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February 24th, 2020  

 

Market Message… 

At points of heightened uncertainty, rising 

investor anxiety, and elevated asset price 

volatility, I think it best to keep this missive 

and any message I want to convey as concise 

and precise as possible.   

 

In my opinion, two major events are 

coalescing at the moment which are causing 

asset valuations to reprice given the increasing 

probability of them becoming a reality:   

1. Bernie Sanders moving closer to 

procuring the nomination for the 

Democratic Party 
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2. The rising probability of COVID-19 

(coronavirus) becoming a global 

pandemic.  

 

I’ll elaborate on some of my thoughts on each 

of these items below, but first let’s conduct an 

autopsy on what the capital market is telling 

us as a result of the price action across various 

asset classes.  Below is a rundown of the year-

to-date performance (as of today’s close) of 

various ETF’s (exchange traded funds) that 

track the major market indices. 

 

Bond Market Proxies: 

• EDV – Vanguard Extended Duration 

Treasury Bond (Long-term Treasuries): 

+15.16% 

• IEF – iShares 20+ Year Treasury Bond: 

+4.46% 

• LQD – iShares iBoxx Investment Grade 

Corp Bond: +2.98% 
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• HYG – iShares iBoxx High Yield Corp 

Bond: -0.64% 

 

Precious Metals: 

• GLD – SPDR Gold Trust: +9.23% 

• SLV – iShares Silver Shares: +4.32% 

• GDX – VanEck Gold Miners: +6.05% 

 

Equities: 

• DIA – Dow Jones Industrial Average:        

-2.02% 

• SPY – SPDR S&P 500: +0.17% 

• QQQ – Invesco QQQ Trust (Nasdaq): 

+4.13% 

• IWM – iShares Russell 2000 (Small Caps): 

-2.17% 

• ACWX – iShares MSCI All-Cap-World 

Index ex-U.S.: -5.54% 

• EEM – iShares MSCI Emerging Markets:    

-7.13% 
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It’s important to contextualize the last 12 

months before one can frame a proper 

perspective of recent events and the resultant 

price action.  I’ll attempt to summarize as 

concisely as I can: Economic activity outside 

of the U.S. peaked in late 2017 / early 2018, 

U.S. economic activity peaked in Q3 2018, 

global growth has been slowing ever since 

with global central banks stepping up 

monetary stimulus throughout 2019, the rate 

of slowdown worried the Fed by Q3 2019, 

which in addition to the three rate cuts they 

implemented from July to October, they 

restarted the expansion of their balance sheet, 

and the consensus view coming into this year 

was that after the more than 70 interest rate 

cuts around the globe in the previous twelve 

months (in addition to liquidity injections), 

global economic activity was set to stabilize 

and then reaccelerate as 2020 progressed.   



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. 

 

 

Low rates and ample liquidity is a narcotic for 

the drug addicted stock market, so stocks 

knew no other direction than up for the first 

six weeks of 2020.  At the end of the day, it 

was a win/win scenario – the Fed was 

accommodative with the expectation that they 

would do more if necessary, but if the 

economy reaccelerated then fundamentals 

would catch up to justify the levitation in 

valuations.  After all, coming into this week 

the P/E multiple for the S&P 500 was as high 

as 22x and for the Nasdaq 100, it was pressing 

against 30x – both of these are at two-decade 

highs.  If you’re not a believer in the P/E 

multiple as an appropriate valuation gauge 

then you could look at Price/Sales, but that’s 

at a sky high 2.3x, or the Shiller P/E of 32x 

which is close to all-time highs.  No matter 

how you slice it, you’re looking at an equity 
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market priced as if nothing can or will go 

wrong.   

 

But all the while, the bond market isn’t 

aligning with the same rosy message the 

equity market is pricing in.  Initially, equity 

investors used the falling interest rates as just 

another variable to justify rising valuation 

multiples, until yields eventually continued to 

fall to levels that spoke more to global growth 

rolling back over and interrupting the growth 

reacceleration narrative that the consensus was 

expecting coming into the year.  On Friday we 

got the preliminary Markit PMI survey for 

February (the first economic data point to 

include some of the coronavirus impact), and 

it slipped to a six-month low of 50.8 from 51.9 

in January and below consensus estimates of 

51.5.  The really big surprise was seeing the 

resilient services sector fall sharply into 

contraction terrain of 49.4 from 53.4 in 



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. 

 

January.  This was a full 4 points below the 

consensus view of 53.4 and represented the 

lowest reading in 76 months.   

 

Enter the coronavirus, which up until now has 

been swatted away like a mosquito by equity 

investors, but starting on Friday and 

throughout the weekend, news hit that new 

clusters were popping up around the world.  

The case count in Italy soared and caused at 

least 10 towns near Milan – with a combined 

population of 50,000 – to be locked down.  

The case count in South Korea is now 763 

(this is one of the largest global export nations 

in the world) and puts global supply chains 

under further pressure from what they were 

already experiencing from China’s mass 

quarantine.  Iran is experiencing an outbreak, 

Afghanistan reported its first infection, as did 

Kuwait and Bahrain, with Lebanon and Israel 

also just recently reporting new cases.  You 
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get the point – the idea of a global pandemic is 

no longer fear-mongering or a conspiracy 

theory, but rather is quickly becoming a 

reality.  Even if the worst is over in China (a 

big IF), a global pandemic could see a hit to 

global GDP of 1.3% (according to Oxford 

Economics), which would be enough to set off 

a global recession given the fact that baseline 

growth coming into this year was so weak.   

 

This is the risk that equity markets started to 

take seriously on Friday and then again today 

for the first times since this virus concern 

popped up in late January.  The fact that the 

S&P 500 was a little less than 3% off its all-

time highs coming into today was a testament 

of just how complacent and confident equity 

investors have become.   

