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July 19th, 2021  

 

Corrections create confusion, so keep your 

head about you… 

The correction that has been underway in 

many areas of the equity market is finally 

catching up with the S&P 500 and the Dow.  

What has been lost on those that only focus on 

the S&P 500 is that a safety trade has been 

underway since early April, and with the big 

five (Apple, Microsoft, Amazon, 

Alphabet/Google, and Facebook) making up 

nearly 23% of the index and considered by the 

algos to be safe havens, the S&P 500 has 

shown very little weakness up until last 

Friday.  But when you look further under the 
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hood of the broad equity market, you find out 

that a lot of pain has already occurred: 

 

• Almost 60% of the IBD broad basket of 

stocks are now trading more than 10% 

below their 52-week highs. 

• The Energy sector (as measured by the 

XLE) is 18% below its recent high, as is 

the price of WTI following the recent 

OPEC+ agreement to allow five countries 

to increase their baseline production. 

• The Russell 2000 Index moved into 

correction territory at today’s lows – 

slipping 10% from its recent highs reached 

all the way back on March 15th (that’s four 

months ago).  This is your proxy for the 

domestic economy and speaks to the 

growth and delta variant concerns currently 

worrying investors (more on these items 

below). 
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• The reflation trade has come to a 

screeching halt with the Pure Value Index 

flirting with correction territory of a 

decline of 10%. 

• The Dow Transports have been crushed to 

the tune of 12% from its recent highs, and 

this ties in with other ‘reopening’ areas 

getting knocked over the head: airlines, 

hotels, and casinos all down more than 

15% from their highs. 

• And then there is the housing sector, which 

the Fed has been harping on about being so 

strong, and yes house prices are through 

the roof, but the homebuilding index has 

slid 14% from its peak.    

 

As for the bond market, the yield on the 10-

year T-note has been frontrunning this 

peaking-out of the growth and inflation 

narrative since the end of March when yields 

peaked at 1.78%.  Since then, it’s been a one-
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way trip lower with yields crashing over the 

last week to 1.17% today – a 60 basis point 

fall in less than four months.  As an investor, 

I’m less interested with the “why” yields have 

plunged the way they have (delta variant, 

growth rolling over, worries about Fed 

tightening, technical factors, pension and 

sovereign wealth fund rebalancing…) but am 

more interested in the reality of where they are 

at this moment.  With this recent slide, the 

volume of bonds globally trading with a 

negative yield ballooned to almost $15.5 

trillion – up from just over $12 trillion in early 

April, but still well below the peak last fall of 

just over $18 trillion.   

 

As an investor who is willing to entertain a 

time horizon beyond a week, a month, or a 

quarter, I know it’s hard being in the midst of 

a correction, but ponder the opportunity set 

the capital markets are presenting you with 
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today.  Global equities with improving 

fundamentals (admittedly, in fits and starts), a 

global recession in the rearview mirror and a 

low probability of one reoccurring in the near 

future, and the cavalry of global policy makers 

focused on nurturing this recovery along.  Or, 

a 10-year Treasury yielding 1.17% for the next 

ten years, the Australian 10-year paying 

1.24%, a 10-year U.K. gilt yielding 0.56%, a 

10-year Japanese JGB yielding 0.1%, or a 10-

year German Bund yielding -0.39%.  Without 

question, the performance of these bonds have 

fared better than their respective equity 

markets over the last several weeks and 

months, but all of these bond markets are still 

negative on a year-to-date basis relative to 

their respective equity markets that, for the 

most part, remain in the black.   

 

Not to mention where these yields stand on an 

inflation adjusted basis, where real yields are 
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deeply negative.  I’ll touch more on this 

financial repression topic below, but it’s 

important to keep things in perspective and in 

the right context when you get into these 

moments of discomfort, downside volatility, 

and financial pain.  Investing is not easy, and 

the talking heads on bubblevision always 

make it sound so simple where they bought 

the bottom, sold the top, accentuate their 

winners and successes, but much less 

frequently highlight the mistakes they made or 

losses they incurred.  It would be great to 

catch every wiggle in the markets, but that is 

just an unrealistic expectation.  A far better 

objective would be to attempt to position 

oneself for the longer-term trends and catch 60 

– 80% of those moves as they play out.  You 

don’t have to always aim to precisely catch the 

tops or bottoms of every trend, but rather aim 

for the meat of the cyclical trends that play out 

over years.   
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At the moment, there are several major risks 

creating anxiety and fear among investors, and 

that is the battle you’re witnessing being 

played out in capital markets.  The delta 

coronavirus variant is spreading and arising 

worries that additional lockdowns may be 

necessary.  I don’t care to get into the science 

or the vaccination debate in this forum, quite 

frankly because I’m not qualified to have a 

useful opinion for anyone to listen to on the 

matter.  However, I do understand math, 

market psychology, and a bit about human 

behavior.  The math shows that case counts 

around the world are on the rise, and right 

now that is driving the narrative.  But I 

personally find it encouraging to see that the 

death counts aren’t nearly keeping pace with 

the rise in cases.  This to me is an indication 

that the vaccines are doing their job – have a 

look at the chart below of the latest U.K. data:     
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This is my opinion and my opinion alone (and 

