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August 3rd, 2020  

 

A brush up on Stagflation… 

Capital markets just closed out July on a very 

strong note where almost everything rallied, 

with the exception of the U.S. dollar.  Below 

are performance results for some of the major 

asset classes across the globe: 

 

• Silver +33% 

• Silver Miners +29% 

• Gold Miners +17% 

• Gold +10.8% 

• MSCI India +10% 

• MSCI China +9.25% 

• MSCI Emerging Markets +8.25% 
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• Nasdaq Composite +6.6% 

• S&P 500 +5.5% 

• High Yield Bond Index +4.88% 

• Long-Term Treasury Bonds +4.3% 

• Treasury Inflation Protected Bonds +2.3% 

• U.S. Dollar Index -4.2% 

 

It goes without saying – the rise, or in this 

case, the fall of the U.S. dollar index has a 

significant impact on asset returns.  This 

decline in the dollar isn’t exactly a new 

development, given that it peaked on March 

19th and two days later the low in global 

equity prices was put in.  In fairness, no one 

knew at that time that March 19th may 

represent the peak in the U.S. dollar bull 

market for this cycle that started back in April 

of 2011, but the accelerated pace of decline in 

July played a meaningful role in igniting gains 

across the board in all asset classes – 

especially commodity markets.  I highlighted 
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in last week’s missive the importance of 

watching the dollar index at this time given 

that it is flirting with breaking below some 

key trendline levels that have been in place 

since this dollar bull market began.  I’m not 

going to belabor the point, but I’d advise 

investors to pay attention to the price action in 

other parts of the capital markets, i.e.) 

commodities, emerging market equities, and 

inflation break-evens, which are more than 

hinting that a trend-change may be afoot for 

both the dollar and the disinflationary / 

inflationary tug-of-war that is underway.  

More on this below. 

 

As for the coronavirus, investors seem to have 

become numbed to the data with the global 

case count surpassing 18 million (now adding 

1 million cases every four days or so) and the 

death tally up to 690,000.  Australia is back on 

lockdown watch, as is the Philippines, with 
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the U.K. also seeing a turn for the worse in 

their data.  The total number of cases reached 

4.68 million in the U.S. and the death toll 

passed 154,000, but the stock market couldn’t 

seem to care less as it sees it as just more of a 

reason for the Fed and the Treasury to keep 

pumping liquidity into the system, thereby 

perpetuating a bubble in everything – equities, 

bonds, precious metals, real estate, art, 

bitcoin…you name it, expect for the actual 

economy.  Sorry for my cynicism, but I just 

have a hard time fully buying into the notion 

that asset values are the proper transmission 

channel for economic activity.  

 

One thing I’m coming across more frequently 

in my research and conversations with 

individuals better connected than I, is the 

belief that we will have an applicable vaccine 

within the next twelve months.  That’s an 

outcome I can certainly pull for, but in the 
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meantime, I have to focus on the here and 

now.  And that brings me to the parlor games 

being played between the Senate Republicans 

and House Democrats on the next fiscal 

package.  Who knows what the ultimate 

details of the bill will be, but it’s reasonable to 

assume that it’s going to approach $1.5 trillion 

in size and that should be enough to placate 

expectations in the capital markets.  It’s also 

important for the sustainability of the recovery 

that is underway, in that it’s been the benefit 

recipients who have been behind the May-

June rebound in U.S. economic data.  Do you 

need any more confirmation for this than the 

earnings report put out by Apple last week, 

where handset sales ripped by 25% in the 

same quarter that saw GDP contract by more 

than a 30% (annualized)?  

 

But this is the investing world as it exists 

today, where in Q2 we had a U.S. economy 
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that contracted by a record $2.15 trillion and 

at the same time the market cap of the S&P 

500 increased by more than $4 trillion.  Or 

where we learned that in June, default rates in 

the corporate bond market reached decade 

highs, yet credit spreads in the high yield 

market fell to under 500 basis points and the 

yield on the Barclays Aggregate Bond Index 

fell to all-time lows.  It’s just a surreal 

environment where no investor worth their 

salt would have guessed asset prices would be 

where they are today if they knew at the start 

of the year where the economic data would be 

at this point.  But take that as a lesson in 

making sure you can be open-minded with 

your investment process, able to adapt as 

things change, and not married to your 

forecast or ideology.    

