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November 30th, 2020  

 

It’s been quite a move… 

The global equity market is in the midst of one 

of its best monthly performances on record 

(today’s sell-off notwithstanding): 

• S&P 500: +10.3% 

• Dow Jones Industrial Average: +11.4% 

• Nasdaq Composite: +11.25% 

• Russell 2000 Small Cap: +18.9% 

• MSCI EAFE: +15.15% 

• MSCI Eurozone: +20.5% 

• MSCI Emerging Markets: +9.25% 

• MSCI Japan: +11.5% 

• MSCI India: +8.6% 
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• MSCI China: +3.1% 

 

The safe haven trade has been out of favor, 

with Treasury yields across the curve little 

changed on the month and the broad Treasury 

Bond ETF (GOVT) up 0.4%, while precious 

metals have been cast aside with gold sliding 

to $1,785/oz (down more than 5% on the 

month), gold miners off by more than 8%, and 

silver slipping by 4.5%. Bitcoin on the other 

hand has rocketed higher by over 40% on the 

month.  

 

I was always advised to “not look a gift horse 

in the mouth”, so you take the good times 

when you get them, but with sentiment 

readings reaching euphoric levels, portfolio 

manager cash positions pared down to historic 

lows, and a fundamental backdrop that does 

not exactly corroborate the ecstatic price 

action – it leaves me wondering whether 
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we’ve pulled forward the Santa Claus rally 

into November.    

 

After all, we do have Covid-19 case counts 

making new records by the day 

(hospitalization and death rates are taking out 

springtime highs as well) and the renewal of 

some form of lockdowns (or lockdown-lite) 

around the globe has engineered another soft 

patch in the economic data.  Not to mention 

there has been little to no momentum on the 

fiscal stimulus front to offset the devastation 

taking shape in the small business community.  

Although the market did look favorably upon 

the appointment of Janet Yellen as the new 

Treasury Secretary – think about it, who better 

to marry the fiscal and monetary policy mix 

that is needed to resurrect the U.S. economy 

out of this quagmire than a former Fed Chair?  

Now she and Powell can go to infinity and 

beyond in monetizing the tsunami of Treasury 
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issuance that awaits the financial system in the 

years to come.  Then there’s the developments 

on the vaccine front over the past three weeks, 

with one trial after another bettering previous 

results, but the reality still remains that we are 

a solid 4 – 6 months out from mass 

inoculation and the potential return to pre-

Covid life.  

 

It does beg the question of what going back to 

normal life will look like and how quickly can 

we get there?  We are talking about a U.S. 

economy that is on pace to see GDP contract 

4% in this calendar year (almost double the 

decline in the 2009 calendar year – the worst 

year of the GFC).  Permanent job losses are 

estimated to approach 5 million when this 

downturn fully runs its course, and nearly 7% 

of small businesses are saying that even with a 

vaccine they will not make it.    
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I think it is important for investors to form 

their outlook around a two-tiered time frame, 

where the near-term set-up carries an elevated 

level of uncertainty and remains extremely 

fragile, while the intermediate- to longer-term 

setup looks to be much more constructive in 

terms of growth, removal of significant 

uncertainties, and potentially highly 

reflationary.  Navigating this transition from 

here to there (to me) looks to be rather tricky, 

but based on the price action over the past 

several weeks, it’s my opinion that investors 

have chosen to discard any and all near-term 

risk while latching on to the optimistic 

promise of brighter times ahead.   

 

Don’t get me wrong, as my base case view is 

that the necessary ingredients are in place to 

set off the next prolonged expansionary cycle, 

but a U.S. equity market that is carrying a 

CAPE multiple of 32x (higher than where it 
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was at the peak of the cycle in February) is 

already priced as if the U.S. economy is in tip 

top shape.  Then add into the mix investor 

sentiment readings, where in the latest 

Investors Intelligence survey the gap between 

bulls and bears is at an extreme 40 percentage 

points, and we’re talking about an equity 

market that has a heck of a lot of good news 

baked into the current price.  Lastly, we have 

junk bond yields that have compressed by 

almost 100 basis points which has reduced 

spreads to inside of 500 basis points – a truly 

head scratching feat when underlying 

fundamentals would suggest they should be 

closer to 800 basis points.   

