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December 6th, 2021  

 

Fed sneezes, markets catch a cold…  

It sure has been a bumpy ride over the last two 

weeks, and it comes at a time when markets 

have historically been docile while riding the 

strong seasonality tailwind to boot.  So much 

for that, and so much for putting the mobile 

workstation away while overeating and 

reminiscing with family…    

  

Let’s get to it, refreshed after taking last week 

off, as I have a lot on my mind in regards to 

the current market set-up.  First off, when the 

S&P 500 trades in a 100-point daily range 

(which it did over the past week) it is 
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uncomfortable for everyone – individual 

investors, institutional investors, and money 

managers stewarding others individuals’ 

money, alike.  Gyrations of this magnitude are 

even more unsettling when they lack a logical 

fundamental explanation, but more often than 

not, the ‘why’ is less important than the 

recognition of the ‘what’ that is occurring.    

 

 Sure, I could rattle off the usual suspects, i.e.: 

Omicron variant, surging inflation, economic 

growth decelerating, and a monetary policy 

pivot by the Fed…all have some part to play 

in the heightened levels of equity market 

volatility over the last several weeks, 

however, what’s really important for investors 

is to be able to distance one’s emotions and 

subsequent behaviors from the noise while 

focusing your analysis on material changes in 

the variables that matter to the long-term set-

up.  The initial news on the Omicron variant 
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triggered what was to me a logical reaction in 

markets, which are prone to shoot first and ask 

questions later.  But with what we’ve learned 

over the last two weeks, it seems that while it 

appears to be an extremely contagious variant, 

the severity on hospitalizations and deaths 

seems to be pretty tepid thus far.  Yes, we are 

still early days with a lot to be learned 

(again…), but so far this variant does not 

warrant the “lockdown” fears of its 

predecessors and therefore its economic 

impact, as of now, should be negligible.  

Another thing we are learning is that more and 

more governments around the world (though 

not all) are coming to the understanding that 

this pandemic has become an endemic at this 

point, and therefore we need to find societal 

solutions to live with any future spread, and 

no longer focus on preventing any/all spread.  

To me this looks like progress, but that is just 

one man’s opinion.    
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 The other variable that changed over the past 

week that helped unearth this spike in 

volatility across capital markets is Chair 

Powell and the Fed getting more aggressive in 

their commitment to fight the persistent rise in 

inflation.  I intend to dig deeper into this topic 

later on in this missive, but with Powell 

coming out last week in his testimony to 

Congress stating that the Fed was considering 

‘accelerating the rate of tapering its asset 

purchases’, this was a driving force behind 

capital market prices adjusting across the 

board to attempt to price in this new 

information.  Fed Funds Futures markets are 

now priced for the Fed to start raising rates in 

June with three hikes in total in 2022.    

  

 

My read of the market’s reactions to this 

updated guidance is that the market is telling 
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the Fed that they are embarking on a path to a 

policy mistake if they continue down this 

route as things stand at the moment.  Keep in 

mind that data and information changes every 

day, so one’s analysis and market views have 

to be flexible so as to be able to adapt and 

change when the facts change, but barring a 

meaningful improvement in economic growth 

over the next six months which would allow 

for the Fed to stay the course without hurting 

the economy – then I think we are setting up 

for a policy mistake if financial conditions 

tighten any further from here.    

 

To me, the following bullet points below are 

the market’s way of telling the Fed to tread 

carefully:  

 

• The Dow has now declined for four 

straight weeks, the longest losing streak 

since September 2020.    
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• Small cap stocks, the poster child for the 

domestic economy, have fallen nearly       

-7.5% since Thanksgiving and are a little 

more than -12% off their nearby highs.  

  

• The McClellan Oscillator, a widely 

known market breadth indicator, has 

turned negative as the number of new 

highs relative to new lows has hooked 

lower.  In the interest of being objective, 

this is a constructive contrarian 

development because this indicator is 

reaching depths that historically signaled 

that a bottom to the prevailing correction 

is near.  The percent of stocks above their 

50-dma has also fallen to a level 

signifying extreme pessimism, which in 

the past represented a decent buying 

opportunity for those with the stomach to 

take such action.  
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• The U.S. Treasury curve is flattening 

which is an indication from the bond 

market that economic growth is slowing.  

