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October 19th, 2020  

 

Let’s make a deal… 

Markets have resigned themselves into a state 

of limbo as of late in the lead up to the U.S. 

elections that are only two weeks away.  

Whether we will actually know the winner on 

election night is an entirely different matter, 

but we will have to cross that bridge when we 

get there.  Last week was all about growth 

with the Nasdaq up +0.8% while the S&P 500 

and Dow barely eked out positive gains, up 

+0.2% and +0.1% respectively.   

 

If you are pressed for time and really do not 

care about the particulars of my ramblings, 
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you can pretty much read these next couple of 

sentences and read no further to get what I 

consider to be a pretty inclusive synopsis of 

where things stand.  Over the last couple of 

weeks, the start of each trading week has had a 

sense of déjà vu.  Economists from the Fed, 

the IMF, and Wall St. all continue to up the 

ante in terms of warning about the increasing 

risks to the forward growth outlook in the 

absence of additional fiscal support.  This has 

been heard so often and has become so widely 

understood that investors are generally leaning 

in a bullish direction in anticipation of its 

eventual passage. However, with each new 

incoming economic data point (with the 

exception of those that have benefitted the 

most from the prior fiscal stimulus package – 

retail sales, housing, do-it-yourself themes…) 

the general trend deteriorates.  Then another 

week goes by where political jockeying 

inhibits an agreement from getting done, but 
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they leave the carrot out there for investors 

that negotiations remain ongoing – wash, 

rinse, repeat.  

 

As for U.S. equity markets, they remain stuck 

in this vortex of a winner-takes-all backdrop.  

The large cap growth stocks are the companies 

with the earnings visibility and strong balance 

sheets.  Companies like these do not need 

government support as they continue to 

conquer all competitors, but from a market 

stand point, these behemoths constitute such a 

large chunk of the equity market cap that it is 

getting harder for them to move the needle to 

the upside.  On the other hand, you have value 

stocks which are cheap on virtually every 

metric, but these companies have very little 

earnings visibility and no significant upside 

catalyst outside of another round of fiscal 

stimulus.  The action in the bank stocks last 

week is a perfect case in point, where 
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investors were quick to look through the low-

quality earnings beat and the group finished 

the week down -1%.   

 

Since the start of the year, the FAANGM 

(Facebook, Apple, Amazon, Netflix, Google, 

and Microsoft) group of stocks is up 

collectively over 45% (on a market cap basis) 

compared to less than a 1% gain for the 

remaining 494 companies in the S&P 500.  

Yes, everyone is relieved and in a celebratory 

mood when they look at the S&P 500 up 

almost 8.0% on the year, but little do they 

realize how lopsided this price action truly is 

which is clearly spelled out by the -2.0% year-

to-date decline in the S&P 500 equal weight 

index.  The historical pattern coming out of 

recessions sees the smaller cap and more 

cyclically sensitive segments of the stock 

market leading the charge, but this is not the 

case today.      
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For sure, this recession is unique given it was 

self-imposed in an effort to combat a 

pandemic, so maybe investors are correct to 

not wed themselves to previous historical 

norms.  Nonetheless, when I look at the NYSE 

Composite (an equity index that is much more 

broad based than the Dow, S&P 500, or 

Nasdaq 100) and see that it is no higher today 

than it was in January of 2018, I find myself 

wondering what all of the bumbling, bullish 

talking heads are going on about with regards 

to how great the stock market is doing.  To 

me, a more accurate proclamation would be to 

assert how great these half a dozen big cap 

stocks are doing, and how difficult it has been 

for all the rest.  Never do you hear them crow 

about the fact that the Bloomberg Barclays 

U.S. Treasury Index has outperformed the 

NYSE Composite on a total return basis by 

about 10% over this same time period.  No, 



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. 

 

bonds are boring and the hot stock tip is what 

drives clicks and ratings.  Not to mention that 

if one were to take into account the risk-

adjusted return profile of these two 

investments, the NYSE Composite compared 

to Treasuries looks pathetic. 

 

Moving on, starting this week we are set to 

move into the two biggest weeks of earnings 

reports.  So far, we have had roughly 10% of 

the S&P 500 report with 86% of companies 

beating their low-balled estimates.  Why do I 

say this? Well, it’s because the companies that 

are beating have on average seen their stock 

price sag by 2% the very next day.  This is a 

classic sign of a market where a lot of good 

news has already been priced in.  So, as we 

head into this two-week reporting window 

(which will set the tone for markets as we 

head into heightened election uncertainty), the 

consensus estimates for Q3 as a whole have 
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improved from -25% year-over-year at the end 

of June to -18% YOY as of the end of last 

week. 

