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June 20th, 2022  

 

Bear markets are never fun, but they are 

part of the process… 

Last week's 5.8% slide in the S&P 500 was 

the steepest since March 20th, 2020.  As per 

Jason Goepfert of SentimentTrader, as of the 

close of business on Thursday, more than 90% 

of the stocks in the S&P 500 declined – 

marking the fifth such occurrence over the 

previous seven trading days.  This is an 

unprecedented development in that this degree 

of selling has never happened looking at the 

data going back as far as 1928.  The Dow has 

now closed lower in 11 of the past 12 weeks, 

while the S&P 500 is down now in 10 of the 
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past 11 weeks (down 23% from its peak).  As 

an aside, the S&P 500 is back to where it was 

on December 9th, 2020, so basically you have 

picked up nothing but the 2%’ish dividend 

over an 18-month time span.  The Nasdaq is 

down 32.8% from its peak and is back to 

where it was in the beginning of August 2020 

(three months before Pfizer Monday and the 

Presidential election!).  The Russell 2000 

Small-Cap Index (you know, the one most in 

tune with the U.S. economy…) is down 

almost 32% from its peak, and at the same 

level as it was in November 2020.  The small 

cap index is off 26% for the year, and at this 

rate is on course for its worst first-half 

performance on record.   

 

The statistics on this sell-off are truly 

breathtaking (and not in a good way), as the 

number of stocks in the S&P 500 down at 

least 10% from their 52-week high is at the 
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second highest reading in the past decade – 

just over 94%, second only to the Covid crash 

in March 2020 where it reached 98%.  More 

than 67% of stocks have entered into a bear 

market, down more than 20% from their 

recent highs, while nearly 40% of stocks are 

down at least 30%.  Outside of the very brief 

2020 plunge, these metrics are outpacing 

every other selloff over the past decade. 
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The Wilshire 5000 (the broadest of stock 

market gauges) is down more than 25% from 

its peak.  At this point, the level of paper 

wealth that has vanished has risen to $12.5 

trillion.  The tally pushes above $14 trillion if 

you include the implosion in the crypto 

market, and much, much higher if you could 

get a true read on the mark-to-market number 

for the housing market. Put this number up 

against the $2 trillion in ‘so called’ excess 

savings on household balance sheets that all of 

the bullish economists and strategists crow 

about, and then tell me again how strong you 

think the U.S. consumer is.  Give me a break.  

This is the difference between analyzing a 

dataset with a dynamic framework as opposed 

to doing so in a static fashion. 

 

A new development over the last two weeks is 

that the energy sector has turned in a big way 

and no longer acts as a port in the storm.  In 
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the last week, the energy sector plunged over 

17% and is now down 20% from the June 8th 

high – joining almost everyone else in bear 

market territory.  As an aside, natural gas is 

down 16.5%.  Back to the market as a whole, 

this is the 20th bear market of the past 140 

years (as you can see, they don’t happen very 

often, which is why they are such a big deal 

with they do come around).  On average, the 

peak to trough decline is just over 37% and 

the average duration is 289 days.  This is data 

from Bank of America, so if history is any 

guide, it would peg the end of this bear market 

at sometime in late-October, with the S&P 

500 sliding to the 3,000 level.  This timing 

also links up with the recessionary part of an 

economic cycle.  A recession typically starts 

about six months after the peak in the stock 

market (which was early January) and never 

has longer than a 12-month lead time – 

making it likely a second half of 2022 story.  
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Moreover, the average recession lasts about 

ten months and the stock market typically 

bottoms about two-thirds of the way through 

the recession.  So, between the fourth quarter 

of 2022 and the first quarter of 2023 lines up 

nicely.  Not a prediction, but rather just using 

the computing power of excel and a bit of 

history to gain some perspective on potential 

outcomes.   

 

However, between today and late-October is a 

career in capital market terms, and a whole lot 

can happen that could be a constructive 

change or a destructive one.  Let that serve as 

another reminder to not get wed to a specific 

scenario as a certainty, but rather remain open-

minded and humble to the idea that no one has 

a high level of conviction on most forward-

looking projections at the moment.  
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All that said, with sentiment and positioning 

reaching some pretty historically negative 

extremes and the intensity of this sell-off 

nearing a capitulative state, it would not 

surprise me if stocks put in a fairly decent 

rally into month and quarter-end as we close 

out June.  There is a lot of rebalancing that 

will automatically occur with the degree to 

which bonds have outperformed stocks this 

month and this quarter.  Furthermore, the 

share of S&P 500 members now trading above 

their 50-day moving averages is down below 

5% for the first time in over two years.  