 

Let me try and simplify what is a complex 

construct between the disinflationary / 
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inflationary debate that is ongoing.  First and 

foremost, we are in the midst of an ongoing 

recession – to which it appears as though the 

trough of this recession was reached in April.  

Recessions in and of themselves are demand 

destructive and as a result create a deflationary 

downside impulse.  Yet here we are, at the 

moment where a recovery is already underway 

(I’ll be the first to admit that I expect the 

economy to experience plenty of episodes of 

fits and starts on its way back to where it was 

operating pre-Covid…), and this was pulled 

forward in large part by the extremely 

aggressive policy response from the Fed and 

via fiscal stimulus.   

 

For example, just last week we got the income 

and spending data for June where the 

aggregate data shows a consumer profile that 

is in a better standing today than where they 

started the year.  Total personal income 
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through June is running at nearly a +12% 

annual rate, or a $1.1 trillion surge.  What is 

truly mind boggling is that this increase in 

income is occurring while we have nearly 15 

million fewer people employed than where we 

were at the start of the year.  This is the result 

of personal transfers from Uncle Sam to the 

tune of $1.8 trillion (annualized) which has 

more than offset the nearly $700 billion in lost 

wages and salaries. 

 

This is what you get when a government 

mandates a national lockdown (and I didn’t 

disagree with the decision), but then is 

overcome with guilt and a feeling of 

responsibility that they more than offset the 

financial hardship.  Meanwhile, the labor 

market remains in a state of disarray.  We’ll 

get the July jobs report on Friday, but I must 

say that the outlook going into the report isn’t 

very constructive given we’re coming off of 
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nineteen straight weeks of 1.3 million plus 

initial jobless claims and an active backlog of 

17 million individuals filing for regular 

benefits through July 18th.  For sure, we saw a 

big jump in job creation over the past couple 

of months with the economy reopening, but 

that low hanging fruit has been picked and the 

recovery path from here in the labor market 

appears set to moderate considerably. 

 

With such a set of circumstances, I can’t help 

but reflect back upon comments made by 

Jamie Dimon a couple of weeks ago: 

 

“The word ‘unprecedented’ is rarely used 

properly.  This time, it’s being used 

properly.  It’s unprecedented what’s going 

on around the world, and obviously Covid 

itself is a main attribute.  The economy 

would be in shambles without the safety 

net of the CARES Act.  In a normal 
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recession unemployment goes up, 

delinquencies go up, charge-offs go up, 

home prices go down; none of that’s true 

here.  Savings are up, incomes are up, 

home prices are up.  So, you will see the 

effect of this recession, you’re just not 

going to see it right away because of all the 

stimulus.” 

 

The job losses experienced in the U.S. so far 

year-to-date are equivalent to six years of job 

growth gone, and there is no telling how many 

of those are gone for good.  However, if 

policy makers are determined in their pursuit 

of making everyone they can whole into 

perpetuity – then capital markets will continue 

to adapt to reflect this new paradigm in ways 

many investors haven’t seen since the late-

sixties through the 1970’s: stagflation.   
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The U.S. dollar is becoming the release valve 

to express that such fiscal profligacy comes at 

a price, and just today the U.S. Treasury 

announced that it needs to raise nearly $950 

billion in the three months through September 

to fund this colossal deficit spending.  Keep in 

mind, this is $270 billion more than they 

projected in May.  No wonder gold has been 

performing the way it has since we got 

through the mid-March liquidation event that 

took down all asset classes, except the dollar.   

 

The yellow metal is up 30% for the year while 

the S&P 500 is barely up 2%, and that’s with 

the Fed stepping in and buying investment 

grade and junk debt – in a sense stopping just 

short of explicitly announcing they are 

backstopping asset prices.  No, don’t be scared 

out of the precious metals market, even if we 

may be heading into a brief corrective phase 

given the run it’s had – this is a bona fide bull 
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market.  Gold is almost the perfect hedge for 

an investor’s portfolio at the moment: the risk 

of deflation now and inflation down the road, 

heightened geopolitical risks, perhaps the start 

of a dollar bear market cycle, a hedge against 

the expanding lack of confidence in rampant 

money supply growth and bloated central 

bank balance sheets, and last but not least, a 

deepening in negative real interest rates.     

