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November 2nd, 2020  

 

Healing, but not yet healed… 

Well that was an ugly week to close out 

October, and it ended up being the worst week 

in U.S. equities since the nadir of the March 

20th sell-off.  The Dow declined by -6.5%, the 

S&P 500 fell by -5.6%, and the Nasdaq slid by 

-5.5%.  It’s easy to get caught up in a state of 

panic during a slide like last week, but it’s 

important to keep things in context.  After all, 

coming into early September the S&P 500 was 

sitting on a 9% year-to-date gain, and this 

occurred in the midst of the deepest economic 

contraction in U.S. GDP in the post-World 

War II era.  Parts of the U.S. economy have 
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flourished (work-from-home, do-it-yourself, 

and everyday necessity providers) while other 

parts of the economy remain mired in a 

depressionary state (service based / consumer 

facing enterprises, leisure and travel, as well 

as oil and gas, to name a few) with little 

visibility on when a more vibrant recovery 

path may reveal itself.  

 

So, we continue to have a very bifurcated 

investment backdrop on our hands, and as we 

head into the last two months of 2020, it’s 

informative to have a glance at the scoreboard 

across global equity markets and asset classes. 
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Precious metals are this year’s big winners so 

far, followed close behind by the Nasdaq 

Composite which has the benefit of being 

dominated by six large-cap Tech companies 
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that have ripped this year.  The S&P 500 

along with China’s Shanghai A Share index 

(up nearly 6% on the year, not listed above) 

are the only two other major global equity 

markets still on the plus side through the first 

ten months of the year.  It’s worth pointing out 

the nearly -7% decline in the S&P 500 Equal 

Weight Index, or the -10.66% return in the 

NYSE Composite, which paints a truer picture 

of how the broader U.S. equity market is 

performing outside of the big six Tech 

companies that also represent a large share of 

the S&P 500 (nearly 23%). 

 

As with many things in life, one’s perspective 

tends to have a lot of input into how they 

assess or evaluate an outcome.  In my opinion, 

given the pandemic, the lockdowns, and 

devastation inflicted upon the global economy 

this year – I consider the fact that the S&P 500 

is up on the year, Emerging Markets are 
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almost flat, and the All Cap World Index is 

only down -2% to be rather constructive 

outcomes.   

 

I want to try and keep this week’s missive 

tight and concise, as all that most anyone is 

focused on at the moment is the outcome of 

tomorrow’s U.S. election.  I’ll have some 

thoughts on this below, but before we get 

there let’s hit on some data and a couple other 

topics first.   

 

We now have Q3 earnings results for over 

60% of S&P 500 companies with over 80% 

beating estimates, but in a classic sign of ‘all 

the good news being priced in’, the average 

share price performance following results has 

been to the downside.  Though what we are 

seeing in the aggregate is that the year-over-

year tally for Q3 is tracking a -12.5% decline 

for the quarter, which is almost 10% better 
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than expectations were when earnings season 

kicked off a month ago.  This gets to a theme 

I’m gravitating towards, which is an economic 

and fundamental backdrop of ‘healing, but not 

yet healed’.  Sure, such a view point is subject 

to change, adjustment, and adaption as it 

evolves, but it is very much borne out in the 

data.   

 

The Q3 GDP report last week showed real 

GDP rebounded by a sharp 33.1%, which was 

actually rather remarkable when you consider 

that such an outcome is more than double 

what the consensus was penning in three 

months ago.  While this definitely is a step in 

the right direction in filling in the deep hole 

that was dug in Q2 when the economy was 

forced into lockdown, we have to be mindful 

that the three main factors that drove this 

robust recovery – fiscal stimulus, improving 

confidence, and re-opening the economy – are 
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all subsiding in some form at the moment.  

Fiscal stimulus is hung-up by the election, and 

the latter two are being undermined by a rapid 

increase in the Covid case count numbers.    

 

Even with this rebound, GDP is still -3.5% 

below the Q4 2019 peak which compares to    

-2.5% in the GFC recession and -1.8% in the 

1982 recession, which sets up 2020 to be the 

worst recession (from a GDP standpoint) in 

the post-WWII era.  Healing, but not yet 

healed.   