 

As for risks, they are aplenty, and investors 

should be sure to keep an eye on them as we 

move forward.  This doesn’t mean you allow 

them to dominate your thinking or put you in a 

state of stasis, but the vulnerability and 

fragility of the investment backdrop today 

remains in place, even if the S&P 500 being 

less than 3% from its all-time highs gives you 

the impression that there is nothing to worry 

about.  For one, we have the election 

uncertainty, with the worse-case scenario of a 

contested and drawn-out political battle a very 

realistic possibility.  The progress on the 

vaccine front looks constructive, but it’s still 

not without its hiccups as we learned last 

week with two clinical trials being put on 

hold, and Pfizer stating that its vaccine will 
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not be ready for emergency authorization until 

late in November (a month later than 

expected).  Case counts around the world are 

back on the rise, with the nationwide tally in 

the U.S. having crossed over 60k daily new 

cases for the first time in 2 ½ months.  Yes, 

60k new cases per day is a big number, but it’s 

well below estimates I was working off of in 

late summer that were projecting the case 

count to be north of 100k at this time.  Then 

we still have this lingering issue on the Brexit 

file, where the odds are high and rising that no 

trade deal will be reached before the 

December 31st deadline.  We’ll see whether 

this just means that the powers that be over in 

Europe will move the goalposts yet again, but 

Moody’s decided they weren’t going to wait 

any longer on coming out with how they 

viewed the credit standing of the U.K. when 

on Friday they lowered their debt rating on the 

sovereign a notch to Aa3 from Aa2.   
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Speaking of debt, we just got the tab on the 

U.S. deficit level for fiscal year 2020 which 

ballooned to $3.1 trillion.  Ladies and 

Gentlemen, this is a big number with spending 

coming in at a whopping $6.55 trillion ($2.2 

trillion of that on the part of pandemic relief), 

and the outstanding debt burden for Uncle 

Sam now clocks in at a meteoric $27 trillion, 

or 126% of GDP.  I understand that while in 

the trenches of the most severe recession to hit 

the U.S. since the Great Depression is not the 

time to squabble over deficits and play the 

austerity card.  However, it is with a bit of 

irony that the GOP dawns the moniker of 

being fiscally conservative, and yet we are 

talking about the largest dollar deficit in a 

fiscal year on record.  I know, I know, I can 

hear it already…come on Corey, that isn’t fair 

given the support that was needed to be 

provided in dealing with the pandemic this 
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year.  Alright, I’ll acquiesce to that retort, but 

what about the $984 billion dollar deficit from 

last year when we had a 50-year low 

unemployment rate, or the fact that at the peak 

of an economic cycle, President Trump and 

the GOP thought it would be a good idea to 

pass tax cuts that had no chance of ever 

paying for themselves?  Or what about 

President Trump’s claim on the campaign trail 

in 2016 that he would balance the books?  

 

It’s not my intention to point fingers, as there 

is already plenty of that going on, but this 

coordinated effort by both parties to disregard 

the importance of fiscal prudence is reaching a 

point of consequence, and you don’t have to 

take my word for it. Instead, pay attention to 

what FOMC member Quarles had to say on 

this issue during a virtual panel discussion last 

week: 
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“It may be that there is a simple macro fact 

that the Treasury market being so much 

larger than it was a decade ago and now 

really much larger than it was even a few 

years ago, that the sheer volume there may 

have outpaced the ability of the private 

market infrastructure to support stress of 

any sort there.”   

 

Link to: "The Treasury Market May Be So 

Big That The Fed Can't Step Away"  

 

To me, this is just confirmation of the 

dilemma that anyone paying attention and 

doing the analysis of what is transpiring with 

the fiscal standing of the world’s reserve 

currency can see: The Fed can choose to either 

step in and monetize U.S. deficits for an 

indefinite period of time, or step aside and 

allow a solvency crisis to unfold that brings 

about a destructive deflationary reset.  It 

https://www.bloomberg.com/news/articles/2020-10-14/the-treasury-market-may-be-so-big-that-the-fed-can-t-step-away
https://www.bloomberg.com/news/articles/2020-10-14/the-treasury-market-may-be-so-big-that-the-fed-can-t-step-away
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remains my opinion that they will continue the 

monetization path that they are already 

pursuing, but such a strategy will evolve in 

stages of fits and starts.  Given the political 

wrangling over the latest stimulus 

negotiations, the Fed finds themselves in a 

precarious position where they have to watch 

from the sidelines while the fiscal fight plays 

out.   