The short end of the curve is quite steep 

with the spread between the 5-year T-

Note and the Fed Funds Rate at 110 basis 

points – this steepness is in anticipation of 

coming rate hikes next year.  Meanwhile 

the 5s/30s part of the curve is down to just 

56 basis points, the narrowest this spread 
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has been since March of 2020.  The 

2s/10s – the bell-weather forecaster for 

future economic growth – is all the way 

down to a twelve-month-low of 76 basis 

points (this spread was north of 155 basis 

points back in March, just before U.S. 

economic growth was set to peak).  And 

some think that the bond market has lost 

all of its forecasting prowess…Think 

again.  Back in 2018, the 2s/10s curve was 

compressing in a similar vein as it is today 

(but at a much lower level, from 78 basis 

point in February 2018 to under 15 basis 

points in mid-December…) and Powell 

ignored the signal while plowing ahead 

with interest rate hikes.  This set off a near       

-20% decline in the S&P 500 in Q4 of 

2018 before Powell and Co. pivoted after 

the turn of the year to back off any future 

tightening guidance.       
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• The yield on the 30-year Treasury bond 

has broken below the 1.78% level that has 

been acting as a floor over the last six 

months (chart compliments of Jurrien 

Timmer, Director of Global Macro at 

Fidelity). 

 

 
• Commodity prices of all shapes, sizes, and 

densities are coming off the boil.  At its 
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low last week, crude oil was down almost 

-25% from its recent high.  Copper prices 

were down -13% from its high.  Lumber 

is off more than -50%, and the list goes 

on.  I find it a bit ironic that during the 

week that Chairman Powell testified “it is 

time to retire the word transitory 

regarding inflation”, it may end up 

marking the peak in headline inflation 

prints for the cycle.  I’m not saying that 

inflation is going away, but our work 

suggests that year-over-year inflation 

prints are set to peak in the next month or 

two – if last month’s print of 6.2% doesn’t 

already mark the high.  We’ll get another 

CPI number on Friday, but as I suggested, 

we are less worried about headline 

grabbing prints going forward, and while 

we do expect inflation prints to moderate 

from here, we are still expecting on-going 

inflation readings to settle in the 2.5% to 
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4.0% range, meaningfully above the 1.5% 

to 2.0% level we trended at in the last 

cycle.  

 

• Last but not least, we have the U.S. dollar 

rallying to its high for the year of 96.78, 

reached just before the Thanksgiving 

holiday.  This goes in lock step with 

cyclical stocks selling off more than 

defensives in this -5% correction in the 

S&P 500, commodities coming under 

pressure, and cracks breaking open in 

some of the more vulnerable emerging 

markets.    

 

One positive development coming out of this 

correction is that a lot of euphoric investor 

sentiment has been thoroughly cleansed over 

the past four weeks with the CNN Fear/Greed 

index falling to 20 (indicating “extreme fear”) 

compared to 82 (“extreme greed”) a month 
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ago.  The AAII poll saw the bear camp swell 

to 42.4% (largest share since September 2020) 

from 35.7% last week, while the bull camp 

shrank to 26.7% from 33.8%.  That’s what a 

VIX reading of near 35% will do to less 

convicted and over-exposed investors – chew-

em-up and spit-em-out.  I don’t say this to 

come off as cavalier, as yours truly has 

positions on the books that have been flat out 

hammered, but it’s important to understand 

what you own, why, and stay current on your 

research so that you can make the most 

informed decisions at the most critical of 

moments.  Hedgeye’s research team put out 

the below chart last week that I thought was 

instructive for investors in that when the VIX 

is approaching levels north of 30, there is 

typically a lot of uncertainty and emotion 

taking hold of the equity market, but this level 

is typically closer to a top in volatility 

readings (and a trough in equity market 
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downside).  Looking back over the past 10 

years, if you bought the S&P 500 when the 

VIX moved above 30, your return over the 

next 30 days was positive in 8 out of 9 

occasions with an average gain of 6%.   
 

 
 

One side note is that this correction has been 

truly ugly for anything resembling the 

characteristics of speculative (IPOs & 

SPACs…), energy related names, and/or 

small- and micro-cap factors of the equity 
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market.  Allow me to use the Uranium space 

to illustrate this point.  I’ve written about my 

optimistic view on Nuclear Energy and the 

investment opportunity it presented for those 

willing to take the risk going back to 2018.  

But this year takes the cake in terms of the 

rollercoaster ride one has had to endure to 

capture what at times have been fantastic 

gains, and at other times (like now) more of 

“was it worth the trouble?” type gains.  I’m 

not going to walk through the investment 

thesis in this missive, as I’m more interested 

in focusing on investment behavior, emotions, 

noise, and the process involved in navigating a 

long-term investment thesis.    

