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June 29th, 2020  
 

Helicopter Policy… 

As a father of three young and growing children I constantly wrestle with finding the delicate balance 

between nurture and nature.  What I mean by that is the interplay between being there for our children 

and guiding them down a path that keeps them from making a critical mistake that is so detrimental they 

may never recover from it, and stepping aside to allow them to make the necessary missteps that will 

inform their future decision making.  You know, those true learning experiences.  But being a helicopter 

parent deprives children of their independence and the liberating opportunity to navigate their own path 

of trial and error, experimental growth, and genuine adolescent curiosity.  I’m a big believer in the 

notion that there is no better teaching experience than learning from one’s mistakes and that failure and 

defeat are necessary experiences to build and reveal one’s true character.  I don’t want to get too much 

further down a path of sociology, philosophy, or my personal views other than to use such a concept as 

an analogy for the capital markets, economy, and government policy today.   

 

I think we can all appreciate and understand that cultures evolve and change overtime, and perhaps the 

current “everyone gets a trophy” mentality is the new reality that has displaced the “winner takes all” 

and the “cream rises to the top” mentality of yesteryear.  Undoubtedly, each of us has our own personal 

view on this simplistic societal breakdown, and then there are plenty that would argue voraciously with 

me for even suggesting such a divisive bifurcation, as it doesn’t encapsulate the whole of society.  But, 

humor me as I attempt to use this as a metaphor for the economic and investment setup at the moment.   

 

The current bifurcation between asset prices and economic reality is nearing a point of becoming an 

insult to fundamental analysis.  The chart below is just one of many data points that could be used to 

illustrate just such a disconnect, where nearly one half of the entire adult population is currently 

unemployed – the worst reading the U.S. has experienced in the post-WWII era.      

 



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. 

 

 
 

A logical retort to this data point is that a significant number of the job losses over the past three months 

is the result of a forced lockdown by the government, whereby as the economy reopens, many of these 

jobs will return just as quickly as they were lost.  I can understand that argument and I tend to even agree 

with part of it, but I’m less sanguine than the consensus view on the detrimental economic impact of 

potentially 1/3rd of the 30 million individuals who are on some form of unemployment benefit having 

permanently lost their jobs.  If that ends up being the case, or even if the recovery in job growth proves 

to be more sluggish than consensus expectations, then the workout period for this recession is going to 

require much more nurturing by policy makers for a much more prolonged period of time. 

 

As a result, the capitalistic culture that has propelled U.S. exceptionalism to the heights it achieved in the 

last several decades will continue to be eroded away.  I’m not saying a social support system isn’t 

necessary in society or the U.S. culture.  Nor am I sticking a flag in the ground as a blind, no questions 

asked endorsement of “Darwinism”.  But as we’ve seen over the past decade with the constant meddling 

by the Fed to resuscitate a U.S. economic recovery that just couldn’t seem to reclaim its prior vibrancy, 

policy makers have been even quicker to up the ante on the policy front in this downturn to not allow 

natural failure to run its course.  Have we completely given up on the concept of “creative destruction”?    

 

I know it sounds harsh on the surface, but when you see data indicating that the percentage of zombie 

companies in the U.S. has more than doubled so far this year – from just over 11% at the start of the year 

to over 20% now – you can’t help but think about the negative long-term impacts this will have on the 

vibrancy of the U.S. economy going forward.  Consider the fact that in the past three months Uncle Sam 

has handed out nearly $3 in transfer receipts to individuals for every $1 of lost aggregate income due to 

job loss, wage cuts, or a decline in hours worked.  A comparable level of stimulus and handouts has been 

distributed to the corporate sector as well with the Fed going so far as buying junk debt. 
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What will be interesting to witness over the next several months is just how permanent of a feature this 

broadening safety net of handouts becomes as the window is now open for some of these goodies to start 

expiring: 

 

• June – Credit card forbearance ends 

• June – Auto loan forbearance ends 

• July 1st – State and local budget cuts 

• July 15th – Delayed federal income tax deadline 

• July 31st – Enhanced unemployment insurance ends 

• September 30th – Student loan forbearance ends 

• October 31st – Mortgage forbearance ends 

• December 31st – PPP grace period ends 

 

But don’t worry, as congress is already deep into talks for another $1 trillion stimulus package that the 

President has already proclaimed is on its way and that he is ready to sign off on.  So, it seems as though 

it’s unnecessary to get too worked up over fears about a fiscal hangover from the expiration of many of 

these programs.  It’s likely there will be some tweaks to realign incentives and fill in any holes from 

prior packages, but it’s also likely that the gravy train of government subsidies will continue to flow. 

