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October 12th, 2020  
 

Investor fate is tied to Washington D.C.… 

In case there was any doubt how important another round of stimulus is to the markets, the price action last 

Tuesday should leave all investors with little doubt.  After nearly two weeks of markets being nudged along 

on the expectation that negotiations were ongoing and progressing, all it took was a tweet by President 

Trump stating that talks were off until after the election to cause an about face in equities with the S&P 500 

dropping 70 points (-1.4%) from its intra-day high into the close.  The Dow dropped 581 points (-1.3%), the 

Nasdaq fell by 237 points (-1.6%), the yield on the 10-year Treasury Note declined by more than 5 basis 

points (a meaningful drop when we’re talking about an absolute yield of 0.75%), the CRB Metals Index got 

smacked down by -1.1%, and the only sector in the equity market to post an advance was the ultra-defensive 

Utilities.  

 

The Business Roundtable issued the following statement after learning that the negotiations were off:  

 

“We are deeply troubled by the sudden halt of negotiations.  Millions of American workers, families, 

and businesses are suffering from the economic and health impacts of the Covid-19 pandemic and 

need the support of their government.  Communities across the country are on the precipice of a 

downward spiral and facing irreparable damage. 

 

Failure to reach a deal on additional relief would worsen and prolong the crisis for our country.  We 

call on the administration and Congress to come back to the negotiating table immediately with a 

renewed sense of urgency to reach a deal that can pass the House and Senate and the President can 

sign into law.”  

 

Less than 12 hours passed before President Trump had an epiphany that ‘taking his ball and going home’ 

was a poor negotiating tactic with economic, societal, and political stakes so high.  At 10:00 p.m. he was 

back to Twitter with a two hour barrage of tweets proclaiming he would immediately sign one-off stimulus 

measures in piecemeal fashion: $1,200 checks to individuals, additional funds for the PPP program ($135 

billion), and $25 billion in additional funds to bailout the airlines.  Perhaps I missed this section in ‘The Art 

of the Deal’, or maybe an addendum is in order.   

 

Look, for better or worse the markets and the near-term path of the economy are in the hands of politicians in 

Washington D.C. getting another stimulus deal done.  It is clear that the stock market is demanding that 

Washington get its act together, but we all know that motivations and incentives in the political arena are far 

from aligned.  The market volatility over last Tuesday and Wednesday is untradeable – except for those with 

a gambling streak – because there is no way to gain an edge on unpredictable emotions.  The best any 

investor can do in such an environment is to get their portfolio in a position where they can stomach and 
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maintain the course through what is likely to remain an elevated level of volatility into and likely for some 

time after the election, regardless of who wins.             

 

So, let me get this straight…talking head after talking head extolls the strength and sustainability of the 

recovery path, yet in the next breath asserts we need a massive stimulus deal.  Yes, anything in the vicinity of 

$2 trillion would be massive, as in over 10% of GDP – more than twice the size of the stimulus passed under 

the Obama administration during the depths of the GFC – and this will be the second package tallying 

roughly $2 trillion inside of seven months.  Which is it, a vibrant and thriving economy, or one in need of 

life support?   

 

For me it is the latter, and quite frankly I don’t have to dig very deep to come to that conclusion.  Personal 

incomes fell -2.7% in August, and if not for the decline in the savings rate then consumer spending would 

have plunged -3.0% on the month.  The labor market remains nearly 11 million jobs shy of where it was in 

February, and the Census Bureau data released last Wednesday revealed that 8.3 million Americans reported 

being behind on their rent in mid-September.  Not to mention that 3.8 million are getting set for eviction by 

November.  Yes, yes, I know and fully acknowledge that we have seen some robust activity levels over the 

last several months in the durable goods part of the economy according to the manufacturing and non-

manufacturing PMI readings.  Also, the housing market outside of urban city centers is booming.   

 

However, you won’t be able to convince me that the U.S. economy is on a firm footing when initial jobless 

claims readings are still coming in north of 800k per week (and every reading for the last 29 weeks has been 

at least this high or higher).  Historically the numbers indicate that recessions do not end until this number is 

well under 600k and falling.  A normal economy sees roughly 200k in weekly claims, and the 840k level we 

saw last week is still worse than the worst level we experienced in the ’08-’09 recession (665k).  As for the 

backlog of continuing claims, we did see a fall of more than 1 million (to 10.976 million) which followed a 

decline of 768k the prior week.  This is a very constructive development in that it is the lowest number since 

March 28th, but unfortunately this level of continuing claims is still six times the level of 1.7 million we see 

in a normal economy.  

 

 



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. 

