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April 20th, 2020  

 

Money can buy happiness… 

At least, that’s the current view reflected by 

asset prices, which over the past two weeks 

have ripped higher in the face of just flat out 

dreadful fundamental data, but for the moment 

it’s all about the money flooding into the 

system from governments and central banks 

around the world.  Rare is the day where one 

would find risk assets so mispriced from the 

economic reality of the times, although I guess 

this remains consistent with the irony of the 

post-GFC expansion, which was the longest 

on record and will also be reflected in the 

record books as being the weakest in terms of 
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annual GDP growth, ticking in at just over 

2%.  This sluggish growth backdrop didn’t 

restrain the stock market from registering its 

strongest (and longest) equity bull market run 

in history – aided and abetted by a persistent 

tsunami of liquidity and low interest rates on 

behalf of central bank generosity. 

 

Following last week’s climb in the equity 

markets, the Dow Jones Industrial Average is 

now up 33% from its March 23rd low (still off 

18%  from its February 12th high), the S&P 

500 is up 31% (down 15% from its February 

19th high), the Nasdaq Composite is up 30% 

(12% off its high), and the Russell 2000 Small 

Cap Index has rallied 27% from its lows (still 

28% off its recent highs).  The ironies 

continue to stack up in relation to historical 

comparisons, where the 15% rally in the Dow 

over the past two weeks was the biggest since 

1938 (during a double-dip recession within the 
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decade-long Great Depression) – that just 

about tells you all you need to know about 

how much confidence and conviction 

investors should have about their outlook 

today.   

 

And while the stock market and credit markets 

(both investment grade and high yield) have 

certainly experienced sizeable recoveries since 

mid-March, there remains too many 

disconnects – both with market internals and 

the fundamental backdrop – for me to get 

comfortable with.  To my eyes this still 

appears to be nothing more than a bear market 

rally that in classic fashion has the S&P 500 

reconnecting with some key technical 

Fibonacci retracement levels before likely 

rolling back over.  We are at the 61.8% 

Fibonacci retracement level at the moment 

(between 2,860 – 2,910, depending on how 

one is measuring the range), so a decision 
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point is upon us in regards to whether this 

rally still has legs to push higher, or if we roll 

over here and retest or even take out the recent 

lows.   

 

As for the non-confirmation signals I’m 

looking at within the equity market: Small 

Caps have only recouped one-third of their 

declines, and this segment of the market tends 

to be a leading indicator at turning points (you 

may or may not recall they peaked well ahead 

of the overall market this cycle).  Bank shares 

have only recouped about a quarter of their 

losses, and it’s hard to think the overall stock 

market is going to sustain a rally without the 

institutions in charge of facilitating all of the 

money movement.  The transports index has 

only gained back about 1/3rd of its losses, and 

these are the companies that move around all 

of the goods produced by the industrials.  

When you really dig into what’s moving this 
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market higher, it comes down to a handful of 

large cap names, namely Technology 

companies (high quality ones, for sure), that 

are rightfully viewed by investors as the 

companies that will survive and thrive coming 

out the other side of what is likely to be a deep 

and protracted recession.  BofA Merrill Lynch 

put out the below chart that has been making 

the rounds recently, highlighting how the five 

largest Tech stocks now constitute a 22% 

share of the S&P 500 (doubling the share they 

were at just five years ago) – rendering it more 

concentrated among its top names as it’s ever 

been in history.   
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Then we have the ongoing plunge in oil 

prices, which is a two-pronged dilemma with 

global producers being unable to reign in 

enough supply to offset the ongoing 

destruction of global demand.  Don’t get me 

started on the math behind the much-hyped 

9.7 million bpd Saudi / Russia OPEC+ cut, as 

that was nothing but a side show for some 
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players to save face, but at no point did it even 