 

This brings to mind comments made last week 

by two other Federal Reserve members that 

really hit home with me.  As you know (as 

I’ve been suggesting for some time now), the 

U.S. economy has become so financialized 

that it is now a matter of national security that 

asset prices and the stock market remain at 

elevated levels.  This goes back to the policies 

first enacted by Ben Bernanke coming out of 

the GFC to create a positive feedback loop 

fueled by higher asset prices to propel a 
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wealth effect.  Well, below is an excerpt from 

an interview given by San Francisco Fed 

President Mary Daly last week: 

 

“The other thing that happens, though, in 

an expanding economy is asset valuations 

rise.  And the stock market is one kind of 

asset, so of course that gets a lot of 

attention, but other assets are homes and 

businesses.  The value of those rise as well.  

And many more Americans own businesses 

and have homes than are participating in 

the stock market.  So, what I as a policy 

maker don’t want to do is take on a 

mandate that would be a trade-off. 

 

I would, if we are going to reduce wealth 

inequality, I would have to sacrifice 

millions of American jobs.  So the better 

way, in my opinion, to do this is to let the 

Federal Reserve work to stimulate the 
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economy, produce jobs, you know, sustain 

the economy so we can have jobs, income 

and the opportunity to build wealth, and 

then work for solutions that allow us to 

have more equity in who can own assets.” 

 

Link to: Transcript of the Wall Street 

Journal Interview with San Francisco Fed 

President Mary Daly 

 

Now pair this to the tweet below from Carl 

Quintanilla, who is quoting a comment made 

by Vice Fed Chair Clarida at a speech 

delivered last week: “Fed won’t put people out 

of work based on economic theory”.   

 

 

https://www.wsj.com/articles/transcript-wsj-interview-with-san-francisco-fed-president-mary-daly-11602788005
https://www.wsj.com/articles/transcript-wsj-interview-with-san-francisco-fed-president-mary-daly-11602788005
https://www.wsj.com/articles/transcript-wsj-interview-with-san-francisco-fed-president-mary-daly-11602788005
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How I interpret these two comments, as well 

as numerous other comments by other Fed 

members over the last several months, is that 

they are A-okay if an unintended consequence 

of their extremely accommodative policy is 

higher asset prices.  I’ll paraphrase here, but 

what I hear them saying is they aren’t going to 

pull back on or change their approach to 

monetary policy, which might impair the 
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recovery path of the economy in an effort to 

reign in asset prices that might be detached 

from fundamental reality.  As the saying goes, 

invest in the environment that is, not the one 

you want.   

 

Back to politics and a possible fiscal stimulus 

package for a moment.  One risk that is 

always present in the economy and capital 

markets is a policy mistake – be it the Fed 

tightening policy too much or not enough, 

over/under regulation, and/or 

untimely/inappropriate legislative policies.  I 

think we are on the doorstep of seeing a policy 

mistake in real-time if Congress is unable to 

push another stimulus package across the 

finish line.  I really don’t understand the 

thinking of House Speaker Nancy Pelosi at the 

moment.  Don’t get me wrong, I don’t think 

for a moment that she doesn’t have her 

reasons or that I have one iota of the political 
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acumen that she does, but the biggest driver of 

the snap back in the economy and capital 

markets since early spring was the massive 

stimulus package passed back in April.   

 

You think I’m joking?  Consider the irony in 

that as of September, we are still 11 million 

jobs shy of the level of employment in 

February (pre-pandemic), yet I just saw last 

week that the average FICO score for the 

nation has gone up to 711, versus 706 a year 

ago – the highest it has been since at least 

2005. 
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Not to mention the blowout retail sales report 

we saw last week that shows headline retail 

sales are now up at a 6.1% annual rate so far 

this year.  We are in a recession, and Q2 was 

one of the worst quarters in the history of the 

U.S. economy, yet sales are up 3.7% from the 

high they reached prior to the pandemic.  

We’ve made up all of the lost ground from 
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February to April, and we have the nearly $6 

trillion (at an annual rate) in fiscal goodies 

that were doled out by the government to 

thank for that.   

 

Now the economy is stalling, and while both 

parties are playing politics, I’m just amazed 

that Pelosi is unwilling to accept a $1.8 trillion 

budget package, which is triple the size of the 

Obama package back in 2010 and just shy of 

the $2.2 trillion package from this spring.  

Perhaps she thinks she’s already come down 

enough from the $3.5 trillion she was initially 

shooting for, but she has to know that fiscal 

hawks in the Senate (yes, I know, now they’re 

back…) don’t want McConnell to agree on 

anything more than $1.8 trillion.   