 

 

Then there is the matter of just why we are seeing this significant falloff in continuing claims.  Through most 

of the summer months, the decline in large part reflected workers being recalled back to work.  But at this 

point, with other data sources indicating that job growth is falling off materially (the latest JOLTS report 

showed that new hires have declined 1.3 million in the past three months – the second steepest fall on 

record), one has to consider the fact that with claimants exhausting their benefit programs (which typically 

only last 26 weeks), that this is the main source of why continuous claims are falling at such a rapid clip.  

Look, I’m trying to seek out any and all indicators that give me confidence in the view that we are on the 

path to a sustainable recovery, and there are many, but you can’t look at and objectively analyze the 

collection of labor data and come to such a decisive conclusion.           

 

However, in this post-Global Financial Crisis (GFC) world, one of the biggest mistakes any investor can 

make is to draw a direct link between the stock market and the economy.  Yes, there is a rhythm and a rhyme 

between the two, and investing is much easier when the correlations are strong between fundamentals and 

price movements, but these correlations have been broken since 2009 and you don’t have to go back too far 

to see what I’m talking about.  It was just as recently as 2019 when corporate earnings flat lined for the year, 

yet the stock market boomed.  Why?  Because the Fed cut rates three times and restarted their ‘not-QE’ 

balance sheet expansion in October of 2019.  It didn’t matter to the Fed that the unemployment rate was at 

50-year lows of 3.5%.  No, the plumbing within the financial system was starting to seize up which rippled 

into the credit markets and then into the stock market, and this forced the Fed to step in as it has done on 

several occasions going back to the GFC.   

 

This year is yet another example of the disconnect between fundamentals and reality, but an exquisite 

illustration of how ‘expectations’ drive market outcomes is the recent chasm between earnings and stock 

prices.  Almost every investor salivates over earnings results when they support their constructive view but 

are quick to dismiss and excuse them when they disappoint.  In Q2, S&P 500 earnings dropped -31.6% year-

over-year (a catastrophe on all accounts), but it just so happened that these results “beat” the consensus 

expectation for a print of -44.0%.  Now it’s important to understand the timeline here in that Q2 numbers did 

not start to get reported until July, which is more than three months after the March 23rd low in the S&P 500.  

So for investors to argue that the -36% decline in the S&P 500 from late February to late March was fully 

priced in at that time based upon the expectation that earnings estimates were too low is blasphemy, in my 

opinion.  No one had any visibility at that point as we were all dealing with a completely new and unknown 

virus outbreak.  

 

Hindsight is 20/20, and I have no interest in rewriting history, but I think it’s worth having this in the back of 

your mind as we get set to kick off Q3 earnings season this week.  My guess is that once again we’re looking 

at a setup where the earnings bar is set very low with the consensus view looking for S&P 500 earnings to 

decline -21.0%, and I have little doubt that the final verdict will come in handsomely above that level.           

 

It is hard for me to go a week without touching on the Fed, as they’ve become such a permanent feature of 

capital markets and this past week was no different.  Last week Chairman Powell reiterated that any fiscal 

drag will be offset by renewed monetary stimulus, and this is all investors needed to hear to jump in and buy 

more risk assets.  The key line in Powell’s sermon was highlighted in the lead article of the WSJ last 

Thursday: 

 

“The recovery will be stronger and move faster if monetary and fiscal policy continue to work side by 

side to provide support to the economy until it is clearly out of the woods.” 

 

There you have it – marry fiscal and monetary policy and do not expect the Fed to get in the way of reigning 

things in until we are “clearly out of the woods”.  This is as clear of an admission by the Federal Reserve as 
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we are ever going to get that they will be monetizing federal debt.  To me, there is no better advertisement 

for why investors should have exposure to gold (and gold miners) as a hedge from the instability that both 

deflation and inflation bring to the table.   

 

I see a lot of debate focused on the relative merits of various types and amounts of stimulus, but less 

attention and analysis being paid to WHY more stimulus is needed so badly.  Yes, it is needed to fill the void 

for the pain and financial hardship being experienced by the individuals that have lost their jobs, were forced 

to take pay cuts, or the small/medium sized enterprises that have had to close up shop.  But not nearly 

enough ink is being spilled on the deterioration in the U.S. fiscal situation.  Now to be fair, I’m not going to 

go all tin-foil-hat here as the U.S. is in much better shape than most other Developed and Developing 

countries around the world, and we do have tools and solutions to address these issues, but these tools and 

solutions if/when implemented will have investment implications that investors need to be considering in 

their analysis.     