 

I’ve said before on several occasions and its 

worth saying again, the policy path of least 

resistance to deal with the over-indebtedness 

problem the world faces today is to inflate our 

way out of it.  That means that the Fed will at 

some point be forced to keep the cost of 

servicing the outstanding debt level below the 

rise of inflation – therefore ensuring real 

yields stay low for a very long time.  We’ve 

seen this for several years now with the ever-

mounting level of global bonds trading with a 
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negative yield.  According to the latest data 

from JP Morgan, we’re back up to $14 trillion 

and this number is growing by the day.  The 

10-year U.K. Gilt is just 10 basis points away 

from the zero bound, and while I have my 

doubts that we go negative in the U.S., it’s not 

out of the question with the yield on the 10-

year U.S. Treasury dipping below 0.53% at its 

lows last week. 
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In a world where the U.S. dollar is the world’s 

reserve currency and U.S. Treasury bonds are 

the world’s reserve asset, but the money 

supply is expanding at a 20 – 30% annual rate 

and Treasury bond issuance isn’t far behind, 

you want to have exposure to assets with a 

more constrained supply dynamic.  That is 

what you have in the gold market, where new 

supply in any given year is rarely more than 

2% and this only moderately adds to the 7 

billion ounces of above ground gold that has 

been mined over the millennia.   

 

Gold is by far the most sought after and secure 

commodity that investors utilize as a store of 

value due to many factors, and given its 

characteristics and history within the financial 

system, it should be viewed as such when 

investors are deciding how much of their 

portfolio should be weighted to an asset that 
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actually serves very little purpose in the 

industrialized world.  Think about that for a 

moment and what that says about the current 

investment backdrop, that a lot of investors 

(myself included) have made the decision to 

park capital into an asset that is akin to taking 

dollars out of the financial system and burying 

them in the backyard.  It doesn’t pay income, 

and it creates very little societal value other 

than it has proven to be a superior store of 

value throughout time to maintain one’s 

purchasing power.  But I digress. 

 

There are other commodity markets that are 

showing some verve as of late, perhaps as a 

result of this latest down leg in the dollar, 

because it’s hard to argue that their prices are 

rising for demand purposes when the global 

economy is in a deep recession.  However, 

another driving force behind rising prices in 

some commodities has to do with supply 
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disruptions, where a lot of mines have been 

shut down for precautionary and safety 

protocol as a result of the pandemic.  One of 

these commodities is uranium, another yellow 

metal that I have become very fond of over the 

past couple of years.  It has truly tested my 

patience over the past two years (and likely 

that of many of my clients), but in the last 

several months it’s finally started to show 

some life, and for reasons that weren’t exactly 

in my long-term investment thesis – and that’s 

due to meaningful supply disruptions that are 

underway.  The long-term thesis has always 

been predicated upon the notion that the 

breakeven cost of production for most miners 

was 2 – 3x the price level that uranium was 

trading at back when it was under $20/lb, and 

the fact that if the world truly wants to 

transition to a smaller carbon footprint, the 

economics just don’t make sense without 

nuclear energy being a part of the equation.   
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But I don’t want to get too deep into the 

woods on my investment thesis for why I’m a 

long-term bull on uranium miners (have a read 

of: Barasso: The future of nuclear energy is 

American to get a glimpse of the ground work 

being laid in the U.S. to reassert its leadership 

in this arena around the world), but rather use 

it as a current example for the disruption 

taking place within the supply side of the 

global economy.  The two largest uranium 

producers in the world have been forced over 

the past several months to shut down or curtail 

production of several of the world’s largest 

uranium mines.  As a result, a market that was 

already heading into a primary supply deficit 

in 2020 is facing an even larger deficit by this 

lack of production.  To boot, both of these 

producers have been forced to buy up existing 

uranium on the spot market to meet demand 

for customers already under contract.     

https://trib.com/opinion/columns/barrasso-the-future-of-nuclear-energy-is-american/article_9ac72bb1-14ff-5eb5-8e77-169cebabb8c9.html
https://trib.com/opinion/columns/barrasso-the-future-of-nuclear-energy-is-american/article_9ac72bb1-14ff-5eb5-8e77-169cebabb8c9.html
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I use the current backdrop in the uranium 

market to illustrate a potential logjam that 

could surface in many parts of the global 

economy going forward.   Part of the calculus 

is the disruption to production from the 

pandemic, and the adjustments that companies 

will have to make to operate in a world where 
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we may just have to learn to live with this 

virus.  Maybe we get a vaccine, maybe we 

don’t.  If we do get a vaccine, maybe people 

take it, maybe they don’t.  Either way, I don’t 

imagine people will immediately revert back 

to their pre-Covid lives upon the 

announcement of a vaccine. 

