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March 23rd, 2020  

 

No easy solutions to an unprecedented 

event… 

Around the globe, it’s all about the 

coronavirus case count, which continues to 

rise by the day, and finding the delicate 

balance of policy and strategy designed to 

minimize the virus from overwhelming our 

healthcare system and further stopping 

economic activity.  In my opinion, we are 

entering into the eye of the storm where a 

global initiative to overcome the societal 

impacts has been accepted, peak panic is 

setting in, but the debate on balancing the 
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economic implications will soon start to get 

underway. 

 

Central banks are doing all they can and going 

all in with policy actions – 39 rate cuts last 

week alone and the Fed is becoming even 

more aggressive as it moves to support 

municipal and corporate debt.  The high yield 

(junk bond) market has moved into distressed 

territory with spreads widening out to 1,000 

basis points over Treasuries for the first time 

since 2009.  At this point, with the aggressive 

tightening in financial conditions, the Fed has 

no choice other than to go ‘all in’ in trying to 

stabilize the financial system – the economic 

backdrop is a story for another day and will 

chart its own course with the ‘start and stop’ 

social distancing strategy being employed 

across the globe.  What is missing at this point 

is a massive fiscal response (but that could 
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change within minutes/hours) to put a floor 

under plunging economic activity.   

 

Yes, you all are seeing the same as me and are 

likely enraged that political shenanigans are 

being played at a time like this.  This is not the 

time to hold out for a perfectly crafted plan.  It 

is a time for aggressive action to get cash 

directly into the hands of people that, through 

no fault of their own, have gotten caught up in 

a battle with an invisible and unknown enemy.  

Keep in mind that the ‘sausage making’ of 

getting policy passed and signed has always 

been ugly.  Some would argue (myself 

included) that in the big picture, throughout 

the history of the United States, it’s this 

ugliness that makes democracy great and the 

major reason why the U.S. is the strongest 

economy in the world.  Checks and balances 

have always been a necessary evil, and should 

not be given up over the long-term, even if it’s 
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necessary to frown on them in the short-term.  

I’m not saying anyone shouldn’t be angry or 

frustrated with these antics, but have a little 

faith and confidence that policymakers will 

eventually get a bill passed.  We can and will 

argue after the fact about the details of the bill, 

but the most important thing at this point is to 

get a fiscal stimulus injection into the 

economy soon, in the size of $3 - $4 trillion to 

offset the destruction that has and will 

continue to negatively impact economic 

activity.  Time is of the essence, as such action 

will do as much (if not more) for morale and 

societal peace of mind in the near term than 

the economic benefits which will accrue over 

a much longer time period.  

 

This is a war, and as such it requires 

coordination, compromise, and leadership 

through a unifying force against a hostile 

adversary.  Furthermore, and put aside the 
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debt and how do we pay for it questions (not 

that they don’t matter), but as a government 

you cannot ask/order workers to stay home 

and isolated for the greater good and at the 

same time not provide an offset for their 

cooperation.  What does it matter how we 

position it or present it to the public, call it 

what it is – a bribe, and let’s move forward.  

This is a self-imposed lockdown that appears 

to be one of the only options to give us at least 

a fighting chance of getting back in the 

driver’s seat of being able to combat the 

spread and eventual management of this 

pandemic.  As such, affected households and 

businesses need to be compensated dollar for 

dollar (in my opinion) as this strategy is being 

employed – if not, this recession we are 

currently in could turn into a depression and 

the risks to social stability are simply 

reprehensible.  At the end of the day, that is an 

experiment that is simply not worth pursuing.   
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The important thing for investors to be 

contemplating at the moment is that solutions 

are being crafted as we speak.  Will they or 

won’t they work?  We can’t know now for 

certain, but eventually we’ll create the right 

mix that becomes effective.  It may take time.  

It may come with asset prices at lower levels.  

It may end up being more than what is 

necessary.  We don’t have answers to any of 

these questions at the moment, but what we 

are seeing is the wheels are turning in the 

brightest and best minds the world has to 

offer.  In addition to that, we have the 

potential to come together as a society 

(national or global, perhaps both) to help and 

support one another to get through this 

together.  We have central banks, who as of 

this morning are throwing the kitchen sink at 

financial markets to backstop and stabilize the 

capital markets.  We have fiscal policy makers 
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around the world starting to step up: Germany 

announced over the weekend that they are 

putting things in place to implement a 

stimulus package in the amount of 10% of 

GDP, the U.K is in the same neighborhood in 

terms of size… you can go around the world 

and the theme is the same, all we are waiting 

on is the U.S., but even here we’re talking 

about a package of more than 10% of GDP 

(it’s just a matter of timing).  Such a massive 

coordinated package between monetary and 

fiscal policy is entirely necessary to offset the 

current disruption, but the intermediate and 

longer-term implications could be profound.  