 

It is also very interesting to see the VIX 

remain at an elevated level (21) while the 

equity market raced to new all-time highs.  

One would think that a VIX reading closer to 

the historical norm of 15, or even closer to the 
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12 level it was trading at pre-pandemic, would 

be more aligned with the price action in the 

equity market, but this market continues to 

defy historical norms and confuse us all (okay, 

maybe just me).  The bond market is sending a 

similar message as the VIX in that it is not 

confirming the move in equities to all-time 

highs.  Consider that the yield on the 10-year 

T-Note is 0.87% as I type, and this is where it 

was in early June and yet the S&P 500 has 

appreciated by more than 12% since then.  

Never mind the fact that one could go all the 

way back to late March when the 10-year 

yield was at a similar level, and the S&P 500 

traded south of 2,500.  That is a more than 

50% move higher in stocks versus a big sigh 

out of the U.S. Treasury market.  It should be 

noted that when I or anyone else points out 

disconnects between markets, it does not mean 

that stocks can’t continue to move up, but it is 

a warning signal to investors like myself that 
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either something is changing, I’m missing 

something, or that patience is required to 

await a reconnect between markets where 

fundamentals and price action converge.   

 

Even in the housing market – which has been 

on fire and a significant driver of strength in 

the U.S. economy – it’s hard not to consider 

that some bubbly characteristics have 

reentered this market when you see Redfin 

data (an online real estate platform) showing 

that median home prices nationwide in 

October were up 14.2%.  Just so we are clear, 

that is +14% in a month, which is like the 

S&P 500 appreciating by 30% over a similar 

time interval.  So, yes, we do have distortions 

abounding across the financial asset class 

lexicon, but all of us participating in these 

spaces must recognize that these 

manipulations have become a permanent 

feature of the financial marketplace.  I don’t 



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. 

 

say this to insinuate that policy makers are 

acting out of malice or consciously intending 

to pull the wool over people’s eyes, but rather 

they are doing so with the belief that it serves 

the ‘greater good’.  Stated simply, asset prices 

have become the tail that wags the economic 

dog, and it’s no longer the economy that 

drives markets, but rather the markets that 

drive the economy.   

 

How long this can and will go on is anyone’s 

guess: weeks, months, years, decades…?  But 

it’s imperative that all investors at least 

entertain such a possibility.  If one were truly 

willing to anchor themselves to relying on 

historical fundamentals and models, then such 

an investor would resign themselves to the 

view that based upon current equity valuation 

levels, the forward expected return stream 

from stocks is in the low single digits with the 

bulk of that return coming from dividends.  
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Such an expected return is not too far out of 

step with the 1.58% yield on a 30-year 

Treasury bond – another long duration asset, 

but few investors tie the two together in this 

orientation. 

 

As for the commodity market, we have oil that 

is up almost 25% on the month to an eight-

month high as it loves the prospect that 

several highly effective vaccines are right 

around the corner.  Then there is gold, which 

for any investor that was forced to chase it 

during the summer is getting a cruel lesson on 

just how inexplicable the price movement in 

this element can be.  Let’s walk through the 

fundamentals that a rational / thoughtful 

analyst would look at to evaluate the 

investment merits of gold, in which you’ll see 

that they are all still in a constructive position 

so as to not bail on your position.  The first 

place to look when evaluating gold is real 
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interest rates (both the level and expected 

future path).  Real interest rates are nothing 

more than nominal yields less inflation 

expectations, so when you look at 5-year real 

Treasury yields you see that they are at the 

same level today (1.26%) as they were in mid-

September when gold was trading north of 

$1,950/oz.  We’re talking about a 9% decline 

in gold even though there has been no net 

move in these negative real yields.   