 

It’s the combination of supply chain 

disruptions, de-globalization sparked by the 

escalating feud between the U.S. and China, 

and governments around the world more 

willingly pulling out their check books to 

paper over the financial distress.  This is a 

pretty powerful mix of variables that could be 

just the spark to ignite a stagflationary 

investment backdrop.  A couple of months ago 

I was of the mindset that either a rise in 

inflation or stagflation was a year or two 

away, but I’m not as confident of that view at 

this time in that I think it could arrive much 
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earlier.  We’ll see, but it’s something for 

investors to be thinking about and brushing up 

on the best ways to allocates one’s nest egg.   

 

Commodities, tangible assets, real estate, and 

companies with pricing power and utility like 

characteristics are good places to start to 

identify investment opportunities.  Foreign 

markets have the potential to reassert 

themselves as outperformers for the first time 

in a decade, if in fact a dollar bear market is 

underway.  Sovereign debt instruments, and 

bonds in general (outside of Inflation 

Protected fixed income instruments) don’t fair 

very well in a period of financial repression, 

where I define ‘financial repression’ as a state 

where the interest income one can derive off 

of a fixed income instrument doesn’t keep 

pace with the rise of inflation.     
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A shift in consumer behavior that is taking 

place towards a refocusing on needs-based 

consumption at the expense of less 

discretionary purchases has me leaning 

towards companies in the Consumer Staples 

sector.  Healthcare and Big Tech also check a 

lot of the boxes in the essential / utility like 

characteristic basket.  Also, I’d encourage 

investors to focus on equities that offer a safe 

yield as opposed to an absolute high yield that 

is at risk of getting cut. Cloud computing, 

robotics, 5G, and artificial intelligence are all 

growth levers for Big Tech, and just further 

accentuate why the Big 5 are performing the 

way they are.  From a tactical standpoint, 

these names look overdone to the upside and it 

is dangerous when the consensus view 

becomes one where the widespread belief is 

that these companies can never go down.  So 

keep some powder dry, and try to stay clear of 

the “Greater Fool’s Theory” as you patiently 
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await opportunities that are presented to you.  

These are great growth companies with utility 

like characteristics, but they are expensive 

even relative to their strong fundamentals.   

 

And for those looking to scratch their 

contrarian itch, I’d encourage you to think 

about the below statistics: 

 

 S&P 500 Energy Sector Weight: 

 1980 = 27% 

 1999 = 5%  

 2009 = 14% 

 2020 = 3% 

 

Who isn’t aware of the pain taking shape in 

global oil production at the moment and the 

supply glut created by cratering demand?  It 

seems like almost every day I’m seeing 

another oil company file for bankruptcy.  Last 

Friday, Exxon and Chevron reported Q2 
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results that were the worst either company has 

experienced in three decades with both taking 

a hatchet to further reign in capex spending.  

Cuts in investment today are reductions in 

future supply, it’s just that none of us can 

know with a high level of confidence just how 

far out that future is.  But consider that very 

little that we use today within our daily lives 

functions without energy.  I wish I knew who 

I lifted the following guidelines from so that I 

could appropriately give them credit, but 

nevertheless they carry some weight, 

especially in an era of investing where it 

seems almost everyone seeks/needs immediate 

gratification from prices going up and 

continuing to go up from the moment they 

make the investment, or should I say, 

speculation:  

  

 If you want to be well rewarded, you have 

to be early. 
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If you want to be early, you have to be 

patient. 

  

If you want to be patient, you have to have 

conviction. 

 

If you want to have conviction, you have to 

do the research and stop listening to 

everyone that hasn’t. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Partner, Portfolio Manager

Suite 211

Walnut Creek, CA 94596

corey.casilio@clpwm.com

925.448.2215

101 Ygnacio Valley Road

Casilio Leitch Investments is a private wealth management firm, focused on providing financial advisory and investment 

management services to individuals, families, and institutions.  The firm was founded on the principles of Character, 

Integrity, and Trust and pledges to abide by these principles, dutifully focusing on our fiduciary responsibility to our clients 

throughout our financial advisory relationship.

Corey Casilio