Betting against such a tsunami of stimulus 

may be effective for short-term traders, but 

long-term investors should be considering the 

tail-wind implications this will have on the 

long-term investment decisions they are 

making in the current panic and chaos. 
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The big problem we have on our hands today 

is that there is no economic visibility, so it’s 

just a crapshoot to try and define with any 

sense of precision how things unfold in the 

near-term. The lockdown is justified to flatten 

the case curve and stave off the overwhelming 

of hospital capacity, but it is encouraging to 

hear that auto production facilities (as well as 

others) are turning their focus to producing 

items needed in the medical community 

(reminiscent of what I’ve read about during 

wartimes – others have lived it).  However, 

this is a different kind of war in that it’s not an 

economic stimulant due to necessary increased 

production, because this war is forcing a 

contraction in demand, loss of jobs, and 

decline in aggregate income.  Unfortunately, 

too many segments of the economy are over-

indebted and operating too lean financially 

that even a loss of income for 30 days invites 

the distinct possibility of widespread defaults 
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and bankruptcies, which is why the stakes are 

so high for policy makers to offset the 

sinkhole that’s opened up in the short-term 

before it turns into a monumental crater for the 

long-term.   

 

I don’t want to get into partisan politics, but to 

my eyes holding up a bill because the 

restrictions placed on corporate fat-cats 

getting bailed out are too loose is missing the 

seriousness and gravity of the situation.  There 

will be a time and place for that fight, but it is 

not now.  This is a very delicate situation 

which, if not handled in an appropriate and 

timely manner, will invite social instability at 

the next turn.   

 

It will be important to watch over the next 

couple of weeks the rise and (hopefully soon) 

the moderation, and then the eventual 

flattening out of the case curve.  Should this 
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sequence of events fail to transpire, then there 

is the possibility that people will just begin to 

give up on the strategy (especially if there is 

no offset) and just go back to work in defiance 

of government orders to reopen businesses 

and support their families.  At the end of the 

day, perhaps in order to eventually overcome 

the coronavirus we’ll all have to get it, as that 

is inevitably how things played out with the 

1918 flu.  Human beings are a social species 

and there is a limit to how much and how long 

people will be willing to freeze the enjoyment 

of life – I’m not preaching here, but 

attempting to paint a picture of just how 

unusual and unprecedented this situation is.   

 

Alright, enough on psychology and 

philosophy and back to markets and the 

economy.  One constructive development 

we’ve been seeing over the past couple of 

weeks is the big research houses putting out 



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. 

 

projections for just how deep this economic 

downturn may reach in the next couple of 

quarters.  Morgan Stanley and BofA have the 

direst of forecasts for Q2 GDP at this point 

with an estimated 30% retrenchment and the 

unemployment rate moving up to nearly 13%.  

These estimates topped Goldman Sachs’ 

forecast for a 25% plunge in GDP, and St. 

Louis Fed President James Bullard threw an 

estimate for the unemployment rate to reach 

30%.  To put this into perspective, the worst 

quarterly decline we experienced in the 2008-

’09 recession was -8.4% and the 

unemployment rate peaked at 10%.  The Great 

Depression did see the unemployment rate rise 

to 30% in 1933, but let’s exercise a little bit of 

caution for the moment on Depression 

forecasts.  The following chart is a 

compilation of estimates from Lohman 

Econometrics on the potential hit to 2020 
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GDP from various Developed Market 

economies around the world: 

 

 
 

Sure, I could rattle through a whole host of 

other data points painting a dismal investing 

profile, but to do so also requires a reflection 

on what capital markets have already priced 
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in.  High yield spreads have pushed out north 

of 1,000 basis points, which is still well below 

the 2,150-basis point peak in the spread during 

the GFC, but historically when this spread 

reached 1,000 it represented a lot of bad news 

being priced in for investors willing to look 

out 1-2 years.  The S&P 500 has dropped 36% 

from its peak, and this is nearly 90% of the 

way towards the average 40% peak-to-trough 

decline of the last 10 recessions.  Earnings 

estimates have been coming down rapidly 

with Goldman Sachs projecting S&P 500 

earnings per share to fall to $110 this year, 

which would be a 33% decline from last year.  

Again, perspective is necessary, as the average 

decline in S&P 500 EPS over the last 10 

recessions is 25%.  So, like credit spreads, a 

lot of bad news is already priced into the S&P 

500 at roughly 2,200.   
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What is material looking ahead is to see just 

how deep and extended this economic 

sinkhole goes?  No one knows for sure, and if 

this turns out to be worse than the GFC, then 

we do have further to go in pricing in the bad 

news.  I’m sure that’s not what anyone wants 

to read, but it’s important to have a framework 

that evaluates worst-case, base-case, and best-

case outcomes.  The best-case outcome would 

entail a V shaped recovery once we get 

beyond the third quarter, with the global 

economy back to operating near capacity with 

the full suite of monetary and fiscal stimulus 

acting as an aggressive tailwind.  In such a 

scenario, interest rates would likely remain 

nailed to the floor by central bank policy, and 

in a more stable and less uncertain 

environment equities would warrant a higher 

valuation multiple (albeit on a lower, but 

recovering level of earnings).   
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This would also represent the nirvana 