 

Then we have the U.S. dollar (which gold is 

priced in), and it has moved down more than 

2% since mid-September (which may not 

sound like much, but this is a decent sized 

move for the world’s reserve currency), and is 

down more than 10% from the March highs.  

Gold in relation to other commodities has 

been an outlier as well, with the CRB index up 

nearly 6% in the past two months as gold has 

corrected almost 9%.  Additionally, inflation 
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expectations as measured by the 5-year TIPS 

break evens have widened out more than 10 

basis points to 1.65%.  Lastly, we have the 

fiscal status of the U.S. government, where 

one could argue that over the last several 

months the deficits haven’t materially 

worsened (given the restraint on an additional 

stimulus package, for now), but come on.  The 

U.S. government is on a path where $2- to $3-

trillion annual deficits are going to be the 

norm, and it’s going to be several years before 

policy makers even consider reigning this in.   

 

If you are so inclined to see the backdrop for 

gold the way I do, then I’d surmise you are 

arriving at a similar conclusion – the gold 

price has moved out of sync with the 

fundamentals, which have not shifted in a 

manner that would justify that fall in the price 

of gold.  However, I can see the point of view 

that some are making in terms of with policy 
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makers out in full force to backstop the 

system, vaccines on the way, the global 

economy on a path to recovery, and risk assets 

ripping higher – investors are in less of a need 

of holding a safe haven / insurance like asset.  

I can buy that argument, and in my opinion 

this is somewhat confirmed by the recent 

surge in Bitcoin (which has left gold in the 

dust), but I would encourage investors to 

maintain discipline, prudence, and stay true to 

their asset allocation framework in that you do 

not have a diversified portfolio if everything 

you own is going in the same direction at the 

same time.  True diversification is having 

assets that don’t correlate with each other all 

the time, but also managing the exposure of 

those assets within one’s portfolio so as to 

rotate and adjust as the cycle evolves and 

changes.   
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As detailed on the chart below from The 

Market Ear blog, the relative strength index 

(RSI) on gold just slipped below 29, and this 

is the lowest RSI reading since August 2018.  

In total, since gold peaked in early August, we 

are looking at a 13% correction in roughly a 3 

½ month window, and this is very close to 

what we saw play out into the 3 ½ month 

correction that ended in the fall of 2018.     
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Given my expectation of the future path of 

both fiscal and monetary policy (more, more, 

more…), I continue to hold the view that gold 

(and a lot of other real assets) is in the early 

innings of a multi-year bull market.  So, for 

anyone under invested in their targeted 

portfolio exposure, now is a good time to 

acquire some to get to that target, or if you’re 
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already there – then sit tight as this correction 

has nearly run its course.   

 

Corey, what do you mean by ‘this marriage of 

fiscal and monetary policy’?  Well, I’m glad 

you asked.  Consider that the fiscal deficit was 

already running north of $1 trillion coming 

into the pandemic, and we just closed out the 

books on fiscal year 2020 with the deficit 

widening to $3.3 trillion.  At the end of 

February, the size of the Fed’s balance sheet 

stood at $4.15 trillion and here we are closing 

out the month of November with the Fed’s 

balance sheet having swelled to $7.2 trillion.  

The size of the Fed’s balance sheet is now 

over 30% of GDP, and this $3 trillion dollar 

expansion since February has funded the 

entire expansion in the fiscal deficit.  Since the 

end of September alone, the Fed’s balance 

sheet has expanded by almost $180 billion, 

and it’s no wonder why equity and credit 
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markets are ripping on the back of this 

tsunami of liquidity.     

 

I mentioned two weeks ago the growth rate in 

the monetary base in the U.S., as growth in 

M1 is now 45% year-over-year and M2 

growth is 25%.  These are the highest readings 

in the post-WWII era, and this is the potential 

tinder to unleash a significant reflationary 

expansion if we see velocity return next year 

and the 14% savings rate pared down to the 

historical average (sub 7%) as the economy 

reopens in full in the second half of 2021.  

