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October 21st, 2019 

 

Wall of Worry… 

I can keep any recap on the price movements 

of the various capital markets fairly brief this 

week, as prices for almost all of them have 

remained little changed from where they 

traded a week ago, a month ago, and 3 months 

ago:   

 

• Dow Jones Industrial Average: 

o Today: 26,808 

o Last Week: 26,787 

o Last Month: 26,949 

o Three Months Ago: 27,171 
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• 10-year Treasury Yield: 

o Today: 1.79% 

o Last Week: 1.77% 

o Last Month: 1.71% 

o Three Months Ago: 2.04% 

 

• WTI Crude Oil/bbl.: 

o Today: $53.50 

o Last Week: $52.81 

o Last Month: $58.09 

o Three Months Ago: $56.22 

           

• Gold Price/Oz: 

o Today: $1,488 

o Last Week: $1,484 

o Last Month: $1,515 

o Three Months Ago: $1,420 

 

This isn’t to suggest that there hasn’t been a 

lot going on, but none of the positives or 

negatives have been significant enough to 
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move the needle in either direction.  Let’s 

thumb through some of them: 

 

1. Brexit: The market has been pricing in 

the eventuality of this event since it first 

became an issue back in June 2016 when 

the U.K. voted to leave the EU.  Granted, 

it’s had plenty of twists and turns over the 

years – from ‘hard-Brexit to ‘soft-Brexit’, 

to Remaining in the EU, and then to 

holding another referendum vote to make 

sure this is what the constituents really 

wanted – but when all is said and done, it 

appears as though the world will finally 

have some closure on this file with PM 

Boris Johnson moving closer to getting 

some finality to what a Brexit separation 

will look like.  The markets are treating 

this development with a rather big yawn as 

we’ve already been back and forth and 

back again, pricing in all the various 
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iterations for which a deal or no deal 

decision could take.  At this point, the 

markets (for the most part) are more 

interested in the removal of the uncertainty 

element that accompanies the deal rather 

than what the actual deal entails.  Nothing 

is finalized yet, and it still looks as though 

there are some final tweaks that need to be 

worked out, otherwise PM Johnson 

wouldn’t be entertaining the idea of having 

to go back on his word in agreeing to 

another extension for an additional three 

months of negotiations, but the broad 

strokes of what an ultimate Brexit will look 

like are at hand. 

 

2. U.S. / China Trade Deal: Markets 

have been relieved over the notion that the 

U.S. and China appear to have a verbal 

agreement in place on mutually agreed 

upon issues, and both sides appear to be 
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doing their part to convince investors this 

is legit with Chinese Vice Premier Liu 

commenting on Saturday that ‘Phase 1’ is 

making “substantial progress in many 

fields”.  As is human nature, the majority 

are willing to give the two sides the benefit 

of the doubt that what they are relaying is 

genuine and forthright, but let’s not forget 

that in the past 18 months prior to this ‘not 

yet papered deal’, we had two similar 

truces – one last December in Buenos 

Aires, and then again in Osaka back in 

June.  Given the history, it’s 

understandable for investors to retain some 

skepticism, but it does appear that both 

sides are motivated to show the world that 

they can make some progress on this front  

(not to mention that what we do know 

about the details of this iteration of the deal 

is that it contains all of the issues that the 
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two sides agreed upon a year and a half 

ago).  

 

Anyone that has actually dug below the 

surface on this issue truly understands how 

complex this situation is, and that beyond 

the mutually beneficial items on the trade 

file, there is no large deal to be had.  This 

is a clash between two vastly different 

ideologies: one nation that views its global 

dominance under threat, versus another 

nation that views its ascension as being 

suppressed, where it looks as though the 

most likely outcome will be a multi-year 

Economic War that will generate frequent 

bouts of volatility.  From an investment 

standpoint, it’s not about handicapping a 

winning or a losing side, but rather 

understanding the profound impacts that 

developments on this front will have on 

economic growth, financial stability, 
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liquidity, leadership in Artificial 

Intelligence, advanced microchips, and the 

treatment of data.  Perhaps the most 

constructive development and take away 

from the last year was the realization by 

both sides that tariffs and sanctions 

negatively impact themselves as much as 

each other.  Perhaps this will incentivize 

them to look at alternative tactics to gain 

leverage at the negotiating table. 

