
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. 

 

 

 

June 1st, 2020  

 

Denying risks doesn’t make them 

disappear… 

Capital markets are kicking off this week on 

the same path they’ve been on for the past two 

months, and that is by ignoring or looking 

beyond any development that in normal times 

would cause investor anxiety and therefore 

lower asset prices – if even temporarily.  I 

must admit (and this is by no means making 

light of the protests that spread across the U.S. 

over the weekend – this is specifically a stock 

market observation) that when I saw the U.S. 

equity market futures open on Sunday evening 

with the Dow down more than 300 points at 
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one point, I chuckled to myself and said to my 

wife jokingly, “they’ll be green by morning”.  

Even having had that sarcastic thought, I 

wasn’t shocked to see the futures on the plus 

side when I woke up at 4:15 this morning – 

befuddled, perplexed, somewhat irked… all fit 

the bill, but little surprises me anymore with 

the stock market’s upside tunnel vision. 

 

You can script plenty of articulate, somewhat 

rational, and thoughtful narratives about why 

the stock market is doing what it is doing, but 

ascribing it to solid fundamental developments 

is just plain insulting to almost anyone’s 

intelligence.  Yes, I’ll leaf through below 

some of the improvements we’re seeing in the 

sequential data coming out for May relative to 

what looks like trough level activity readings 

in April, but spare me the insult of trying to 

convince me that going from depressionary 

data to deeply recessionary activity levels is 
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justification for the S&P 500 to be just 10% 

off of all-time highs. 

 

No, I don’t buy that logic and I think any such 

conclusion is too far of a leap to assign a 

narrative to the price action in the stock 

market.  I know (and the data bears this out) 

that the stock market and the economy have 

been detached for some time now, which is 

why I’m a bit perturbed to see a litany of 

research justifying the move up in equity 

prices based upon the expectation that an 

economic recovery is set to begin in Q3.  

Meanwhile, last week the Atlanta Fed updated 

their Q2 real GDP forecast for a decline of, get 

this, -51.2% at an annual rate.  Their previous 

forecast was for a decline of -41.5% and a 

month ago their forecast stood at -12.1%.  The 

New York Fed’s forecast for Q2 is now at       

-35.5% (annualized) compared to -30.5% a 

week ago, -7.8% a month ago, and +2.3% at 
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the end of February.  It’s the same story at the 

St. Louis Fed where their estimate has gone 

from -40.4% three weeks ago, to -47% last 

week, and now forecasts an annualized decline 

of -49.8%.   

 

So, what has me so agitated with this data?  

Equity prices bottomed on March 23rd (more 

than 9 weeks ago) and at that time even the 

most dire Q2 GDP estimates were around        

-25% to -30%.  Now we have an equity 

market that has rallied nearly 40% from those 

lows, thinking that the worst was priced in and 

yet the actual data continues to find lower 

depths.  Look, I get the notion that at the 

March 23rd lows things got overdone in the 

midst of what was the sharpest and most 

severe equity market sell-off in U.S. history, 

and therefore we were due for some type of 

bounce.  But it’s frustrating to me when the 

talking heads revise history by saying the 
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worst was/is in when we’re seeing what we 

thought was the worst continues to get even 

worse.  I know, a bit of a tongue twister there, 

but if you read it slowly, I think it makes 

sense. 

 

As the saying goes, “once you hit rock bottom 

the only place to go is up” – I get this, and 

given the plunge we’re seeing in Q2, it’s very 

likely this quarter will mark the bottom on a 

growth rate basis.  But I think it’s a very 

disingenuous analysis (not inaccurate or 

untruthful) to suggest that because the rate of 

decline is getting less bad that we’re in the 

clear.  It’s like someone pissing on my shoes 

and then looking me in the eye to tell me it’s 

raining outside.  Get outta here.  The level we 

start the recovery from matters a heck of a lot 

and while I want to be one of the loudest 

cheerleaders out there encouraging this 

recovery along – I don’t think its forthright to 
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ignore how big of a hole we have to climb out 

of.                    