This is the process of the Treasury taking over 

for the Fed that I am referring to, and why the 

appointment of Janet Yellen is so fitting, in 

that she has intimate knowledge of the inter-

workings of both government entities.   

 

One thing worth watching as we move 

forward is how all of this plays out in the 
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interest rate markets.  The bullish narrative is 

that higher rates is a good thing in that it 

suggests that growth and inflation are picking 

up, and I don’t disagree with this on the 

surface, but I do hold the view that ‘too much 

of a good thing’ can be bad.  Low interest 

rates have been and will continue to be the 

glue that binds this whole financial system in 

place.  In order for policy makers (both the 

Fed and legislatures) to save the economy and 

financial system back in March, they had to 

take on an enormous amount of debt to do so.  

As we sit here today, debt at all levels of U.S. 

society (governments, businesses, and 

households) has surged to nearly 400% of 

GDP, or nearly $80 trillion.  Such a mountain 

of debt cannot be serviced at higher interest 

rate levels without consequences for the entire 

construct of the economy and financial system 

that we have today.  It bogles my mind how at 

times the bulls lose context of how important 
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low interest rates are to the bullish narrative, 

and that we likely don’t have all-time high 

valuation readings without interest rates at 

microscopic levels.   

 

Consider the math for a 1% move higher in 

interest rates across the curve.  Such a pickup 

would imply an $800 billion dollar increase in 

interest expense, which is an enormous drag 

on economic growth which in a good year 

increases by $500 billion on a real basis.  Yes, 

over time we can either grow or, as I suspect, 

inflate our way out of this debt albatross, and I 

remain confident that we will figure out a 

way, but don’t be delusional about the 

complexity and dynamism imbedded in the 

financial system that we are witnessing today.   

 

Given the current vulnerability and fragility of 

our financial system and economy, it is 

paramount that investors understand that such 
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a backdrop invites greater levels of volatility – 

both upside and downside volatility in all asset 

prices.  So, my advice is to be prepared to 

experience both good times and bad.  As we 

are closing out the month of November, we 

are experiencing the good times, just as in the 

dark days of March we were experiencing the 

bad times.  Have a strategy.  Have a process.  

Don’t be afraid to evolve, adapt, and change 

your mind as the backdrop changes.  And 

most importantly, stay disciplined and 

emotionally prepare yourself to endure some 

hard times.  That doesn’t mean you should just 

set it and forget it while riding a 30 – 40% 

drawdown in your capital base.  No, such an 

occurrence is devastating to any investor 

relying on their capital base to sustain their 

standard of living.  But I am saying one 

should be proactive from time to time to take 

advantage of some of the extremes to which 

the markets will push.  On a near-term basis, 
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now is one of those times where we are 

pushing to the upside extremes of the good 

times.  This by no means implies that I think 

we are set for a trap door to open up like back 

in March, but a correction or consolidation 

through either time or price (or both) looks 

likely to me.  If anything, what I am saying is 

to do your best to keep yourself in a position 

that keeps you out of making an emotional, 

forced decision because you just can’t take it 

anymore.  That’s typically the worst time to 

trust your emotions, and I know I might regret 

putting these next couple of words into print, 

but the market always does come back.  It just 

so happens that the timing of that comeback 

may not be convenient for your investing 

needs.    

 

We have an investment backdrop today where 

there isn’t an asset class that I monitor that I 

do not think is on the expensive side relative 
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to history.  However, investing is in some 

forms a relative game, so these assets can be 

cheap or expansive relative to each other.  

This rally off of the March lows has pulled a 

lot of future returns forward, and as a result at 

this particular moment I would advise caution 

and precision when putting new capital to 

work.  Stay the course with your core 

allocation and exposures…allow them to 

participate in any future near-term upside, but 

wait and monitor the next policy move, as it 

has been and will continue to be policy that 

will dictate the next phase of this recovery.       
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