come close to scratching the surface of having 

an impact on the market.  Oil is a cyclical 

commodity, and while supply is a big part of 

the problem in this price shock, you can’t 

overlook the economic message being sent by 

an estimated 25 – 30 million bpd decline in 

demand for Q2.  Everyone is focused on the 

May contract price dropping below $0/bbl 

today, and don’t get me wrong – this is history 

in the making, but a negative oil price is 

entirely a function of running out of storage 

capacity.  Once storage is full, oil becomes 

worthless as it can’t be consumed immediately 

and it has nowhere else to go.  So, these near-

term negative / low oil prices will force 

producers to leave supply in the ground and 

will run a lot of financially fragile oil players 

out of business.  This is the epitome of 

creative destruction, where economic forces 

drive economic change for the better.   
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As is often referenced in the commodity 

markets, the cure for low prices is low prices.  

Eventually the oil market will return to a place 

where demand is above supply and inventories 

will begin to be drawn down.  By that time, a 

lot of pain will have befallen the players in 

this industry, but the survivors – while 

wounded and limping along – will be the 

major beneficiaries of a global energy 

infrastructure that is still heavily reliant and 

built around the use of fossil fuels.  This isn’t 

me denying the eventual transition to a more 

climate friendly energy policy around the 

world, but in my opinion we’re still a cycle or 

two away from this transition.  So, for those 

investors out there with the stomach for some 

volatility and risk, the energy industry is a 

sector ripe with opportunity for those with a 

longer-term timeline.  The price action in 

energy stocks today hints at just such a view, 
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with the price of crude getting hammered and 

the likes of many of the major players across 

the industry (integrated, refiners, servicers, 

exploration players) are trading lower, but 

nowhere near the extent of what the 

underlying commodity is doing.        

 

Alright, so that’s a bit of color commentary on 

conflicting stock market internals – now what 

about the fundamental data?  Well, where to 

start?  How about with the IMF, who came out 

recently and revised their global GDP estimate 

for 2020 to -3% from 3.3% just three months 

ago.  For some perspective, global GDP only 

dipped 1% in the GFC, which puts this decline 

at 3 times worse than that and on par with the 

annualized plunge from 1929 – 1932 (there it 

is again, another Great Depression 

comparison…).  Let’s put this revised IMF 

estimate into context.  Global GDP is 

approximately $85 trillion, so a 3% decline is 
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equivalent to a $2.5 trillion decline from last 

year’s level.  If we were to also tack on the 

loss of the 3.3% growth that was expected for 

this year, then we are talking about a total 

GDP delta in the vicinity of $5 - $6 trillion.  

That is an enormous hole being dug and it 

helps to make sense of the justification for the 

$8 trillion in combined stimulus (IMF 

estimate) being deployed from governments 

around the world. 

 

The economic data coming out of the U.S. 

substantiates the aggressively estimated cuts 

that we’ve seen from all forecasters.  Last 

week we got the New York State Empire 

Manufacturing Survey which dropped to a 

record low of -78.2 in April (from -21.5 in 

March).  U.S. industrial production fell 5.4% 

in March (the steepest decline since 1946), 

March retail sales plunged -8.7% (also a 

record), and the NAHB housing market index 
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in April dropped to an eight year low of 30 

(from 72), while registering the largest 

monthly percentage drop in the history of the 

index.   

 

As ugly as all that data looks – and it is bad – 

it’s what I’m seeing coming out of the labor 

market via the weekly jobless claims data that 

is most concerning to me. Not to mention the 

head scratching reaction of the equity market 

over the past four weeks when this data was 

reported.  To be fair, once the U.S. economy 

was forced into lockdown, most careful 

followers of the labor market were 

anticipating a rise in jobless claims, but the 

first jump came back on March 26th when 

claims came in at approximately 3.3 million 

(double consensus estimates of 1.7 million), 

and what did the stock market do that day?  

The Dow rallied 1,351 points (6.38%) and the 

S&P 500 ripped by 155 points (6.24%).  The 
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following week on April 2nd, initial claims 

surged to 6.65 million (again, almost double 

consensus estimates for 3.8 million) – this 

print was 10 times larger than the highest print 

of 665k during the ’08 -’09 Great Recession.  