 

3. Economic Data: Last week was truly 

fascinating from the standpoint that we saw 

three economic data releases not only come 

in below consensus expectations, but print 

outright declines for September and yet 

equity markets reacted with a big yawn.  

And these weren’t lower tier economic 

reports either when you’re talking about 

retail sales, housing starts, and industrial 

production.  So here we are, with the latest 
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‘Atlanta Fed GDP Now’ estimate down to 

1.8% for Q3 (the New York Fed estimate is 

at 1.9%) from as high as 2.4% just over a 

month ago, and the Q4 estimate from the 

NY Fed is down to 1.05%.  Let me be sure 

to add in here that the IMF just released 

their latest estimates for global economic 

growth in which they revised their 2019 

growth number to 3.0% from 3.3% just six 

months ago.  This is the slowest pace of 

world growth since the 2009 global 

recession and a big fall off from 3.8% 

growth in 2017.  What was most 

interesting in the IMF report wasn’t just 

that they cut their growth estimates to 

concerning levels, but the comments they 

shared about markets – labeling equities as 

being “overvalued” and credit risk premia 

as being “too compressed relative to the 

fundamentals”.  
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4. Earnings: This is the big week for S&P 

500 earnings with nearly 30% of its 

constituents reporting, but what I saw and 

heard last week from the talking heads on 

bubblevision was a lot of ‘rose colored 

glasses’ analysis.  Sure, 84% of the 

companies that have reported have beaten 

estimates, but what does that say about 

how actual results are doing?  Coming into 

earnings season, expectations were for a     

-4.0% year-over-year EPS decline and as 

of Friday that estimate is at -4.7%.  If this 

projection holds true once all of the results 

are tallied, we’ll be looking at the third 

consecutive quarter of flat to declining 

EPS, with the pace of decline accelerating 

to the downside.  And this isn’t happening 

in the face of a cheap valuations, but that is 

a variable that hasn’t exactly mattered 

much this cycle. 
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5. Employment:  This is one of those 

instances where a chart better illustrates a 

point than me waffling on with words.  

While everyone focuses on the 3.5% 

unemployment rate (white line in the chart 

below – inverted scale on the right hand 

side) being at a five decade low, they are 

focusing on the wrong data point in that the 

unemployment rate is one of the most 

lagging of lagging indicators, while the 

Conference Board Employment Trend 

Indicator – which is a leading indicator for 

the labor market – is losing momentum and 

is at risk of going negative (red line).  

Circled below are the two previous 

occasions when this indicator moved 

decisively below 0 – both were soon 

followed by recessions with the lagging 

unemployment rate catching down to 

where this indicator was forecasting.     
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In all fairness, this indicator hasn’t broken 

below the zero level just yet, and a mere 

piercing of it to the downside doesn’t 

assure an impending recession.  All I want 

to point out is that yellow ‘caution’ signals 

are lighting up in the labor market.  A trend 

that is being confirmed is the slowing 

momentum in new job creation (see chart 

below).  As we’ve seen over the last 3, 6, 

and 12 months, job growth is still positive, 

but it has definitely lost momentum.  The 

recent data we’ve seen out of the JOLTS 
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report has validated that job openings have 

cooled markedly over the last several 

months (this is another one of these leading 

indicators of the labor market).  Once 

again, not screaming that a recession is 

imminent, but definitely not a trend to be 

ignored.   

 

 
 

So, what do I make of capital markets that are 

little changed over the last several months 
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(equity markets are little changed over the last 

22 months) in the face of lower growth 

estimates in the U.S. and around the world, 

weaker earnings, and slumping employment?  

Perhaps these developments aren’t a surprise 

to markets?  Maybe this deceleration in 

growth and deterioration in earnings and 

fundamentals was anticipated, and that is why 

even in the face of tax cuts and massive fiscal 

stimulus over the last 24 months, equity 

markets are little changed?  When I look at the 

sentiment and positioning data, I’m seeing 

indications that investors are as negative and 

defensively positioned as they were in the 

depths of the global financial crisis – such a 

stance was of little value at that point, and that 

is where investors should have been rotating 

their portfolios into a more aggressive posture 

to take advantage of the eventual recovery.   
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Another data point that caught my eye last 