 

Moving on to last week’s jobless claims data, 

which for the second week in a row came in 

better than expected – falling to 751k 

(consensus was expecting 770k) from 791k 

the prior week.  While it is constructive to see 

initial claims decline, it is important to 

understand that these are flow numbers, not a 

level.  There are still three-quarters-of-a-
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million newly unemployed workers that filed 

for support which is still above the previous 

all-time high of 695k back in 1982 and the 

665k peak of the ’08-’09 recession.  We need 

to see this figure fall below 500k per week 

before even considering that we are out of the 

woods, and 200k per week is the number that 

was considered normal prior to the pandemic.  

Healing, but not yet healed.  

 

Over the past twenty-four hours, we received 

the latest PMI data from countries around the 

world which by and large were rather 

constructive.  I’m not going to hit on all of 

them, but I do think it is worth highlighting a 

couple that grabbed my attention.  First and 

foremost was the U.S. ISM-manufacturing 

print released this morning, which ripped to a 

fresh 25-month high of 59.3 in October versus 

a reading of 55.4 in September.  The internals 

were as solid as the headline suggested with a 
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nearly 8-point rise in new orders, employment 

rose 3.6 points (moving into ‘expansion’ 

territory for the first time in 16 months), and 

business production rose by 2 points.  Keep in 

mind that this is a diffusion index that is just 

measuring whether things are expanding or 

contracting relative to the previous month, 

with 50 being the dividing line – in the best of 

times this index doesn’t go much above 60, 

and when it does it doesn’t tend to stay there 

for too long.   

 

We also have to be mindful of what has 

transpired during this pandemic, where 

consumption has shifted away from 

service/experience-based spending towards 

goods consumption (home improvement 

projects, technology upgrades, appliances, 

autos…), so it’s understandable to see the 

manufacturing part of the economy improve 

relative to the service side of the economy.  
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However, the U.S. economy was and still is a 

service dominated economy, and the ISM non-

manufacturing survey coming out in a few 

days is a more important data point to watch.  

This continues with the theme we’re 

monitoring – ‘healing, but not yet healed’.   

 

This brings me to an area I’ve highlighted in 

the past on several occasions as a place that 

investors want to be paying attention to, and a 

place we’ve been increasing capital exposure 

to since the summer – Asia.  The South 

Korean manufacturing PMI rose to a two-year 

high in October of 51.2 (back into expansion 

territory), and the China PMI number held in 

well at 51.4 (was 51.5 in September).  The big 

news for China was in the services number, 

where the diffusion index improved to 56.2 

from 55.9 (beating consensus expectations of 

56.0).    

 



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. 

 

Say what you will about China from a 

geopolitical risk standpoint, and I don’t care to 

get into the debate surrounding unfair trade 

practices, human rights, technology theft, 

etc.…these are legitimate and tangible risks, 

but the facts on the ground show an economy 

coming out of the pandemic in even stronger 

shape than when it went it.  Here is an 

economy that looks to have already ‘fully 

healed’ from the woes the pandemic inflicted.  

Once again, I don’t care to get into the blame 

game or whether they are the root cause of this 

global outbreak – I’m strictly looking at China 

from an investment standpoint.  If the current 

trajectory of China’s growth is maintained 

(note I prefaced this with ‘if’…), then China’s 

economy overtakes the U.S. in the coming 

decade in GDP terms, and that is a data point 

that carries some global significance.   
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China’s GDP will barely contract in 2020, and 

this compares to South Korea which is 

estimated to decline by only -1%, the U.S. by 

-3.5%, and Germany by -5.5%.  This just 

highlights how well the Asian region has 

handled the pandemic and why this region is 

poised to enjoy a more reliable and sustainable 

recovery.  I don’t mean to come off as 

unpatriotic, but anyone looking at the 

investment opportunity set around the world 

can’t help but notice the constructive 

risk/reward set up revealing itself in Asian 

equities.  China offers global investors some 

of the highest real interest rates in the world, 

and as a result it continues to attract sizeable 

net inflows of foreign direct investment (+4% 

this year versus -29% in Europe, and -61% in 

the U.S.).   