I think it’s a reasonable analogy for thinking 

about the evolution of this pandemic, so 

please do not take any offense one way or the 

other), but I liken the recent escalation of fear 

on spiking case counts to the 9/11 terrorist 

attacks back in 2001.  For a year or two 

following that event, as dramatic and 

unprecedented as it was, investors would 
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consistently build into their forecasts, risk 

models, and market calls the caveat that 

another terrorist attack was likely going to 

happen.  The occurrence was so dramatic and 

so impactful that it became imbedded into 

investor psychology as though another big one 

was just around the corner.  While there were 

some attacks around the world following 9/11, 

none rivaled the magnitude of the Twin 

Towers in New York City, and society 

adjusted – more security precautions were 

taken, the Department of Homeland Security 

was created, Congress passed the Patriot 

Act…All I’m trying to get at is there are some 

applicable parallels to the two events, and I’m 

guessing that time, technology, and behavioral 

adjustments will allow us to gradually return 

to a sense normality, as was the case following 

9/11. 
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So, yes, I understand and can appreciate 

investors’ angst over the increased spread of 

the delta variant, but with hospitalizations and 

death counts not tracking rising case counts, 

I’m not too concerned about its long-term 

negative impacts on economic fundamentals 

or capital markets at large once this scare 

passes.  It will have a near-term behavioral 

impact on consumption as households likely 

become more cautious in their spending 

patterns and social activities, but I don’t see it 

being impactful enough to bring about a 

double-dip recession.   

 

The reality is that global growth has been 

rolling over for several months now, but many 

investors were quick to dismiss it because the 

S&P 500 and Nasdaq were marching towards 

new high after new high.  The latest update 

from the Atlanta Fed Nowcast growth model 

is forecasting Q2 GDP to come in at 7.5%, 
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which is a solid number for sure, but this 

estimate is down from 7.9% a week ago and 

10.3% a little over a month ago.  The NY Fed 

model for Q3 GDP growth is down to 3.2% 

from 4.2% a month ago and 5.1% two months 

ago.  Should these numbers come to fruition, 

then it is quite obvious to see that economic 

momentum has clearly rolled over.  That 

doesn’t mean the recovery is over and here 

comes a recession – it just means that we are 

gradually slowing towards the trend rate of 

growth for the U.S. economy which is 

estimated to be around 2 – 2.5%.    

 

As for the stock market and where we are in 

this correction, how low it will go, and when it 

will end?  I don’t know for certain, nor does 

anyone else.  (How’s that for an answer?)  I 

am seeing relative strength momentum 

indicators reaching some pretty bombed out 

levels in some areas.  Sentiment has also taken 
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a pretty big hit.  Below is the CNN Fear & 

Greed Index which today fell to 16.  

Historically speaking, anytime this sentiment 

indicator falls below 20 it’s been a pretty good 

contrarian indicator that the bulk of the 

downside has played out.  The last time we 

fell below 20 was back in March of 2020 in 

the heat of the unknown of the Covid-

pandemic, and before that was Q4 2018 when 

the S&P 500 was in crash mode with a decline 

of almost 20% into Christmas Eve.  So, let’s 

try and stay balanced in surmising that a lot of 

the froth and speculation has been wrung out 

of the equity market for the time being.       
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I’m of the view that the “peak growth” fear 

manifesting itself in asset prices at the 
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moment is near its max point, and any positive 

surprises in the data from here will be fuel for 

some relief.  Additionally, it appears as though 

China is taking steps to put its recent austerity 

policy on hold for the time being with how 

weak its economy has become.  They 

surprised the market last week with a Reserve 

Requirement Ratio (RRR) cut and its 

Economic Surprise Index looks to be in the 

very early stages of turning up.  For those 

investors who have stayed the course through 

the building correction of the last three 

months, there are budding and subtle 

indications that we’re “getting there” (to 

borrow a phrase from Tony Dwyer’s segment 

on CNBC this afternoon).     

 

Here are a couple of things that have bothered 

me over the last several months that caused 

me to take some action on investments we had 

in our portfolios.  Other actions I refrained 
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from making, understanding that holding on to 

some positions would likely get caught up in a 

sell-off, but I would rather endure the pain 

than to try and trade out and then get back in 

knowing I still wanted to own them longer-

term.   