 

Without question, the fiscal stimulus has been massive and on top of that you have a Fed that is 

backstopping almost every asset class that has a ticker symbol (yes, this is hyperbole, but it does help to 

drive the point home).  This has created a ‘can’t lose’ investment mentality among market participants 

where it’s no longer even necessary to wait for a ‘buy the dip’ opportunity, when all you need to do is 

‘just buy’.  The investment mentality today is to completely gloss over the economic crater that has been 

created with the depressionary plunge we’ve experienced in the last three months as if it was just a bad 

dream, where we can simply wake up the next morning and act as if nothing happened, but in all 

actuality, it wasn’t a dream.   

 

The pandemic is real, and while our initial effort to flatten the curve was successful, that effort is 

proving to be short lived as states began to reopen and we now have a rising case count in 33 of 50 

states.  It’s a great sign to see lower death counts, and there is no doubt that improvement in our medical 

infrastructure and advances on the treatment front have a lot to do with this, but the data have always 

shown that the death rate lags the case rate by 2 – 3 weeks.  So, it’s fair to say that we are far from out of 

the woods on the pandemic front as it does appear as though there is zero appetite for another national 

lockdown to combat the pandemic.  I do find it to be a bit disconcerting to see the lack of concern over 

the fact that until just recently, as many Americans still died each day from the virus as passed away 

from the terrorist attacks on 9/11, but in the world I live in, money talks and when you have M2 ripping 

at nearly a 25% year-over-year rate and bank credit is rising 10%, the money has to go somewhere, and 

with the Nasdaq at new all-time highs and the S&P 500 within 10% of its all-time highs it doesn’t take a 

genius to figure out where that money is finding a home.   

 

I was having a conversation with a client the other day, where he posed the question of whether earnings 

even mattered anymore?  I tend to think so, because without earnings, what are the actual businesses that 

trade on the exchanges that any of us are investing in even worth?  The way I see it, in a world of ZIRP 

(zero interest rate policy) for the foreseeable future, it makes some fundamental sense for equities to 

command a higher valuation multiple, but what the right multiple is for fair value is anyone’s guess.  

Here we are with the S&P 500 trading at the same level it reached last October, where back then 
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consensus estimates for 2020 operating EPS were $180.  Estimates for 2021 were at $196.  As we get 

ready to kick off Q2 earnings season in a couple of weeks, those estimates now sit at $128 and $164, 

respectively.  That’s a 30% haircut for 2020 earnings and since the level of the S&P 500 is no lower 

today, we’re witnessing a P/E multiple that has gone from 18x last October to 25x today.  Heck, the 

CAPE (Cyclically Adjusted Price/Earnings) multiple is back up to 30x and history tells us that markets 

trade in this rarified territory only 6% of the time in history, and the forward annualized returns from this 

starting valuation level is -8.9% and -0.4% over the subsequent 5- and 10-year time horizons.  You read 

that right, negative return expectations out as far as 10-years, but then again, I’d be remiss if I didn’t 

throw in our industry’s default disclaimer – “prior returns are not indicative of future results”.   

 

As for my thoughts on the current markets, most of the major markets remain stuck in a flat trading 

range.  This rally off of the March 23rd low in the S&P 500 peaked at 3,232 on June 8th, and since then 

the index has been unable to mount much momentum with two subsequent rallies petering out just above 

3,100 on June 16th and June 23rd.  We’ll see what type of catalysts this week’s key economic data 

releases bring, and then we have Q2 earnings just around the corner.  Although if Nike’s results are any 

indication, then we may be in for some major disappointments – revenues came in $1 billion below 

expectations and EPS fell -$0.51/share compared to consensus estimates for a gain of +$0.07/share.  The 

stock sold off over more than 7% on Friday, but as seems par for the course – where fundamental reality 

matters for less than 24 hours, and investors suffer from short-term memory loss – the stock is up almost 

3% today.  This is no slight at Nike, as they are as strong of an operating company as there is and they 

dominate their industry.  This is one of those companies I missed scooping up in the February/March 

sell-off, but I guess we’ll just have to continue to execute patience or move on to other opportunities 

because a 40x P/E multiple on a 15% long-term earnings growth profile isn’t much of a bargain in my 

book.  

 

As for the bond market and interest rates, what else can you say other than they continue to be in 

hibernation mode with the Fed having made their case that Fed Funds are going to be held at zero 

through 2022.  And with inflation concerns being a 2021 story (maybe 2022), there isn’t much going on 

in the Treasury market outside of a huge supply calendar coming our way.  Keep in mind that just 

because inflation risks aren’t today’s story, it doesn’t mean that investors shouldn’t start thinking about 

or begin to position for it given how cheaply it’s priced today.  The writing is on the wall that one of, if 

not the, only viable policy solution to work ourselves out of this debt morass over the long-term is to 

inflate our way out of it.  So, starting to gradually rotate portfolios into investments that will hold up or 

outperform in a stagflationary investment backdrop is a proactive decision at this time.    