And what did the stock market do in light of 

that news?  The Dow rallied 469 points 

(2.24%) on the day and the S&P rose by 56 

points (2.28%).  Then on April 9th we saw 

initial claims add another 6.6 million (above 

consensus estimates of 5.5 million) and the 

Dow rallied 285 points (1.22%) while the 

S&P 500 rose by 40 points (1.45%).  Then last 

week on April 16th we got the latest release of 

initial claims which showed 5.24 million new 

filers, with the Dow responding with a mild 

33-point gain (0.14%) on the day and the S&P 

500 tacking on 16 points (0.58%).   

 

Let me do the cumulative math for you.  In the 

past four weeks we’ve seen total jobless 
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claims rise by over 22 million, which is almost 

equivalent to the same number of jobs that 

were added over the past decade of this 

expansion, and on this news the Dow has 

managed to rally a total of 2,140 points (the 

S&P 500 rose by 267 points).  If it seems a bit 

perplexing, perhaps even sadistic, it is, but 

with the Fed going out of its way to intervene 

with true price discovery it’s difficult to 

ascertain the intrinsic value of any asset.  I’ve 

said before and I’ll say again, it doesn’t matter 

if you agree or disagree with how things are – 

what matters is that you recognize and account 

for what is and adapt accordingly as things 

change.    

 

I’m going to refrain from commenting much 

on the Covid-19 pandemic in this week’s 

missive other than to reiterate my view that 

this is a global situation that is going to be 

with us for some time to come.  It is a 
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situation that will ebb and flow as the world 

moves towards slowly reopening the 

economy, where the risk of rolling waves of 

outbreaks increases without there being a 

breakthrough on the vaccine front.  We’re 

really riding out a cycle here, and I 

sympathize with the individuals organizing 

demonstrations on the doorsteps of state 

capital buildings with the Constitution in 

hand, as they aren’t wrong, but all paths for 

opening up the economy before a sufficient 

number of tests have been conducted lead to 

consequences for everyone.  Until a vaccine or 

effective treatment emerges, I don’t see a 

scenario where a return to a world similar to 

what existed pre-virus is in the realm of 

possibility.  How many people will be willing 

to wait in line for temperature checks to get 

into a restaurant, sporting event, movie 

theater…?  How can this not negatively 

impact productivity for most community 
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shared work environments, not to mention 

retrofitting production facilities for social 

distancing guidelines.  I’m not saying life and 

business will never be the same – no one can 

make such a dramatic claim at this point, but 

from how things look today it’s hard to 

imagine that this will not have a negative 

impact on corporate profits and profit margins, 

which then suggests a lower overall multiple 

for the equity market as a whole.   

 

There are just so many unknowns with the 

investment backdrop today that it makes 

having a high level of conviction on any 

expectation foolhardy.  Sure, we can all have 

opinions, models, and a disciplined investment 

process to adhere to and follow, so as to keep 

us from freezing up in the moment of possible 

opportunity, but now is not the time for all or 

nothing bets.  Now is the time to get yourself 

in a position to weather the storm and live to 
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fight another day.  Have a read of an excerpt 

from Jason Zwieg’s WSJ interview with 

Charlie Munger of Berkshire Hathaway which 

I think is genuine, honest, and prescient on so 

many fronts: 
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I remain of the view that investors should 

continue to exercise caution and discipline 

with how they are managing and deploying 

capital at the moment.  Especially on the back 

end of what I view to be a massive bear 

market rally that seems to be running out of 

steam.  The credit and equity markets are 

aggressively priced for the flood of fiscal and 

monetary stimulus being unleashed on this 

deep recession, but they seem to be blindly 
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ignoring the grim economic reality coming 

down the pike.  The obstacle for the bulls is 

that the stimulus has been announced and is in 

the process of being deployed, so it’s a 

reasonable guess to consider that a lot of this 

is already reflected in asset prices today.  This 

doesn’t mean that more stimulus won’t come 

in the future (and I think it will), but the 

modus operandi of policy makers has been 

reactionary.  So, in order to get more stimulus, 

we would have to see the economic backdrop 

worsen over the next several weeks, months, 

or quarters before they have the cover to do 

more.   