 

Let’s use Cameco (CCJ), Energy Fuels 

(UUUU), and the Global X Uranium ETF 

(URA) for illustrative purposes as proxies for 

the entire space and what has happened over 

the past four weeks.  
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Cameco (CCJ) is based out of Canada and is 

the world’s second largest publicly traded 

uranium company.  It is a company we own 

for clients in their portfolios, and if my thesis 

on a budding Nuclear Renaissance is correct, 

this company should be a beneficiary of the 

short-term and long-term fundamental 

opportunity presented.  If an investor owned 

Cameco at the start of the year, and for the 

first time all year opened up his or her account 

to look and see how it was doing – he/she 

would likely be pleased with what they saw.  

CCJ is up 65% on the year, which is 3-4x 

what most of the major averages are up YTD.  

But what said investor missed throughout the 

balance of the year (as borne out in the chart 

below…) is that CCJ has endured five 

separate corrections of -18% or greater (see 

white arrows) over the course of 2021, and 
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currently it’s in the midst of nearly a -23% 

slide from its recent high on November 8th.        
 

 
 

 In each and every one of these corrections, it 

forces me to go back and revisit the 

fundamental story to see what’s changed (if 

anything) that should cause me to adjust my 

view.  Did a reactor meltdown somewhere 

around the globe? No…great.  Did a new 

source of supply come online?  No…great.  

Has demand suddenly declined for whatever 



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. 

 

reason? No…great.  Has policy shifted 

somewhere around the world in a fashion that 

would undermine anticipated future nuclear 

reactor growth? No…great.  I think you’re 

getting the point, but the checklist of items I 

walk through to test if my thesis still holds 

continues until I determine whether something 

shifted in a material way that would impact 

my view, or if the volatility we are 

experiencing is merely another bout of short-

term noise.  Thus far, in all of the corrections 

that we had to endure in 2020 and again in 

2021 have just been noise, as the fundamental 

story, if anything, has become even more 

constructive, not less.  This doesn’t mean that 

some of this good news hasn’t already been 

priced into these securities, as it has.  That is 

why Cameco could have been purchased at 

$10 or lower for the better part of the last two 

years, but has more than doubled since 

December of 2020.    
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It’s a similar story for Energy Fuels (UUUU), 

the largest U.S. uranium mining company.  

It’s up 87% year-to-date through Friday, but 

like Cameco investors, they have had to 

endure five deep corrections in the stock 

ranging from -25% to -40%, with this most 

recent one we’re in now nearing the -30% 

variety.  The same thought process employed 

as I went through above – has something 

material changed fundamentally?  No, okay – 

carry on and take your short-term lumps as 

that is the only way to capitalize on significant 

long-term gains.    
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Please take no offense with this next point, but 

so many investors talk about “what if you had 

owned Amazon back in 2000, when it was 

trading below $10 and held it until now…do 

you know what it would be worth today…?”  

My point isn’t to compare a technology-

dominating, life-changing company that rarely 

(if ever) will be replicated to a cyclical 

commodity mining company, but rather to 

highlight that in order to capitalize on 

significant gains, you will surely have to 
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endure some difficult times.  It goes without 

saying, but you have to be right on the 

research side, the opportunity, and the timing, 

but if/when you are, then one of the costliest 

things you can do is jump ship in the midst of 

a bout of broad-based general equity market 

volatility that has nothing specific to do with 

your investment thesis.   

 

Last, but not least, is the Global X Uranium 

Mining ETF (URA), the largest listed of the 

uranium mining ETF’s.  It’s up 55% on the 

year, more than double the S&P 500, and this 

is inclusive of the -27% drawdown it has 

endured since the first week of November.  

But it, too, even being a supposed ‘diversified 

index’, has undergone similar corrections as 

CCJ and UUUU, though not quite as deep.        
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Not that they are all the same, but a lot of 

areas of the equity market have been crushed 

over the last week for reasons that are not 

entirely clear or bear little relevance to the 

actual fundamental backdrop.       

 

If you’re a trader, I’m sure you could have 

done even better trading in and out of some of 

these large drawdowns and subsequent rallies, 

but that’s not my particular forte.  As a long-

term investor (which is 100% what this thesis 
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is…), your job is to ignore short-term position 

tantrums.  If your goals are not short-term, 

then neither should be your approach to 

investing.  Keep this in mind with regards to 

the market volatility we’ve seen over the past 

three weeks, where the S&P 500 is trading in 

a 100-point daily range at times, and at other 

times you have significant sell-offs in bonds, 

commodities, or currencies.  You can adjust, 

react, manage risk, and adjust to take 

advantage of potential opportunities, but more 

than anything you need to control your 

emotions, maintain discipline, and be prudent 

because a lot of those other things are out of 

your control at moments like this.     