 

Chairman Powell and the brass at the Fed have made it clear that they are going to continue to pump the 

financial markets with liquidity well into the start of the next expansion. This is no different than what 

they did coming out of the ’08-’09 recession, only this time they don’t have to toy around with the 

notion that it is experimental, unprecedented, or that they can and will unwind it in short order.  These 

tools have become a permanent fixture in the policy toolkit and all you have to do is look at the size of 

the Fed’s balance sheet for validation.     

 

Going into the GFC in 2008, the Fed’s balance sheet was around $800 billion, and during the height of 

the banking collapse and early part of the recovery in 2010 the Fed expanded their balance sheet to just 

over $2 trillion.  Fast forward to the end of 2019 and the Fed had since doubled the size of its balance 

sheet to just over $4 trillion, and as of last week, the balance sheet now sits at just north of $7 trillion – 

so the Fed increased its balance sheet by as much in the last three months as it had in the prior decade.  

And according to former NY Fed President Bill Dudley, investors should expect this to rise further to 
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$10 trillion by the end of the year.  If this ends up being the case, then we’re talking about the Fed’s 

balance sheet being roughly 50% the size of GDP.   

 

Given that the last decade has taught us that the S&P 500 has a near 90% correlation with the Fed’s 

balance sheet, it is no wonder why investors are feeling invincible about buying the indices at one of the 

richest valuation levels in history.  Meanwhile we have a federal deficit-to-GDP ratio that will flirt with 

an unimaginable level of 20% for fiscal year 2020.  This is three times the level FDR took the deficit-to-

GDP ratio to when rolling out the New Deal.      

 

The total debt-to-GDP ratio on a gross basis in the U.S. is now north of 100%, and at some point this 

will have to be paid, be it via higher taxes, debt monetization by the Fed, inflation, or some combination 

thereof.  Instinctively as an investor, one would think ‘well, this has to be negative for the Treasury 

market as interest rates should rise and bond prices should fall’, but with the Fed willing to embark on 

yield curve control (YCC) by pegging interest rates out along the curve, a negative reaction in the 

Treasury market seems unlikely.   

 

As such, it seems likely that real interest rates are set to move deeper into negative territory which is 

why gold and precious metals will remain in their bull markets for some time to come (at some point 

down the line, other commodities will join in too).  Real rates and gold have a historical inverse 

correlation of 70% and while these variables won’t move in a straight line, this is one bull market you 

want to be steady at holding onto.  Not to mention the ultimate value of gold, which is such a difficult 

asset to ascribe a valuation to, is 1/T, where ‘T’ is trust in the financial system, trust in government 

finances, and trust in the central banks.  Well, with the Federal Reserve and the government willingly 

jeopardizing the sanctity of their balance sheet and the value of the U.S. dollar, then one needs to 

strongly consider having exposure to real assets (gold, silver, real estate, commodities, tangible assets, 

and maybe even cryptocurrencies) as places to allocate capital in areas that represent stores of value. 

 

Every once in a while, I chuckle to myself when hearing the talking heads on bubblevision raving about 

the big five Tech stocks (Microsoft, Apple, Google, Facebook, and Amazon) for the fifteenth time in any 

given day and how strong the Nasdaq continues to be.  The points they often make aren’t wrong, but 

why I chuckle is that this isn’t telling anyone anything new by focusing on these market titans day in and 

day out.  Never do they point out that while yes, the Nasdaq is doing great over the past 12 months with 

a return of +21% and +10% year-to-date, that gold is up +25% over the past 12 months and it’s up 

16.6% year-to-date.  The S&P 500 is only up +2% and is down -5.5% over the same time intervals, but 

the Gold Miners Index is up 37% over the past 12-months and it’s up 21% year-to-date.  

 

This segues nicely into the last comment I want to end this week’s missive on, which is a quote from 

Nassim Taleb during his interview on CNBC last week: 

 

“Today, you need to be vastly more careful about what portfolio you have and make sure your 

downside risk is protected.  Fixed income instruments have pretty much run their course, so you 

are no longer able to hedge using fixed income instruments.”   

 

When someone asks me, “what keeps me up at night?” or “what worries me most in the investment 

universe today?”  Well, beyond excessively rich valuations in most markets, the unknown path of the 

pandemic, the uncertainty on the economic recovery path, geopolitics, the global leadership vacuum, 

divisiveness within society, inequality leading to class warfare…and these are all meaningful risks that 

have to be incorporated into everyone’s investment and scenario analysis, but it’s the lack of or the 
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diminishing opportunity set of asset classes that are available to hedge or diversify a portfolio’s risk for 

unknown outcomes that worries me most today. In the past, you could always rely (whether it was right 

or wrong) on the fixed income market to hedge and diversify a portfolio’s risk profile.  However, in an 

interest rate environment where interest rates around the globe are already at historic lows, and while 

they could very well go lower, and move even lower still in a risk off environment, it is unlikely to 

provide the same return or volatility offset to equities or other risk assets one is carrying in the portfolio 

as they have in the past.  This is definitely something for all investors to be thinking about and 

evaluating.     
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