 

The Fed has already shot a lot of bullets and 

made it clear that failure is not an option, but 

what I don’t think they have gotten in front of 

yet is the oncoming default cycle, hit to 

corporate profits, and persistently elevated 

level of job losses.  These problems lie ahead, 
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and judging off of the fact that inside of a 

week the $350 billion SBA loan program ran 

out of money, it gives us a window into just 

how bad things are on Main Street.  This 

recession is likely to be much larger than the 

stimulus delivered at this point.  Congress is 

already working towards a bill to refill the 

cookie jar for the SBA program, and such 

action suggests the fiscal authorities (like the 

Fed) are all in on backstopping the economy 

that has been forced to shut-down. 

 

In future missives, I expect I’ll be spilling a 

lot more ink over the potential long-term 

consequences and investment opportunities of 

these fiscal and monetary policy actions, but I 

think it’s a bit early to be positioning for them.  

In a nutshell, with the Federal Reserve now 

backstopping the U.S. economy and in effect 

monetizing U.S. debt via the Treasury – while 

pegging Treasury yields at historically low 



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. 

 

levels (via Yield Curve Control) – the 

deflationary backdrop that exists today due to 

the current recession will eventually give way 

to a persistent period of higher inflation.  I’m 

not saying hyper-inflation, but rather more 

inflation than we’ve been used to seeing over 

the past four decades of persistent disinflation.  

This will be enacted by policy makers via 

financial repression, defined as making 

conservative investors who are dependent on 

their nest egg to go poor slowly because they 

can’t generate a return on safe assets (bonds) 

that will keep up with real-world inflation.  In 

such an environment, one’s investment 

approach would be to shift investments in the 

direction of tangible assets, commodities, 

select real estate, precious metals…things that 

tend to keep up with a rise in inflation.  We’re 

not there, yet, but it’s always good to be 

looking ahead.      
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As for right now, don’t chase the market here 

and whatever investments one is inclined to 

make, be sure and understand why you’re 

doing so and don’t be afraid to change your 

mind as the facts change.  Today’s 

performance chasers in the equity market very 

well may end up feeling a month or two from 

now much the same way he/she did after 

making the same mistake heading into the 

mid-February highs.  This doesn’t mean you 

abandon the equity market, but prepare 

yourself mentally for an L-shaped economic 

recovery rather than the V-shaped hope being 

priced in to this 30% rally in less than a 

month.  At the moment, I prefer to hold and / 

or acquire high quality companies with 

balance sheets that look strong and businesses 

that pay a dividend and appear to be well 

funded.  As a diversifier to the equity 

exposure in our portfolios, I think investors 
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should have some exposure to gold, short-term 

Treasuries, and cash for optionality.   

 

The impact of this pandemic and the reaction 

to it will leave scars for many years to come, 

and there will be aftershocks that exert secular 

changes on both households and businesses.  

The global economy and financial markets 

came into this situation in even worse shape 

than they entered the ’08-’09 financial crisis.  

Balance sheets were so stretched and asset 

managers loaded up on leverage to juice 

returns in an ultra-low interest rate world.  So, 

to think that this resolves itself by simply 

ramping up the printing press, handing out 

checks to businesses and individuals, and it’s 

all over in the matter of a couple weeks or 

months is ridiculous.  Sure, it’s possible, but 

think about it before defaulting to such a 

conclusion.  We’re at the point where the sins 

of the last decade – fueling this expansion on 



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. 

 

the back of ample liquidity and cheap money 

– have a meeting at the confessional, and 

penance must be paid.        
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