environment for Gold and precious metals in 

general, as real rates would remain staunchly 

in negative territory to allow massive fiscal 

deficits to repair themselves through financial 

repression.  Who knows what price level the 

yellow metal goes to, but given the price 

action in Gold today (rallying to $1,570/oz) 

where central banks around the world are 

running the printing press at full throttle and 

with government spending becoming rampant, 

the yellow metal may be starting to sniff out 

the very initial stages of a rebirth of inflation 

when this virus induced deflationary stage 

runs its course.  Gold continues to represent a 

necessary holding in one’s portfolio, 

irrespective of some of its heightened 

volatility and forced liquidations over the past 

couple of weeks. 
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The thought of proffering any type of market 

forecast or vision as to what the near-term 

outlook for capital markets looks like is 

wasteful scribbling at this point, in my 

opinion.  There really is little way of knowing 

what the future holds, given where things 

stand today, although I will share a couple 

thoughts on how I’m thinking about this 

backdrop.  For starters, now is not the time to 

be betting against society or the innate ability 

of our collective intelligence to overcome 

whatever obstacle crosses our path.  History is 

littered with numerous examples of this 

resiliency and ultimately this situation will 

prove no different.  Be patient with it as it runs 

its course, but run its course it will and we’ll 

move forward from there.   

 

As for capital markets and the economy, now 

is not the time to think in a linear fashion but 

more a time to be prepared for a deep 
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recession with little clarity on the shape and 

magnitude of the eventual recovery.  There is 

the potential for this to meaningfully alter the 

way societies and individuals function in the 

years to come, but I wouldn’t get too 

aggressive in extrapolating the notion of 

permanent social distancing in terms of 

commerce, business activity, and daily basis 

functioning.  Surely, there will be a new 

normal, and it will be different than the old 

normal, but it’s a reach too far to already 

conclude it as better or worse. 

 

Today’s market action appears to me to be 

more orderly than the past two weeks, which 

suggests to me that we may be getting past the 

peak of forced liquidations that rolled through 

all markets.  Investor sentiment is reaching 

some pretty historically low levels – it doesn’t 

mean they can’t remain low for some time, but 

getting to this point is an achievement in that a 
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lot of weak hands have likely de-risked to the 

degree they needed.  And don’t lose sight of 

the degree to which fear is driving the 

investment decision making process at the 

moment, and for completely understandable 

reasons: people can’t go to work, can’t pay 

their bills, aren’t sure if the will retain their 

job, the stock market is in disarray, bond 

markets (most investors’ safe haven) are 

getting hammered… But this emotion will 

eventually give way to reason, poise, and 

anticipation for better times ahead.  

  

Through all the Fed policy announcements 

over the past couple of weeks, in addition to 

their surprise announcement to begin 

purchases of corporate bonds and bond ETF’s, 

it looks as though a floor is being put under 

the investment grade corporate bond market.  

Baby steps, but nonetheless steps in the right 

direction.   
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As for the recovery, eventually it will arrive 

(my guess is in the latter part of Q3, if not 

Q4), and while the activity we’ve lost in the 

cyclical consumer services segment of the 

economy is a permanent loss, from here to the 

point the recovery begins there will be 

exceptional investment opportunities.  As is 

typical of prior recessions and bear markets, 

the stock market will bottom in advance of the 

onset of the recovery in economic activity, 

typically three months ahead of the trough in 

GDP.  That trough may well not be until late-

summer / early-fall, which means we may still 

have several months of heightened volatility, 

directionally downside price action, and 

consolidation in the equity market. 

 

Outside of a vaccine, there is no cure all or 

easy solution to the bounty of aches and pains 

that ails the capital markets and economy at 
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the moment, but it’s important for investors to 

maintain discipline in the actions they take at 

critical points in the business cycle like we’re 

at today.  Anyone who has invested or 

accumulated wealth through the capital 

markets over the past 15 – 30 years has 

experienced one, two, or three recessions and 

gut-wrenching market declines.  They are 

never easy and seem as though they will never 

end while you’re in them, but all the historical 

data many of us are familiar with suggesting 

that “equities offer a high single digit to 

double digit rate of return over time” include 

periods like these.  You have to endure and 

survive these periods to reap the rewards of 

the good times.  Adapt, survive, endure, and 

live to fight another day – that is the name of 

the game at the moment.   

 

My best to you and your families in this 

challenging time.  My sympathies and good 
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wishes to all of you who have had a firsthand 

account of combating this virus, and a good 

luck wish to those of us yet to undergo this 

battle.  If we can be of any help, support, or 

assistance – please don’t hesitate to reach out.   
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