimulus plan if things get 

worse in that region of the world.  On top of 

that, the ECB recently floated the idea that it 

may add equities to its list of assets to buy 

under the next round of QE.  Not to mention 
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we have Fed Chair Jerome Powell delivering a 

speech at the end of this week at the annual 

Jackson Hole Symposium, where markets 

have high expectations that he will grease the 

sled for deeper interest rate cuts and/or more 

QE in the not too distant future.  Lest I forget 

how outspoken President Trump and various 

high-ranking members of his administration 

have been at pointing the finger at the Fed for 

being too tight with monetary policy and 

demanding 100 basis points of interest rate 

cuts along with restarting QE.  I’m sorry, I just 

have a hard time getting my head around how 

we could have the strongest economy in the 

history of the U.S., yet we need interest rates 

(which are flirting with all-time lows) even 

lower and more QE. 

 

Here’s my explanation to that: Without 

intervention and without stimulus of any 

variety – markets fall apart.  This last decade 
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has been a revolving door of artificial support 

for asset prices which started back in 2009 

when Bernanke promoted the notion that such 

policies would kick off a wealth effect that 

eventually would become self-sustaining.  

Well, it never did become self-sustaining so 

we moved from QE to QE and then ultimately 

to aggressive fiscal stimulus via tax cuts, 

deregulation, and excessive government 

spending, and here we are again with the 

economy struggling to maintain a stagnant 

trend growth rate of 1.5 – 2.0%.  Over the 

balance of this year, if asset markets and the 

economy don’t get another dose of stimulus 

from somewhere (i.e. the ECB taking rates 

even deeper into negative territory and 

additional rounds of QE, China jump starting 

its credit impulse via another dose of fiscal 

stimulus, and/or MMT, tax cuts, and 

additional monetary stimulus in the U.S.) then 

my guess is that both the economy and equity 
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markets undergo a precipitous slide.  Capital 

markets can no longer be left to function 

without intervention or at least the hope and 

promise that it’s just around the corner.  This 

was tried in Q4 last year and ended up sending 

the S&P 500 into a 20% sell-off in the blink of 

an eye, before Treasury Secretary Mnuchin 

was calling the banks and Powell was walking 

back hawkish comments he made only two 

weeks earlier.  Like it or hate it, your personal 

preference is irrelevant because these policies 

have become a fixture in the investment 

equation at this time. 

 

That being said, I think more policy support is 

coming in the not too distant future, but given 

the limited ammunition the Fed has, I think 

they save the good stuff (I mean debt 

monetization, negative interest rates, and 

MMT…) until there is real chaos and such an 



The articles and opinions in "Capital Market Musings and Commentary" are for general information only, and not intended to provide specific investment advice. 

Performance, dividends and other figures have been obtained from sources believed reliable but have not been audited and cannot be guaranteed. Past 

performance does not ensure future results. Investing inherently contains risk including loss of principle. Corey Casilio is a founding partner of Casilio Leitch 

Investments, a legal business entity. Advisory services offered through Casilio Leitch Investments, a CA State registered investment advisor. 

 

unsettling environment provides just the cover 

needed to push through such extreme policies.   
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