 

 

• First off, the U.S. dollar.  It didn’t go down 

as I expect to be the case on an 

intermediate to long-term basis, but since 

May 24th it’s been on a steady ascent which 

acts as a significant headwind to any 

commodity exposure an investor is holding 

in their portfolios.  This recent rise in the 

USD also took a lot of wind out of the sails 

of the reflation trade, while tightening 

financial conditions on U.S. financial 

markets. 
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Our research still leads us to the conclusion 

that the USD will fall over time in what I 

expect to be a multi-year bear market, but 

for the time being that view needs to be put 

on the shelf.  Therefore, one has to be more 

selective in the international equity 

exposure they are carrying, so taking a 

little capital out of some areas like Brazil 

and Japan was just a way to step aside for 

the time being.   

 

• The rising U.S. dollar and fall in Treasury 

yields are both macro ‘risk off’ indicators, 

and while the move in interest rates has 

been more dramatic than the dollar, the 

combination has quashed the 

value/reflation trade where value factors 

stalled out and growth (FAANG) became 

the only game in town.  The longer the 

market stays this way – where you can 

only own a half-a-dozen to a dozen stocks 
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and sell everything else – the more 

challenging it’s going to be for any 

investor not concentrated in those names to 

keep up.  This eventually leads to panic, 

performance chasing, and crowding, which 

just further distorts positioning.   

 

• In my opinion, a meaningful part of the 

bond rally has to do with a U.S. Treasury 

funding technicality, where Treasury 

Secretary Yellen is running down the 

Treasury General Account (TGA) balance 

from a little over $1.8 trillion to now just 

above $600 billion, and as a result, the 

Treasury has not had to issue as much debt.  

This has created a bit of a shortage of 

collateral given that the Fed is still growing 

its balance sheet at a pace of at least $120 

billion per month.  With the Fed taking that 

much risk-free paper off of the market and 

the Treasury not having to issue much, it 
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leaves less paper for all of the insurance 

companies, pensions, and sovereign wealth 

funds to fight over, which, in my opinion, 

has exaggerated this move down in yields.  

We’ll have to see how this changes as we 

get deeper into Q3, the TGA is at its 

desired level, and the Treasury starts 

reissuing bonds on a schedule more 

consistent with current deficit levels.   

 

It’s idiosyncratic items like this, along with 

the heavy involvement by central banks in 

sovereign debt markets, that limits the 

signal value of interest rates for market 

participants.  Yes, growth is peaking and 

the rate of acceleration in some key 

economic metrics are rolling over, but just 

because the derivative of growth slows to a 

more sustainable rate does not mean that 

the sky is falling.  My view continues to be 

that there remains considerable momentum 
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in the underlying economy with the capex, 

inventory, and consumer credit cycles just 

getting going.  So, I’m less inclined to get 

worked up over this spike lower in yields 

as being some precursor or bond market 

signal that deflationary doom is just around 

the corner. 

 

Bottom line, from a macro-economic 

perspective – there isn’t much that makes me 

overly worried about the economy or the 

equity bull market, beyond this correction 

running its course.  This feels like the typical 

pause that refreshes following the robust burst 

off of a recessionary trough – akin to what we 

saw coming out of the ’09 bottom in 2010 and 

the ’02 bottom in 2004.  Now I could be 

wrong, and I always reserve the right to 

change my mind, but we’ll cross that bridge 

when/if we get there.  We also have the Fed to 

think about and how they are going to thread 
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this needle with the labor market being far 

behind meeting their ‘maximum sustainable 

employment’ mandate, yet inflation is running 

much hotter than one would think that their 

‘price stability’ mandate would allow.  My 

guess is they will continue to hold as firm as 

possible to their “transitory” inflation 

viewpoint and focus more on the slowly 

recovering labor market – this will give them 

enough cover to remain accommodative for 

some time to come.  They just need to see the 

inflation prints back off for a month or two to 

provide them some cover that their view isn’t 

completely off the reservation.   

 

In addition to my babbling this week, I 

encourage you to read the following interview 

of Russell Napier.  In the past I’ve cited 

Russell’s work on several occasions in this 

missive, and I allocate a handsome chunk of 

our research budget to get access to his work, 



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. 

 

but it’s not too frequently that it is available to 

the public.  This man is a living encyclopedia 

of financial market history and this interview 

covers a lot of bases.  Read it.  Digest it.  And 

then Read it again, as it touches on a lot of 

relevant information for investing in the 

current environment.   

 

Link to The Market’s Interview with Russell 

Napier: “We Are Entering a Time of Financial 

Repression”   

 
 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 

 

https://themarket.ch/interview/russell-napier-we-are-entering-a-time-of-financial-repression-ld.4628
https://themarket.ch/interview/russell-napier-we-are-entering-a-time-of-financial-repression-ld.4628