 

Back to the big picture, the volatility in the 

markets has been pretty extreme over the last 

two weeks, in particular as investors 

reposition and price in a regime shift by the 

Fed.  And while all cycles are unique in their 
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own right, they do have a certain symmetry 

and rhythm to them.  It’s normal for the equity 

market to go through a bout of downside 

volatility as this shift gets priced into the 

financial markets.  Look back at the 2010 – 

2020 cycle, where we had similar equity 

market corrections when the Fed ended QE1, 

QE2, Operation Twist, QE3, the Taper 

Tantrum, and two other times during outright 

balance sheet contraction in 2018 – 2019 – the 

average decline in the S&P 500 during those 

episodes was -12%.  This is useful context to 

have in your back pocket, as all of these 

corrections ended up being short lived in that 

they ultimately led to new all-time highs as 

the economic expansion continued on.  And 

that is an important concept to understand in 

that just because economic growth is slowing 

to its natural growth rate (typical after a policy 

induced sugar rush coming out of a 

recession…) and the Fed starts to normalize 
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policy does not mean that the equity bull 

market is over.  That could end up being the 

case as anything is possible, but that would be 

abnormal and history has not been too kind to 

investors’ bottom lines that repeatedly make 

low probability bets.    

 

However, investors should adjust their 

expectations on future returns as the upward 

slope of the continuing bull market flattens 

meaningfully as a lot of the easy gains have 

been recognized.  Earnings growth has peaked 

at this point, economic growth has peaked at 

this point, profit margins are likely at their 

high point, and employment gains will begin 

to slow.  Hence, forward return expectations 

for the broad market should be in the single 

digits.      

 

Bottom line for me with regards to the general 

equity market is that I consider this to be 
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normal market adjustment (phase transition) 

being priced in to reflect the pivot from the 

Fed to being less accommodative going 

forward.  This is something all ‘buy-the-dip’ 

investors should keep in mind in that the Fed 

(for the moment) no longer has your back like 

it has over the past 20 months or so.  Liquidity 

and stimulus will lessen and become tighter 

from this moment forward.  In the near-term, 

economic growth is strong enough to more 

than offset this monetary tightening as was 

corroborated by last week’s good-but-not-

great employment report, blowout ISM non-

manufacturing index, and a very strong ISM 

manufacturing survey.  The economy is in a 

good place where I think equity investors still 

have one more meaningful leg higher before I 

suspect fiscal and monetary tightness will start 

to bite in Q2/Q3 of 2022.    
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I’m going to close up this week’s note with 

some additional thoughts on the Fed and 

Powell’s comments last week about retiring 

the adjective “transitory” and accelerating 

tapering by a few months, causing a ripple 

effect throughout markets.  I remain of the 

view that with current debt levels where they 

are, whether they like it or not, the Fed will 

not be able to get too far down the policy 

tightening path before they have to stop and 

reverse course.  What’s different about this 

cycle vs. the prior two is that consumer 

balance sheets are in great shape now, and 

even corporate leverage – while being at all-

time highs – is manageable on most metrics.  

It’s the Federal government that is holding its 

largest debt levels in history, not only on an 

absolute basis, but also relative to GDP.  

Uncle Sam carrying a debt/GDP ratio a little 

north of 120% at this juncture with foreigners 

not lining up to buy U.S. debt like they have 
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in the past, and the U.S. carrying a -70% Net 

International Investment Position relative to 

GDP, puts the U.S. in a precarious position of 

attracting funds to buy its debt.    

 

Especially when that debt has to be issued at 

negative real interest rates (interest rate minus 

the inflation rate).  Look back through the 

history books and what you’ll find is that 

highly indebted sovereigns have three choices 

to work themselves out of excessive 

indebtedness:   
 

1) Grow your way out (We’ve been trying this 

for several years now, but the only time we are 

able to push GDP about its natural 2.5% trend 

rate is when we implement one-off fiscal 

policy bills.  Go back to the Trump tax cuts 

and look at what GDP did – it bounced above 

trend for two quarters and then reverted back 

down.  Same goes for the massive fiscal and 
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monetary policy injections aimed to offset the 

effects of the Covid pandemic.  These have 

lasted much longer in duration and were done 

over three different renditions, but as we’ll see 

throughout 2022, with no further stimulus bills 

in the hopper, GDP growth is set to trend back 

down to the +/- 2% level.  See the Bloomberg 

chart below to get an idea of how large the 

fiscal drag will be throughout 2022 – three 

percent is a big gap to make up from organic 

growth.  It’s possible, but it’s a steep hill to 

climb.  
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Let me put this fiscal drag into clearer context 

with numbers.  U.S. GDP is currently running 

at about $22 trillion.  In 2020, net mandatory 

spending for Uncle Sam was roughly 21% of 

GDP, or roughly $4.62 trillion (21% x $22 

trillion = $4.62 trillion).  Tax receipts in the 

U.S. in 2020 totaled roughly $3.7 trillion, 

which leaves us with a $920 billion deficit, 

and this is just on our mandatory spending 

measures.    