 

Over the next twelve months, the U.S. needs to borrow $1.4 trillion (and likely growing) just to finance 

Treasury expenditures, Entitlements, and Defense spending.  If the U.S. economy is not growing enough 

(with or without stimulus) then tax receipts to Uncle Sam will continue to suffer and the U.S. government’s 

borrowing needs just for its “Big 3 Expenditures” will likely crowd out capital flows in the global financial 

system.  As U.S. fiscal deficits rise, Uncle Sam has to borrow more money and if the Fed is not stepping in 

to buy an increasing chunk of these borrowing needs (debt monetization), then we are likely going to see a 

squeeze higher in the US dollar as capital is sourced from other financial assets (crowding out).  In such a 

scenario, the US dollar and Treasury bonds rise (as yields fall) while risk assets like stocks, commodities, 

emerging markets, and even gold sell off.  This is why it is so imperative for policy makers to foster (at all 

costs) a reflationary backdrop that takes hold around the globe.  A failure at this juncture opens the door to a 

solvency crisis taking hold and the Fed’s worst fear – persistent deflationary expectations.     

 

Investors need to be aware of the situation we have at hand today where the Fed is forcing people to take 

risks that may be beyond their comfort level, but the alternative in a low interest rate world is persistent 

erosion of one’s purchasing power.  Another article penned in last week’s WSJ, “Savers Face Limited 

Options”, hit the nail right on the head in this regard: 

 

“Many Americans are saving more than ever before during the pandemic, but the Federal Reserve’s 

long-term rates have them wondering: Where is the best place to store cash?” 

 

Look, I am not some raging bull as I do think the investment backdrop is a fragile one, but I can also make a 

very rational and justified argument that tying up one’s hard earned capital in cash and cash alternatives at 

the current time is imprudent and may even be negligent from a fiduciary standpoint.  With the policies that 

are in place and the guidance clearly spelled out by the Fed, in conjunction with what is looking like 

necessary repeated bouts of fiscal stimulus, cash is going to continue to be devalued for some time to come.  

And this devaluation can come in many forms: relative to stocks, cash has fared very poorly, same thing 

relative to gold and real estate, as is the case even relative to crypto currencies.  You get the point.  Yes, 

there is a time and a place to adhere to strict capital preservation risk management strategies, but thinking 

that this will serve you well for a long-term holding period will likely be detrimental to your financial 

success.   

 

I think it is worth repeating, this line of thinking does not imply that we are operating in a riskless investment 

world.  No, no, and no.  To me it means investors have to evaluate the type of risk they have the capacity and 

willingness to take.  Those with longer-term investment horizons can trade-off portfolio stability for 

volatility with the understanding that you may experience months or quarters of uncomfortable drawdowns, 

but this allows you to stay the course and participate in prolonged melt-ups where capital is flowing to 
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almost anything that has the potential to generate a return beyond 0.1% on cash/money markets.  This will 

change the valuation proposition of most assets, and yes, it does create a “Greater Fool” dynamic in parts of 

the capital markets, but you don’t have to speculate in those markets.  Stick to quality.  Stick to stable, 

reliable, free-cash-flow generating entities.  Favor companies with the ability to grow their dividend rather 

than absolute high yielders.  Focus on balance sheet strength and companies that have shown the ability to 

grow in both robust and slow economic growth environments.   

 

It is no longer a highly intellectual discussion to debate where the stock market is going when inflated asset 

values officially become part of national economic policy.  None of us know when this will change, and this 

is not me saying investors should no longer waste their time and energy tracking, analyzing, and valuing 

specific assets, as I think it will be important to be attuned to subtle shifts that will eventually change this 

dynamic.  As cautious as I may sound at times, I continue to be of the view that the odds of a steep slide in 

the stock market like we had back in March are extremely low with the policy bazooka that is being 

deployed at the moment.  Sure, perhaps Congress will figure out a way to fumble the football on the next 

stimulus bill, but if it does not happen prior to the election, it will come soon after.  I say this while being 

fully aware that we have valuations in the S&P 500 that are in the top 0.5% of all time, but as I look at the 

U.S. economy today, I do not think the consensus view appreciates how impaired the fundamental 

foundation is and how much support will be necessary to pull it out of this hole.  Some of the most recent 

estimates from the work of economists I trust suggests that between 5 – 6 million of the job losses to date 

will end up being permanent.  If so, this will be a deadweight drag on aggregate demand for some time, not 

to mention a huge social problem.   

 

As a result, I continue to believe that timely, repeated, and consistently growing U.S. stimulus is the most 

likely outcome as we move into and through 2021.  If that ends up being the case then I view this as quite 

positive for real assets, precious metals, and equities relative to bonds/cash.  However, as I’ve said above, 

such an outcome is in the hands of Washington D.C. and no investor can afford to be ignorant or unhedged 

to the volatility of the U.S. political situation at the moment.   
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