However, this would still be a rally I’d be 

inclined to fade as I think lower lows lie 

ahead, and the Fed remains steadfast in its 

quest to break inflation’s back – irrespective 

of whatever else it breaks along the way.   

 

Anyone thinking that a recession is not at this 

moment the base case scenario that one should 



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. 

 

be positioning themselves for should take a 

look at what’s going on in the commodity 

markets.  Copper fell 6.5% last week and is 

now down over 19% from its early-March 

high.  Steel rebar is down 25%, aluminum is 

down over 35%, nickel -47%, and lumber has 

cratered more than 60% since early-March.  

The agriculture space is starting to move down 

as of late as well with wheat slipping 19%.  I 

mentioned the energy sector earlier, but oil is 

now down nearly 12% from its highs and at 

the same level it was at in early-March.   

 

This is a good time to note that the U.S. dollar 

index is up 13.5% over the past year.  A 

surging U.S. dollar, interest rates at their 

highest levels in almost a decade, commodity 

prices rolling over, and global growth slowing 

sharply – this to me looks like the conditions 

one would want to see to expect inflation 6-12 

months out is going to be much lower than it 



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. 

 

is today.  Yeah, I said it, and the models that 

I’m following are suggesting as much: 

inflation will soon be yesterday’s story and 

reviving a recessionary economy will be what 

we are all talking about six months from now.  

I know, this could be another false dawn, but 

this inflationary pivot (along with growth 

slowing meaningfully) a couple months down 

the road is what may be leading Treasury 

bonds, where the yield on the 10-year T-Note 

finally broke down last week – sliding 24 

basis points in the final three days of the week 

to 3.23%.    

 

After last week’s Fed meeting where they 

hiked the Fed Funds rate by 75 basis points, 

the futures market is now pricing peak fed 

funds at 4.0% in a year (I have my doubts we 

even get close to this, but we’ll see…) and 

then down to 3.1% by June of 2024.  My 

interpretation is that this is a clear signal from 
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the bond market that the Fed will stop hikes, 

pivot to an easing bias, and then outright be 

cutting rates by the second-half of 2023.  Just 

another illustration of the Fed over doing it on 

the upside, just as they overstayed their 

welcome on the easing side coming into this 

year.  Keep in mind, that this market pricing is 

fluid and dynamic, but as of now, this is what 

the bond market is thinking.  

 

A total of 45 central banks have raised rates so 

far this year, after the Swiss National Bank 

surprised markets with a 50-bps hike last 

week.  The only major central banks that 

haven’t hiked are China, Japan, Russia, and 

the ECB – but the ECB will exit this list soon 

as well.  Which brings me to global growth, 

where Europe is spiraling towards recession 

(if not there already), while China is showing 

signs of pulling its economy out of a nearly 

six quarter state of stasis.  Meanwhile, the 
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U.S. is on a glide path towards recession if 

things don’t change soon, and quickly.  The 

Atlanta Fed’s GDP Nowcast has Q2 growth 

coming in at 0% after a 1.5% contraction in 

growth in Q1.  To give you sense of the 

growth deceleration that is taking shape, the 

Atlanta Fed’s forecast was +1.9% for Q2 at 

the end May.  I mean, you just can’t look at 

this data in connection with almost all other 

incoming economic data (outside of inflation 

and employment) and conclude that the Fed’s 

kamikaze fashioned “tighten until we break 

something” tightening path is sound.   

 

I get it, inflation is at four-decade highs, and 

inflation hits everyone, but two wrongs don’t 

make a right.  The mistake was made last year 

in thinking that inflation was “transitory” and 

mild, which led them to stay too easy for too 

long.  But to now implement the most 

aggressive monetary tightening cycle ever into 
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the teeth of an economy that is already 

obviously slowing is ridiculous.  Look, I’m 

venting more than anything here, as I don’t 

have a solution to the current predicament.  I 

know, in the world we live in today, it’s easy 

to throw stones, pass judgement, and point the 

finger with no recourse or self-reflection, so 

my intention is not to pile on the Fed, but I do 

think they are making a mistake with this 

“damn the torpedoes, full steam ahead” 

strategy.  I haven’t even mentioned yet that 

balance sheet reduction kicked off this week, 

and we’re looking at $47.5 billion in asset 

roll-offs (per month) into September when it’s 

supposed to step up to $95 billion.  Keep in 

mind that $50 billion was the peak rate of roll-

off back in the 2017-2018 tightening cycle, 

and that had to be cut short three months into 

that level of liquidity withdrawal. 
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What you want to be on the lookout for in 

regards to the Fed starting to take its foot off 

the monetary policy tightening pedal is 

inflation starting to come down in a sustained 

fashion, and likely payrolls starting to 

contract.  We are not there yet on either of 

these metrics, perhaps a month away on the 

former and maybe 3-6 months away on the 

latter.     