 

Which brings me to the second way 

economies can address an over indebtedness 

problem:  
 

2) Austerity.  Well, as you can see from the 

math above, if politicians were to set out on a 

disciplined austerity campaign to work down 

the debt, it would likely send us straight into a 

recession, and perhaps even a depression.  

Moreover, austerity is not going to get you re-
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elected in this day and age, and it does not 

matter if you’re a Democrat or a Republican, 

both have completely lost sight of the North 

Star when it comes to finding fiscal discipline.    
 

Which brings me to the last option, and that is: 
 

3) Inflate your way out of debt.  Yes, allow 

inflation to run above the level of interest rates 

that said government is paying to service their 

debt. This has the effect of increasing nominal 

GDP and puts off the appearance that the 

economy is growing, which it is, but price 

levels are increasing at a higher rate than 

volumes.  However, it appears that political 

pressure is now mounting on policy makers, 

where the pursuit of financial repression to 

inflate our way out of this over-indebtedness 

problem is no longer tolerable.   

 

These are the ingredients that will force the 

Fed into making a policy mistake by 



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. 

 

tightening policy, which raises interest rates 

and will eventually squish out the current 

inflationary pressures – thereby forcing real 

rates higher.   Higher real rates will pressure 

the dollar higher and tighten financial 

conditions for the whole world, while at the 

same time, volatility in risk assets will rise 

with equity markets in particular coming 

under stress.  A weak equity market for a 

prolonged period of time is an acute problem 

for the U.S. economy and U.S. deficits given 

how financialized our system has become.  

Look at a broad array of metrics… Household 

net worth is at an all-time high, equity markets 

are near all-time highs, bond markets are near 

all-time highs, house prices are at all-time 

highs, the unemployment rate is below 4.5%, 

and tax receipts are at an all-time high – yet 

we still have massive fiscal deficits.    

Well, get to your point already, Corey!  My 

point is that any meaningful tightening in 
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either fiscal or monetary policy that impacts 

asset prices or potential economic growth 

heightens the solvency risk for the U.S. 

government.  And when I say solvency, I 

don’t mean a U.S. default, but rather it pulls 

further forward the moment where the Fed 

will have to move from implicitly monetizing 

U.S. debts (as it has been doing with its QE 

purchases over the past 12 years) to explicitly 

monetizing our debts.  That will be a moment 

in time when we cross a Rubicon that will 

have societal impacts for decades to come.  

 

I still think the Fed is in a position where it is 

trying to ride two horses with one ass by 

gently massaging the economic growth 

backdrop and keeping the inflationistas at bay 

from blowing up the bond market.  I know, 

this likely sounds awful and welcomes my 

adorning a label of ‘fearmonger’, but over the 

long-term, I don’t see this as a negative 
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backdrop for asset prices.  We will go through 

periods where risks of a policy mistake apply 

real pressure to asset prices – this current 

bump is a good example – but those will come 

and go as the Fed manages through the 

process of trying to corral all of these 

bouncing balls.  They will make some 

missteps along the way, but then they will 

adjust and redirect the policy path.  In the 

meantime, the economy and asset prices will 

play a part in this complex and highly 

dynamic system.    

 

The important thing for investors will be to 

stay open minded, adaptable, and be willing to 

adjust your portfolio positioning along the 

way to moderate risk when markets indicate 

that the stress is becoming just too much, and 

take up risk when policy makers come riding 

back in to the rescue.  The timing of it all is 

going to be the challenge because this won’t 
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happen tomorrow, or even over the course of 

weeks and months, but rather over quarters 

and years of back and forth, in my estimation.   

 

This is just a brief summation of the big 

picture framework investors should have in 

the back of their minds.  In the meantime, live 

your life, enjoy what’s in your control, and 

never forget that the worst bet anyone has ever 

made is to bet against our collective humanity 

and on the end of the world.  It hasn’t paid off 

thus far, and I don’t suspect it will.  If it does 

pay off, will it really matter?  I’m confident 

we’ll figure this out just as economies and 

systems have in the past…it just may not be 

fun at certain times along the way. 

 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 

 