 

It all just seems like too much of a gamble 

with the stakes so high as the possibility of a 

renewed economic collapse waits in the 
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balance.  You might interpret this in a tone 

that comes off as hyperbolic or sensationalist, 

but hear me out.  If nothing gets passed prior 

to the election, and then we go into a window 

where it takes some time to iron out the actual 

winner of the election, there is a good chance 

we don’t see a stimulus deal passed until the 

end of the year or even in Q1 of 2021.  Now 

consider that it takes time to implement these 

policies and deploy the funds to where they 

are going, so we’re already talking about a lag 

factor for when this stimulus hits the economy 

from when the bill is signed into law.  Any lag 

that forestalls this stimulus until next year is 

simply too late, and will only delay and extend 

out the deep recovery from the hole that we 

are trying to climb out of.   

 

Look at the initial jobless claims data from 

last week, which is confirming the labor 

market is without question running out of 
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steam.  Why this data series doesn’t get more 

attention is beyond me, after all it is one of the 

Conference Board’s leading economic 

indicators.  Initial claims increased by 53k to 

898k in the week ending October 10th, and this 

was the steepest increase in two months.  

Claims have now been stuck between 800k 

and 900k each and every week since August 

2nd (that’s more than two months ago) and let 

me remind you that claims represent a flow of 

joblessness.   

 

Once again, we saw a meaningful 

improvement on the continuing claims front 

which fell 1.17 million to 10.02 million.  

However, reference this with all of the other 

data series tracking the labor market and it 

looks as though this improvement is 

happening for all the wrong reasons – as in, 

benefits are expiring and workers are leaving 

the labor force in discouragement.  In the 
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report, we see that the total number of 

individuals collecting assistance for all forms 

of unemployment totals 25.03 million, and 

this is on a total labor force of 160 million.  

The bottom line is that the labor market, 

which represents the income and spending 

account for 70% of the economy, is in a whole 

lot of pain.  As gloomy as this appears at the 

moment, it’s important to be aware that a 

healing process in the labor market is 

underway.  The labor market experienced a 

heart attack in the spring and a recovery 

(while underway) will lag other parts of the 

economic recovery, as is historically the case.   

 

Let me wrap up this week with some general 

thoughts on the capital markets.  I think it’s 

going to be difficult to find clarity, 

confidence, and conviction over the next 

couple of weeks with all of the noise that will 

be surrounding the election.  As a result, it’s 
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important for investors to have themselves in a 

position with their capital where they can take 

action if opportunities present themselves or 

sit idly by if they don’t.  The most important 

thing will be to not react or take action out of 

fear, but rather for reasons that are justified 

through thought, reason, and sound judgement 

because it coincides with your process and 

strategy.   

 

I’m finishing this up just after the markets 

closed for the day, and while today looks like 

an ugly, broad-based sell-off across the board, 

what is most troubling is that nothing on my 

terminal acted as a solid hedge to a broad-

based equity market slide.  Meaning, on a day 

where every sector in the S&P 500 was down 

more than 1% (except for the defensive 

utilities sector at -0.84%), U.S. Treasuries 

were also down, and so was the U.S. Dollar.  

Even gold finished the day in the red.  This is 
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likely a one-day wonder where virtually 

everything gets liquidated as investors dash 

for cash, but one thing that has continued to 

stick out like a sore thumb to me over the past 

several months is that on these large down 

days, U.S. Treasuries offer very little offset to 

falling equity values.  Yes, one could argue 

that they declined a lot less, but this isn’t how 

large institutions manage large pools of 

capital, nor is it how I look at allocating client 

capital where the defensive, risk-off holdings 

in the portfolio decline less or go up very little 

to off-set the risk experienced in other parts of 

the portfolio.  If this continues, then investors 

need to consider that more and more investors 

will be forced to de-risk their absolute 

exposure because they will not be allowed to 

carry as much risk without the option of a 

valid portfolio allocation hedge.  This is an 

issue that troubles me deeply when carrying 

the responsibility of prudently managing the 
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capital of one’s life savings in an environment 

with so little visibility.   

 

For all of you reading this missive, I want to 

make sure my thoughts and views on markets 

are crystal clear.  My constructive view on 

risk assets, commodities, and precious metals 

over fixed income and cash is very much 

dependent on additional and repeated stimulus 

measures being passed.  Without stimulus, the 

fundamentals underpinning the economy at 

the moment do not justify asset prices being 

where they are.  My opinion is predicated on 

policy makers knowing, understanding, and 

taking action given they share this 

understanding.  Many of the speeches, 

comments, and research publications they 

have put out suggest to me that they are 

acutely aware of the financial system’s 

dependence on them doing their part, and as a 

result I think it’s justifiable to favor them 
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succeeding on their pursuit of this objective.  

This by no means implies it will be a smooth 

and easy path to follow from an investing 

standpoint, but that is why it will be essential 

to keep abreast of all incoming information as 

the situation evolves going forward.              
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