week from a contrarian standpoint was a 

deeper look into the latest OECD Composite 

Leading Indicator.  For the 20th consecutive 

month, this index declined – a feat that rarely 

occurs outside of a global recession.  But if 

you look closely at the chart below, you’ll 

notice that the rate of decline has started to 

moderate and this could be something forward 

looking investors are keying in on in 

anticipation of a positive inflection in 

economic data outside the U.S. in 2020.    
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I can’t say this is a foolish line of thinking, as 

several of the indicators we track started to 

flag this very same development as recently as 

July and August.  However, the models I 

follow still suggest a sustained positive 

inflection (should it materialize) will remain 

elusive until Q1 2020 at the earliest, and 

perhaps as far off as Q2.  Nevertheless, 



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. 

 

models are just that, models, and not prophets 

– if the markets are already sniffing out such a 

recovery and are willing to act upon it, who 

am I to argue with them?  It would make sense 

and would follow the recovery path I am 

expecting, in that global economic growth 

outside the U.S. peaked in January 2018 and 

has been in a downtrend ever since.  U.S. 

economic growth didn’t peak until Q3 2018 as 

it was aided and abetted by tax cuts and plush 

fiscal spending.  So, I’ve been plotting out a 

recovery path where economic activity outside 

the U.S. picks up well in advance of the U.S., 

and after the U.S. goes through its growth 

slowdown (whether it corresponds to a 

recession or not is yet to be determined), it 

would then be pulled up by the rest of the 

world.  What also works with this scenario is 

that I’ve been of the view that Germany, the 

U.K., parts of Asia, and Japan are already in 

or are very close to a recession.  So, for these 
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economies to bottom sometime in the next 

quarter or two isn’t a preposterous 

expectation. 

 

One last thought on this point, and this speaks 

to the forever changed capital markets and 

economic backdrop that we invest in today, 

and that is the heavy hand of the world’s 

central banks.  The growth bulls can go on and 

on all they want about the longevity of this 

global economic cycle, but that doesn’t 

remove the reality that this was the weakest 

expansion from a growth rate standpoint in the 

post-WWII era.  What’s more is that for 

almost the entire duration of this expansion, 

the Fed was providing life-support-like 

assistance to the economic patient – QE, ultra-

low interest rates, negative interest rates, and 

constant jawboning through forward guidance.  

As an illustration of just how precarious the 

fundamental backdrop is today, think about 
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the fact that if we were really in a situation of 

financial stability, then why (out of the blue) 

did the Fed have to announce and start 

implementing a massive T-bill buying 

program of $60 billion per month through 

March of 2020?  And why are they trying to 

go out of their way to make sure it’s not 

viewed as another round of QE?  Seeing their 

balance sheet having expanded by $200 

billion in the last month, it’s difficult to view 

it any other way.   

 

But arguing about what the central banks are 

doing on the grounds of financial prudence, 

fundamental principles, or theory is a waste of 

time.  What’s more important is to accept and 

acknowledge what they are doing and analyze 

what bearing it will have on capital markets.  

The Bank of Korea cut its interest rates last 

week, marking the 39th time a central bank has 

done so in 2019 and bringing the cumulative 
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total of central bank interest rate cuts to 1,700 

basis points, or 17%.  In two weeks’ time, 

when the Fed meets at the end of the month, 

they are expected to add to this total with 

futures markets pricing in over 80% odds the 

Fed cuts rates by 25 basis points for the third 

time since July. 

 

Ladies and gentlemen, this is a lot of monetary 

stimulus coming down the pike with this 

cumulative level of global interest rate cuts 

already in the system.  What’s more is that if 

the Fed and ECB maintain the pace of balance 

sheet expansion they’ve been tracking over the 

last month, they will print nearly $2 trillion in 

new money in the next twelve months – this is 

more than what was done during the fall 

months of 2008 during the Global Financial 

Crisis.  In such an environment, does the 

fundamental backdrop even matter?  If one is 

only looking at the history of this cycle, the 
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conclusion is simple as it relates to risk assets: 

monetary policy dominates poor 

fundamentals.  Taking a longer look back at 

global financial market history that stretches 

beyond just this cycle would lead you to a 

somewhat different conclusion.  In truth, I 

don’t know which perspective is more 

relevant today, but I encourage all investors to 

brush up on their history just in case it’s the 

latter that ends up being more important than 

the former.        
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