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February 22nd, 2021  

 

Talking out of both sides of my mouth… 

It would be tone deaf to begin this week’s 

missive on any other area of the capital 

markets than interest rates.  This move in 

intermediate- and long-term yields is ushering 

in a bout of indigestion which is having an 

impact on asset prices.  As of today’s close, 

we are looking at yields on the 10-year T-Note 

that have risen roughly 45 basis points from 

0.915% at the turn of the year to 1.37% now, 

and 30-year yields have climbed 54 basis 

points from 1.64% to 2.18%.  I am of the 

opinion that it’s not the absolute level of 

Treasury rates that the market is having a hard 
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time with, after all 1.37% or 2.18% borrowing 

rates for 10- and 30-year paper is not a 

significant depressant on economic growth, 

especially when you look across other parts of 

the credit markets and see the average yield on 

junk bonds just slipped below 4% (its lowest 

level in history), and investment grade credit 

is trading at historically tight levels.    

 

So, no, I’m not of the view that it’s the 

absolute level of Treasury yields that is 

unnerving, but rather the speed at which it is 

taking place.  Consider that we are talking 

about a 50% increase in Uncle Sam’s interest 

expense on the 10-year part of the curve in a 

little less than 2 months and a roughly 30% 

increase at the very long-end of the curve.  It 

is the rate of change that is troublesome, and 

also the fact that they have not yet plateaued.  

This latter point is particularly worrisome in 

that yields continue to move up day-after-day 
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even after what has amounted to such a sharp 

move since the turn of the year.   

 

Now, one could take a constructive view of 

this move higher in rates as being driven by a 

rising expectation (probability) that GDP 

growth in the U.S. is coming in stronger than 

expected.  Such a view garnered additional 

validity after last week’s strong retail sales 

and industrial production data.  The Atlanta 

Fed’s GDP tracker saw its estimate for Q1 

growth increase from 4.5% to a white hot 

9.5% following the release of last week’s 

economic data.  On the other hand, a less 

constructive take on this recent spike in 

interest rates would be the market pricing in 

the Fed tightening policy more quickly than 

their current forward guidance suggests.  I 

lean more towards the former view than the 

latter, but there is no way of knowing for sure.  

One thing that is pretty clear throughout 
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history is that equity markets worry about two 

things: 1) growth slowing, and 2) The Fed 

tightening – otherwise, most everything else 

on a big picture macro basis is just noise.  

Right now, at this moment I don’t view either 

of those things as a risk until we get deeper 

into the year, but even that window of time 

can shift depending on how this cycle 

continues to evolve.           

 

Humor me for a moment as I attempt to not 

come off as a hypocrite and/or talk out of the 

other side of my mouth, but when I suggested 

above that the current level of interest rates on 

the 10-year Treasury at 1.37% and the 30-year 

at 2.18% on an absolute basis were 

insignificant in the overall scheme of things, 

perhaps I was being a bit too cavalier.  For 

sure, on a historical basis these are still 

extremely low levels, but we are talking about 

the U.S. Federal government operating with a 
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debt-to-GDP ratio of 105% and annual deficits 

that are set to run north of $3 trillion for two 

consecutive fiscal years, and little indication 

that this is set to reverse anytime soon.  So, 

you see, it is not quite fair to blissfully dismiss 

the potential risk this poses, especially when 

you consider that the “true interest expense” 

(gross treasury spending + the Pay-As-You-

Go portions of U.S. entitlements, which is just 

the interest expense on Social Security and 

Medicare obligations) is approximately 110% 

of tax receipts (see the chart below from Luke 

Gromen’s FFTT report).       
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This is the needle that new Treasury Secretary 

Janet Yellen and Fed Chair Powell have to 

thread as this new expansionary cycle unfolds.  

Interest rates can rise to some extent with the 

support of broadening economic growth, 

which improves employment and that begets 

increased tax revenue which supports the 

increased debt load.  But yields can only move 

up so much before they become a headwind 
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and threaten the expansion in which the Fed 

will ultimately have to step in and cap rates – 

that is, if the markets don’t do it for them first.  

It’s going to be a fascinating game of cat and 

mouse to evaluate in real-time while at the 

same time attempting to navigate the 

vicissitudes and challenges the capital markets 

present.   

 

As for the equity market, it’s important for 

investors to keep the bigger picture 

perspective in context in knowing where we 

came from to where we currently reside, and 

perhaps that will help inform our judgement 

when we make our best guesses as to where 

we may be going in the future.  With that 

being said, it was between Q2 and Q3 of last 

year when it became somewhat clear that the 

global economy was transitioning into a 

reflationary cycle where economic activity 

was rising, inflation would soon do the same, 
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and interest rates began to increase from very 

low levels.  Here we are with many of those 

trends still in place and well entrenched, but 

from this point going forward, further 

incremental moves in these trends (interest 

rates in particular) are likely to put pressure on 

overstretched equity valuations (growth stocks 

in particular) and financial assets across the 

board more generally.    

 

It says something that the front-page story in 

today’s Wall St. Journal was “Bond-Yield 

Rise Puts Pressure on Stocks” in that it 

suggests that much of this recent move up in 

rates is already priced into markets.  Now if it 

was on the back pages of the major papers, 

then I’d say we still have a ways to go.  What 

has become obvious of late is the impact 

higher rates are having on long duration 

growth stocks.  The defensive / yield oriented 

sectors of the equity market like utilities, 



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. 

 

REIT’s, and consumer staples have been 

lagging all year long, but until the last couple 

of trading days the big Mega-Tech growth 

names had held in there.   