 

Take last week’s jobless claims data as an 

example, where an additional 2.123 million 

individuals filed for unemployment benefits 

for the week of May 28th.  What seems to be 

one of the main takeaways from this report is 

the fact that this was the ‘least negative’ print 

since late March and the 2.123 million tally 

was sequentially lower than the 2.446 million 

level the week before.  Moreover, this marked 

the eighth-straight week of declining claims 

data.  I get it, I get it, I get it!  In a time of 

such turmoil, pain, and suffering let’s try and 

look at the bright side of things.  Let’s 

celebrate and embrace hope.  But this 2.123 

million number was the 11th highest level ever 

and more than triple the worst number we ever 

saw in the 2008/09 Global Financial Crisis.  

Perhaps this is a subtle illustration and one of 
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many reasons for why we are seeing some of 

the protests we’re seeing around the world, 

where we fail to properly recognize how bad 

things are because we want to impose our 

positive / hopeful spin on how we want things 

to be seen. Ok, I’ll get off my soapbox now.   

 

It’s a similar story in the continuing claims 

data which declined by almost 4 million from 

24.912 to 21.052 for the week of May 16th.  

This was the first decline in 9 weeks for 

continuing claims which does suggest that the 

labor market is showing some signs of a thaw, 

albeit from very depressed levels (see chart 

below from Eric Basmajian of EPB Macro 

Research).     
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This level of job losses is still mind-numbing 

as the continuing claims tally is still 12x 

higher than prior to when Covid-19 hit and we 

forced the economy into lockdown.  The 

claims numbers will be very important to 

monitor going forward to evaluate the strength 

and demand in the labor market as the 

recovery gets underway with more than 40 

million individuals filing for jobless benefits 

since the pandemic induced shutdown began 
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back in mid-March.  The optimists have 

anchored themselves around the view that 

most of the job losses to date are only 

temporary – though the University of Chicago 

survey found that one-third of those who have 

lost their jobs don’t expect to return to the 

workforce in the next three months.  If that 

ends up being the case, then we’re talking 

about 14 million people right there.  

 

Continuing on with this theme around 

‘recovery, but from what level?’, we got PMI 

data from around the world over the last 24 

hours where the general conclusion amounted 

to improvement in May from dreadful April 

readings.  China bucked the trend with its 

official manufacturing PMI slipping to 50.6 in 

May from 50.8 in April, but being above the 

50 level still signals expansion.  The Eurozone 

Composite came in at 39.4 compared to a 33.4 

print in April and the U.K. manufacturing 
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index rose to 40.7 from the record low of 32.6 

in April.  The U.S. ISM manufacturing gauge 

improved to 43.1 from 41.5 in April with 

moderate improvement almost across all of 

the internals of the report. 

 

As you can see with this data, we are seeing 

some form of a recovery is underway in the 

data prints from April to May, but you can’t 

look at a PMI reading anywhere in the world 

and conclude that it is constructive outside of 

comparing them to some of the worst readings 

we see at the depths of an economic recession.  

Even looking at the New York Fed’s weekly 

economic index I can see signs of a bottoming 

in economic activity, but it is an incredibly 

deep bottom and the improvement looks to be 

rather quite subdued compared to the hype 

surrounding re-openings or the levitation in 

the stock market.  
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The point I’m trying to make is that it 

shouldn’t come as a surprise to anyone to see 

timely data showing how re-openings are 

leading to sequential improvement in 

economic activity.  That’s all that seems to 

matter to markets right now, that the ‘bad’ 

economic data is becoming ‘less bad’.  We 

weren’t going to remain in lockdown forever, 

and this isn’t me poo-pooing anyone wanting 

to attach themselves to hope or constructive 

thoughts in a time where there is plenty of 

darkness.   But I do take issue with the 

meandering narrative where talking heads in 

one breath say fundamentals don’t matter – 

it’s all about the Fed, central banks, liquidity, 

fiscal policy… and in the next breath try and 

sell you an investment thesis predicated on 

improving fundamentals.  Sure, I get that they 

can be / are intertwined, but let’s just be 

honest with each other and have enough 
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respect to know we can all collectively handle 

the truth.    

 

From mid-February up until regions around 

the world started gradually re-opening in 

early-May, we suffered an economic 

earthquake that will require time to heal.  