 

Alright, time to get off my soapbox.  As for 

the stock market, the pain of late has been 

unrelenting and widespread.  Even winners are 

now being dumped with the likes of 

Healthcare and Utility stocks down 16% from 

their highs, and Consumer Staples down 15%.  

All 11 S&P 500 sectors are now down 15% or 

more from their peaks.  If it’s any consolation, 

Bitcoin was down 25% last week alone, and is 

now off 70% from the highs as it tries to stay 

above $20,000.  High yield spreads have 
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surged 100 basis points since the beginning of 

June to just over 510 basis points.  At 8.5%, 

the yield has elevated of late to the highest it’s 

been since the depths of recession back in 

April 2020.  I tell you what though, if/when 

you see this yield get north of 10%, and 

you’re not going to want to, but that is where 

you would rather be a buyer of this segment of 

the credit market than a seller.      

 

The reality is that risk assets remain devoid of 

dip buyers at this moment.  This is a large 

psychological shift from recent years, where 

investors had become conditioned to buy on 

weakness.  The big difference today is that the 

Fed is showing no indications yet that it’s 

willing to pivot, step in, and backstop risk 

assets.  An old Wall St. adage is that the hard 

part about bull markets is “staying in” them, 

while the challenge with bear markets is 

“staying out”.  What is playing out in asset 
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prices is a necessary cleansing of the froth and 

excesses that were getting rather extreme back 

in February/March of 2021.  While painful 

and unnerving, it’s a normal and natural part 

of the cyclicality of the economy and markets.  

It’s more important than ever at this moment 

to maintain a cool head as others capitulate 

and panic.  Don’t be too eager on deploying 

very valuable dry powder that you’ve built up 

in anticipation of this moment.  The day is 

coming where gut-wrenching panic sales take 

shape in the stock market, and that is the spot 

you want to be at your most aggressive 

posture – buying up all of the fire sale 

opportunities that others are puking.   

 

We’re not there yet, but we will.  If this slide 

continues to cascade upon itself like it has the 

last ten days, then we might get their sooner 

rather later.  As to what I’m looking for from a 

fundamental standpoint that will cause me to 
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start increasing risk exposure more 

aggressively and actually acting on the gradual 

shift in mentality from a capital preservation 

strategy to one of capital appreciation:          

 

• Corporate profit estimates being revised 

meaningfully lower to reflect the downshift 

(recession) in economic growth.  Currently, 

2022 S&P 500 earnings estimates are still 

up at $225/share and 2023 are at $250 – 

these need to come down 15-20% from 

current levels.  I think this process will 

start over the next two months as Q2 

earnings reporting season gets underway. 

 

• Valuations need to come in even more with 

further multiple compression.  The S&P 

500 P/E multiple has come in from 21x to 

roughly 15.5x, but I’m looking for it to slip 

below 14x on an accurate accounting of 

earnings.   
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• Interest rates have to fall, and rather 

dramatically to provide some valuation 

support.  On average, the yield on the 10-

year Treasury has slipped a little more than 

150 basis points in a recession.  Given the 

lower starting levels in this era of ZIRP, a 

more subtle decline is reasonable.  I’m 

looking for the 10-year to slip below 

1.80% (where the S&P 500 dividend yield 

is at the moment) from a little over 3.2% at 

the moment. 

 

• The Fed to pivot from a tightening bias to 

an easing bias, and then outright 

accommodation. 

 

• Signs that the economy is troughing, 

leading economic indicators are declining 

at a decelerating pace, sentiment is washed 

out, and confidence is extremely negative.   



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. 

 

 

We’re not there yet, but this is a condensed 

checklist of things to monitor going forward.  

Unfortunately, we still have more pain ahead 

of us, but remind yourself that we are getting 

there.  Investing, like shopping, is not 

something you want to avoid when everything 

goes on sale.  

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 