 

Below is a rundown of where these index 

behemoths are trading relative to their recent 

highs:  

 

• Tesla peaked on February 16th at $900 and 

is currently down 20% 

• Facebook peaked on August 26th at 

$304.67 and is currently down 14.5% 

• Apple peaked on January 25th at $145.09 

and is currently down 13% 

• Netflix peaked on January 20th at $593.29 

and is currently down 10% 

• Amazon peaked on September 2nd at 

$3,552.25 and is currently down 10% 
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Contrast these with the rally we’ve been 

seeing in the more cyclical oriented segments 

of the stock market, and commodities in 

particular:   

 

• Copper is set to post a record 11 straight 

months of gains and is making eight-year 

highs. 

• Oil has gone from trading at negative 

$40/bbl last April to almost $62/bbl today, 

and Goldman Sachs just made a call for it 

to test $75/bbl by year-end. 

• Nickel has rallied to its highest level since 

2014 as this clean energy wave has put a 

bid under a number of metals (copper, 

cobalt, lithium, rare earth metals…) that 

are instrumental to building out the 

electrical infrastructure to bring this vision 

into reality. 

• Platinum just made a new seven-year high 

(needed for catalytic convertors). 
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• Lumber prices just broke above $1,000 per 

board foot for the first time ever. 

• Not to mention, the auto industry’s recent 

grumblings about a shortage of 

semiconductors inhibiting their production 

abilities.   

 

Compare the following broad based 

commodity ETF’s to a year-to-date return on 

the S&P 500 of 3.2% (not shabby by any 

means): 

 

• DBC – Invesco DB Commodity 

Tracking Index +14.9% 

• XME – SPDR S&P Metals and Mining 

Index +9.42% 

• URNM – Northshore Global Uranium 

Mining ETF +33.8% 

• XLE – SPDR Energy Sector Index 

+21.8% 
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• OIH – Vaneck Oil Services ETF 

+18.8% 

• CAT – Caterpillar is up 19.8% YTD 

• NTR – Nutrien (one of the world’s 

largest fertilizer and phosphate 

producers) is up 17% YTD. 

• JPM – JP Morgan is up 17.8% YTD. 

 

For sure, it’s never just one thing when it 

comes to Mr. Market’s price setting 

mechanism, but by the looks of it you would 

be hard pressed to look at what has been 

outperforming over the past five months and 

not conclude that Mr. Market is pricing in 

reflation/inflation. 

 

However, you have to observe markets at the 

moment with eyes wide open and an open 

mind as the investment backdrop is extremely 

nuanced right here.  Yes, it looks as though 

economic growth is coming in stronger than 
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expected for 2021 – Goldman just upped their 

full-year numbers for real-GDP to above 6%.  

But what comes along with that is likely to be 

higher inflation prints over the next 3 – 4 

months with headline and core-CPI increasing 

to the high 2’s and perhaps 3%.  This is what 

interest rate markets are front-running at the 

moment.  This, to my eyes, is what is being 

priced in.  How things evolve from this point 

forward is where the nuance resides as it 

relates to investment positioning.   

 

 

The comments from Markit’s CEO Chris 

Williamson in last week’s PMI survey were 

very telling in this regard:  

 

“A concern is that firms’ costs have surged 

higher, driving selling prices for goods and 

services up at a survey record pace and 

hinting at a further increase in inflation.”  
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“…firms raised their selling prices at the 

fastest pace since July 2008 in an effort to 

partially pass on greater input prices.” 

 

Any guesses as to what the annualized CPI 

print was in the month of July 2008?  It was 

6.2%.  Now to be fair, oil prices were ripping 

up to their $147/bbl peak, but the CPI basket 

is much broader than just oil.   

 

Investors also have to consider the impact of 

the $1.9 trillion Biden stimulus package that is 

currently making its way through Congress 

via reconciliation.  On top of that, rumors are 

swirling that an infrastructure bill could be in 

the works for later this year with a price tag 

ranging from $2 – $4 trillion.  This level of 

additional stimulus will have significant 

implications on growth rates, interest rates and 

inflation beyond what we are pricing today, 
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and that in-turn will have implications on 

capital market pricing going forward.   

 

What I’m really trying to get at in all of this is 

that should interest rates continue on this path 

higher (and at this pace), we are soon to reach 

a point where the plumbing within the 

financial system starts to break.  There is no 

telling what that point is, and it’s a good bet 

that the Fed and policy makers will come 

running in to patch things up, and markets will 

revert back to their uptrend, but the path from 

where we are today to such a destination could 

be unsettling.  There’s no telling if this is how 

things play out, but it would behoove all 

investors to get themselves to a position with 

their portfolio that they will feel comfortable 

weathering such a storm if it were to 

materialize, and at the same time be able to 

participate in a further advance in risk assets 
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should interest rates start to flatten out at this 

level from their recent ascent.   

 

This is where gold continues to make sense as 

a strategic long-term core holding in 

investment portfolios.  I am well aware of its 

lack of performance over the past six months, 

but as I’ve stated before, there should be many 

other positions in one’s portfolio that have 

worked well over this time period – rendering 

gold’s underperformance as an afterthought.  

Such an ebb and flow dynamic is at the core 

of the thesis to diversification – one asset is 

going up while another is going down.  Where 

the art and science of investing merge is in 

being sure to own more of the one that is 

going up than the one that is going down, and 

rebalance accordingly as the facts and data 

change.  Gold for me continues to be that 

ballast in a portfolio and a true insurance 

policy to the potential breakdown of trust in 
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the system, be it from government deficits and 

debt getting too far out of hand, the Fed 

making a mistake, or just the inevitable and 

time-tested debasement of fiat currencies 

throughout time.  So, stay patient, stay the 

course, and continue to look for assets that can 

complement and provide true diversification 

in a portfolio when fewer and fewer assets 

offer such a dynamic.     

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