Policy makers and central banks around the 

world stepped in aggressively to try and offset 

the economic and financial carnage, which 

shortened the duration of the liquidity crisis 

that occurred in mid-March.  Unfortunately, in 

my opinion, printing money in an attempt to 

paper over the destruction that was done is 

just a temporary patch and what comes next 

are the aftershocks that include solvency 

issues for both corporations and individuals, 

fragmented supply chains, and widespread 

demand shortages.  
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I remain of the view that more than any other 

variable, it’s liquidity that is driving the rally 

in equity markets.  I don’t buy the notion that 

it is “improving fundamentals on the back of a 

recovery in economic activity that is driving 

the boat here”.  What, with corporate earnings 

falling 30 – 40% in 2020 to $125/share and 

GDP growth set to decline 10% for calendar 

year 2020 (that’s nearly $2 trillion in lost 

economic output which may take the U.S. 5 – 

7 years to recapture the output gap that has 

opened up).  Anyone making the argument 

that equities are trading higher on the basis 

that earnings are going to recover back to their 

pre-pandemic level in 2021 has probably 

failed to recognize that 2020 will represent the 

third consecutive calendar year of 0% earnings 

growth for the S&P 500.  According to the 

NIPA data from last week’s Q1 GDP release, 

economy wide earnings for all companies in 
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the U.S. are at the same level they were at 

eight years ago.   

 

So no, equities haven’t been rallying on 

earnings because we haven’t seen earnings 

growth in years.   

 

Investors have been willing to pay more for 

equities for a combination of reasons: 

 

1. Total number of publicly listed 

companies has halved in the past two 

decades – simple supply/demand. 

2. The S&P 500, which is the most widely 

owned equity index in the world, is 

becoming more and more concentrated 

where two companies garner over a 5% 

weighting in the index (MSFT & AAPL) 

and the top five holders comprise more 

than 20% of the index.  These companies 

no doubt dominate their respective 
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markets and therefore are deserving of 

higher valuations, but this is at the 

expense of their competitors and the rest 

of the market which are less deserving of 

trading at the second highest P/E valuation 

in history. 

3. Historically low interest rates (negative 

in some large developed markets), and 

likely to remain this way for some time to 

come. 

4. Liquidity.  The Fed’s balance sheet has 

now surpassed $7 trillion from just $3.8 

trillion as recently as last October, where 

the correlation between the Fed’s balance 

sheet and the S&P 500 has risen beyond 

90%.   
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According to an analysis from David 

Rosenberg, since the end of March the Fed’s 

balance sheet increased by $3 trillion while 

over the same period the market capitalization 

of the S&P 500 has increased almost in 

lockstep by $2.8 trillion.  And it’s not just 

equities that are being manipulated by Fed 

liquidity as high yield spreads are now back to 

within 700 basis points, which is a level that 
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hardly compensates investors for the default 

risks involved in owning such securities.   

 

Consider that in the junkiest part of the credit 

markets, we’ve seen S&P ratings put a record 

high 1,287 companies on credit watch for a 

“downgrade” warning.  This is higher than the 

peak of 1,028 companies in the 2008/09 GFC.  

This is where the upcoming solvency risk lies 

as these debts have been accumulated but have 

yet to be fully resolved, i.e.) restructuring, 

distressed takeout, or bankruptcy.   

 

The bottom line is that the Fed is distorting 

and manipulating financial markets on a grand 

scale never before seen.  As I’ve said before, 

but it’s worth repeating – it’s less a matter of 

agreeing or disagreeing with these actions, but 

rather acknowledging and being aware of 

them happening.  I for one don’t like it.  It 

makes it extremely difficult and anxiety 
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ridden to manage someone’s capital around an 

investment construct that never existed before.  

Instead of modeling out earnings profiles, 

growth rates, industry analysis, valuations, 

etc.…on the equity market investors are 

correctly focusing on what’s the next move 

from the Fed and what needs to happen for 

them to make that move.  There was no 

teaching on this in any academic curriculum, 

MBA programs, or CFA designations.  I still 

hold faith in the view that many of these 

fundamental metrics as well as economic 

gravity, business cycles, and investment 

processes matter, but only time will tell.   

 

The one variable I’m keeping an eye on as I 

think it has the potential to remove the Fed 

from the driver’s seat to the passenger seat is 

inflation.  Given the demand destruction 

underway at the hands of this recession, it’s 

unlikely that inflation is a near-term concern, 
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but it continues to look as though 12 – 24 

months out we could see a toxic combination 

of variables coalescing to bring rise to a 

sustained period of inflation.  Then again, 

inflating our way out of the debt morass seems 

like the path of least resistance for policy 

makers, not to mention the fact that since 2012 

the Fed has been talking and implementing 

policy with the objective to get inflation 

higher.  Well, they just might get it, and if 

that’s the case then it will be interesting to see 

how they get that horse back into the barn 

with debt levels across the spectrum at all-

time high levels with little room for the 

federal or state governments to be able to 

absorb the strain of higher interest rates. 