 

Not to mention that its equity market trades at 

reasonable valuations, and it’s the only region 
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in the world that has a stable of Technology 

companies that can compete with the U.S. 

Tech companies.  The MSCI All Country 

World Index trades at roughly a 27x P/E 

multiple, compared to the Shanghai 

Composite trading at 17.5x – this is a 

historically wide disparity and you actually 

get the tailwind of positive growth in this 

region.   

 

The last data point I want to hit on is the 

Conference Board’s survey of CEO business 

confidence, which soared to a three-year high 

of 64 for Q4 from 45 in Q3 and 44 in Q2.  

This is a stark contrast to the slide we’ve seen 

of late in consumer confidence, but as is 

pointed out in the chart below from Variant 

Perception – recessions usually end with 

CEO’s much more optimistic compared to 

consumers.  Healing, not yet healed. 
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As for the coronavirus front, there isn’t much 

for me to say other than to acknowledge what 

most all of us already see, and that is that we 

are hitting record numbers in the U.S. and 

Europe.  In the U.S., the nationwide case 

count has doubled in just three months (+550k 

in just the last week) and hospitalizations have 

jumped 50% in October.  Winter hasn’t even 
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arrived yet and we’re already looking at 9.3 

million cases and 233k deaths.  Europe has 

chosen to go back into some form of partial or 

full lockdown mode which increases the 

likelihood that their economy is heading 

towards a double-dip recession.  We’ll have to 

wait and see what U.S. leaders decide to do, or 

maybe individuals will take matters into their 

own hands by self-governing their behaviors.   

 

I for one don’t have the answers, as I’m 

sympathetic to the view of society coming 

together in a unified fashion to confront this 

virus, protect the vulnerable, and slow the 

spread, but doing so at the cost of even more 

economic harm than has already been 

experienced – I just don’t know.  I also have 

three small children that are yearning to 

scratch that itch for social developmental 

growth that can only be served through peer 

interaction, educational needs that aren’t being 
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met, and an appetite for overall development 

that current restraints are not able to appease.  

I don’t want this to come off as a rant from a 

whiny father that has not experienced nearly 

the hardship or turmoil of others, but the real 

point I’m trying to convey is that perhaps a 

one-size-fits-all solution isn’t the appropriate 

approach for such a diverse and complex 

society.  We all have different lifestyles to 

varying degrees and with that comes different 

needs and responsibilities.  It’s the 

responsibilities to each other that we can all 

control and carry out our duty in being a part 

of the solution, but with that we must also be 

open minded, understanding, and respectful of 

the priorities of others.   

 

In a nutshell, we are all left to deal with the 

impact of a virus that is not finished with us 

yet, even if we are desperate to be done with 

it. I’ll get off my soapbox and move into even 
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more dangerous waters – politics.  This is a 

super busy week ahead with the election 

tomorrow, the Federal Reserve concludes its 

meeting on Thursday, and a big payroll report 

on Friday.  As for the election, all I offer is 

that an outcome that provides investors with 

an actual winner or a clear path for a likely 

one in short-order is a positive outcome for 

markets.  A contested outcome via litigation 

only prolongs the uncertainty, and markets 

have a strong disdain for uncertainty.  We’ve 

all learned to distrust the polls after the Brexit 

vote and the 2016 Presidential results, so for 

me I think it comes down to four states that 

investors should be watching tomorrow night.  

Florida, Pennsylvania, North Carolina, and 

Arizona, and in my opinion, if Trump takes 

them all then he’ll get another term.  If he 

loses anyone of them, then his path to an 

electoral college victory narrows with fewer 

outs, or some other states will have to fall in a 
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way that is unexpected at the moment.  The 

outcome of the Senate majority will be just as 

important because that will have an impact on 

the size of the stimulus package, its timing, 

and other legislative policies that are needed 

in the near-term.             

 

I’ll leave it at that, but no matter what happens 

– from an investment standpoint, we all will 

have the opportunity to adjust and adapt to 

whatever the outcome is if such a change is 

warranted relative to your current positioning.   
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