 

However, interest rates at the middle and 

long-end of the Treasury curve have moved so 
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dramatically to the downside that it suggests 

(to me anyways) either a recessionary or 

stagnant economic backdrop is upon the U.S. 

and global economy for the next several 

quarters.  The yield on the 30-year Treasury 

bond has plunged to 1.83% en route to a 

record low yield and the 10-year Treasury is 

sitting at 1.37% as I type, which is just 

marginally above its post-Brexit all-time low 

of 1.36% that it hit back in the summer of 

2016.  At this point, various parts of the U.S. 

yield curve are inverted once again and the 

entire German yield curve out to the 30-year is 

back into negative territory.  So, this is the 

first time since before “Not-QE” or “Phase 

One” of the trade deal that the entire German 

yield curve is trading below 0%, and this has 

taken the total volume of negative yielding 

debt globally back up to $14 trillion.   
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I don’t want to go off on a gold tangent at this 

point, as I think I’ve spilt enough ink on the 

subject over the last six months, but I do 

remain of the view that gold is in the early 

innings of a prolonged bull market. While the 

move up to almost touch $1,700/oz this 

morning suggests to me that this recent run-up 

may be a bit overdone at the moment, this is a 

‘buy the dip’ asset class for the foreseeable 

future.  Consider what global central banks, 

with interest rates already virtually nailed to 

the floor, are going to have to do to re-

stimulate the economy should we slip into a 

recession.  The Fed is already publishing its 

road map for capping yields along the curve, 

inflation targeting, and monetizing large scale 

fiscal deficits if that is what is required.   

 

This brings me to the other risk that is in the 

process of partially being priced into capital 

markets at the moment, and this is the rising 
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probability of Bernie Sanders garnering the 

Democratic nomination.  In my opinion, the 

possibility of a Bernie victory is bigger than 

the coronavirus for the markets (I stress 

‘markets’ as this comment is not meant to 

sterilize the social struggles, death, or human 

impact of COVID-19), but such an outcome 

would potentially mean a complete rewriting 

of the U.S. economic and fiscal backdrop.  

We’re talking about a monumental change in 

the tax code and fiscal spending policy.  I 

know, I know…most polls and general 

sentiment don’t give Senator Sanders much of 

a chance even if he does become the 

Democratic nominee, but that sounds eerily 

similar to what a lot of people were thinking 

about one Donald J. Trump leading up to the 

2016 election.  The other refrain I commonly 

hear, as well as sometimes tell myself, is that 

most of Bernie’s policies will never see the 

light of day as Congress will reign him in or 
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thwart his more extreme ideas.  Perhaps, but if 

you look back at the history books, every 

president since 1992 enjoyed a clean sweep in 

his first two years of office (Clinton, Bush, 

Obama, and Trump).  This is not a prediction, 

but rather just and observation, and history 

shows that a lot can get done in those first two 

years.   

 

As for how I’m thinking about the capital 

markets at the moment, I think the bond 

market has moved quite a bit to price in the 

risk in the near-term and don’t really see it as 

a good risk/reward in the near-term to add 

capital or put new capital to work in the fixed 

income market.  I have a similar view about 

the defensive / bond proxy areas of the equity 

market that have been moving higher in lock-

step with lower yields – today’s price action 

(where by the end of the day Utilities were 

down 1.2%, REIT’s down 1.4%, and 
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Consumer Staples down 2.3%) suggests that 

lower interest rates are no-longer viewed as a 

positive for these areas of the market, but 

rather a signal that earnings, growth, and high 

valuations are at risk from a deeper, more 

long-standing economic retrenchment.   

 

So, bonds don’t excite me at the moment, nor 

do defensive equities, which leaves precious 

metals and other cyclically oriented equities.  

Just to reiterate my view from above on 

precious metals, I’m not excited about chasing 

them here as they’ve moved quite a bit in the 

near-term, although I would favor silver over 

gold at the moment, but this is a market were 

investors who haven’t yet done so should 

come around to getting some exposure.  As for 

the overall equity market, most areas haven’t 

corrected enough yet for me to get excited at 

generally increasing overall portfolio risk.  

This includes foreign markets as well as U.S. 
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equity markets.  I think this is a moment for 

investors to execute some patience while at 

the same time fine-tuning their game plan 

going forward.  It’s not as if the long-term 

investment opportunity available in the equity 

market today is a screaming buy, as by almost 

every historical equity valuation metric the 

equity market is still rich, but we are 

potentially in a new paradigm where policy 

makers and the powers that be manage the 

economy through the stock market, and if that 

continues to be the case then you have to be 

on the lookout for the next policy lever to be 

pulled.  Anyone who questions the stock 

market’s importance to policy just hasn’t been 

paying attention.  Have a look at the following 

tweet by President Trump that just so 

happened to coincide with the recent peak in 

the stock market on February 19th:        
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And here we are not even a week later 

(February 24th) with the S&P 500 down just a 

little over 5% from its peak: 

 

    
 

Well, I guess if you didn’t follow his advice 

on the 19th you get to take advantage of a 5% 

off sale when the stock market opens 
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tomorrow (who knows, maybe at even a 

steeper discount).  All kidding aside, and I 

hesitate to scribble anything about politics 

nowadays as it just invites vitriol or praise, but 

the point I’m trying to reiterate is how 

paramount a strong stock market is for the 

economy and policy today.  This doesn’t 

guarantee that such a dynamic and complex 

system, as the capital markets are, can be 

controlled indefinitely by the Fed or political 

leaders, but it won’t stop them from trying.    
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