 

It’s this potential setup that I find most 

interesting at the current moment: the Fed 

openly contemplating a move towards Bank of 

Japan style “yield curve control” (YCC), 
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surging fiscal deficits, expanding support for 

additional fiscal stimulus packages, and the 

rest of the world choking on a strong U.S. 

dollar – all of which may be triggering some 

anticipatory signals in the FX and commodity 

markets.  With Treasury yields acting as if 

they are in some form of YCC and inflation 

expectations moving higher, we’re seeing real 

yields move back into negative territory.  

Should the Fed want to be more aggressive in 

pursuing its negative real rates strategy (one of 

the only ways to inflate our way out of debt) 

then real rates could go deeply negative which 

would be very positive for gold and precious 

metals.  Not to mention TIPS (Treasury 

Inflation Protected Securities), which I 

couldn’t help but notice the Fed has been 

adding a sizable amount of these instruments 

to its balance sheet lately (up 50% since the 

end of March).  Is the Fed actually hedging its 

balance sheet for the policy it intends to enact?    



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’ve already seen a sizable move in the 

price of gold over the past two years (and 

there is still more to come in my opinion), but 

it’s the other metals that have been showing 

some life of late that has caught my attention.  

Silver has moved up much more aggressively 

than gold over the last month, but it’s hard to 

decipher at this point if it’s more about the 

reflation narrative (economic recovery) or 

investors anticipating inflationary dynamics 

arriving sooner rather than later.  

 

As for the FX market, over the past three 

weeks we’ve seen the DXY dollar index start 

to rollover and today it closed at 97.83 – 

breaking below all of its major trend lines (see 

chart below).       
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This would be another constructive 

development for the precious metals and 

commodities complex which historically have 

a negative correlation to the U.S. dollar.  To 

think that gold would be trading near 

$1,750/oz with the trade weighted U.S. dollar 

near all-time highs speaks to how much 

investor demand there has been for this safe 

haven asset in the face of all that is going on 

around the world.   
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To sum up my thoughts at the current time, 

starting with the stock market – I can’t say I’m 

all that excited about putting new money to 

work at the moment, especially in broad based 

indices.  I’m content with the exposure we 

have for clients, and if stocks continue to 

levitate from here then we’ll fair okay, but I 

must admit that I lean more in the direction 

that a reality check awaits by summer’s end.  

We’ll just have to wait and see.  There are 

some individual securities and companies that 

intrigue me, but I’m trying to exercise some 

discipline and restraint in chasing them here.  

Not that they’re bad entries looking out over 

the next 12 – 24 months at this point, but I’m 

expecting there will be a better entry point 

sometime in the not too distant future if I’m 

patient. 
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As for the bond market, the only area that 

intrigues me here at the moment is TIPS.  

Long-end Treasuries no longer have a 

favorable risk/reward set-up for my taste.  

Maybe if yields spiked for unsustainable 

reasons, they could provide a trading 

opportunity, but otherwise this market has 

become dead money for long-term 

compounding purposes.  Other credit 

instruments are trading too rich for my taste as 

well at this point.   

 

I still like gold as the best currency in the 

world at the moment, and some cyclical 

commodities (like silver) have perked more of 

my interest of late.  But even these 

commodities have had a strong move recently 

and some consolidation would be welcomed.   

 

I’ll end on a cautionary tone, as I think 

investors need to be careful and disciplined 
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with their investment strategies at the moment.  

In addition to combatting a steep recessionary 

backdrop, we have some major risk factors on 

the forefront that aren’t getting the respect 

they deserve at the moment (for that matter, is 

any risk being properly priced in?): increased 

tension in the ongoing economic cold war 

with China, a fiscal cliff that is set to expire in 

the next sixty days, state and local 

governments in dire straits and likely going to 

be putting a hand out for federal support in the 

next six months, and a major U.S. election in 

less than five months’ time where betting 

markets now have even a majority in the 

Senate at a toss-up.   
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