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February 8th, 2021  

 

Don’t lose your seat at the table… 

Two weeks ago, U.S. equity markets were 

undergoing their sharpest sell-off since last 

October with a handful of large hedge funds 

being forced to de-gross their portfolios after 

being on the wrong side of a short squeeze.  

This was the largest de-grossing and 

aggregated drawdown in the hedge fund 

industry in 5 years which caused some weak 

handed investors to emotionally react by also 

selling out of their equity holdings.  Then 

came last week, where U.S. equities rallied 

strongly to the upside in what looks to be the 

largest re-grossing (in gross and net long 
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investment exposure), since the weeks 

following the March 2020 crash.   

 

So, what am I getting at?  First off, hindsight 

is always 20/20, so there was no way of 

definitively knowing that the equity markets 

would react the way they did last week 

following the meaningful sell-off the week 

prior.  But investors who had a plan and 

understood what appeared to be the dominant 

variable driving the weakness two weeks ago 

(an episodic and non-trending spike higher in 

volatility corresponding with a sell-off in 

equities…) were able to act with confidence 

and conviction in taking advantage of what 

now looks to have been a short, brief, and 

fleeting opportunity.  Context, perspective, 

and a somewhat enlightened understanding of 

financial market history can go a long way in 

helping an investor make informed decisions 

during those critical moments of opportunity.   
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To me, last week was just that – an 

opportunity.  Why did I see it that way?  For 

one I am of the view that we are in the early 

stages of a broadening economic expansion 

with the most massive bout of fiscal and 

monetary stimulus ever employed acting as a 

tailwind to propel things along.  Consider that 

if President Biden is able to get most (if not 

all) of his proposed $1.9 trillion Covid relief 

package passed – and this is on top of the 

$2.2 trillion package passed last March and 

another $900 billion bill passed in December 

– we are looking at $5 trillion in fiscal 

stimulus inside of 12 – 18 months (depending 

on the timing of passage).  That is more than 

25% of the U.S. GDP of roughly $19 trillion.  

While the economic recovery to this point has 

moved in a choppy, stair-step fashion as a 

result of the fluidity of the pandemic, the path 

of least resistance remains in place and that is 



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. 

 

in the direction of recovery.  When you are in 

the early stages of recovery with stimulus still 

working its way through the system and the 

fundamental data moving in a positive 

direction, you typically don’t get sell-offs 

lasting very long or diving too deep.  

Coupling that context with forced 

liquidations on the part of a couple hedge 

funds who were on the wrong side of the 

boat, and to me it wasn’t too difficult to fade 

the “market crash” narrative that was 

promulgating financial airwaves at the tail 

end of January.   

 

It is also important to keep in mind that when 

you are in the early stages of an equity bull 

market cycle and economic expansion, you 

don’t want to lose your seat at the table.  Said 

more plainly, you don’t want to get yourself 

too underexposed to an equity market where 

the general trend is higher and then be forced 
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to come back in chasing higher equity prices 

in order to reclaim your position.   

 

With that being said, please don’t confuse my 

above points with me implying that I am 

some raging bull and that I think risk assets 

will just continue to rip higher regardless of 

anything that comes our way.  No, I’d 

consider myself a measured bull and while I 

was happy to pick up investments on my 

shopping list two weeks ago, I’m just as 

comfortable trimming and pruning some of 

those positions at current price levels.  You 

see, the current investment backdrop truly is a 

complex and tangled web of variables for 

investors to make sense of.  I don’t care who 

you are, what your process is, or what your 

track record has been – anyone who portrays 

themselves in this environment with a high 

level of conviction and confidence in that 

they know how things are going to play out in 
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the future is just flat-out blowing smoke.  The 

best we all can do is have a plan, stay 

disciplined, don’t give up on diversifying 

your portfolio, and remain humble along the 

way when/if you have a good run.   

 

Keep in mind that we are looking at a global 

equity market today that is on pace to hit 

record highs, and this is coinciding with a 

global market cap to global GDP ratio (the 

“Buffett-Indicator”) pushing above 120%.  

Moving beyond just the U.S. equity market, 

has anyone noticed how hot of a start the 

Asian equity markets are off to this year?  

The MSCI China index is up 14% YTD, 

South Korea is up 6.7%, India is up 6%, 

Hong Kong is up 5%, and Japan is up 4.3% 

versus 3.5% for the S&P 500. 

 

U.S. bond yields remain on their upward 

trend as the 10-year note yield clipped 1.19% 



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. 

 

overnight and the 30-year touched 2.0% for 

the first time in a year.  My guess is this 

persistent move higher in yields has 

something to do with expectations of even 

more fiscal stimulus as was confirmed by 

Janet Yellen’s comments over the weekend 

urging that more is needed in order for the 

U.S. to regain full-employment status.  I am 

of the view that getting back to the 3.5% 

unemployment rate we were at pre-Covid is 

going to be a tougher task than many 

(including this administration) expect.  We 

got a jobs report last week where the headline 

number disappointed to the downside and 

was really altogether underwhelming, but I 

don’t care to make too much of this report for 

the moment.  Call it yesterday’s news and 

let’s see what the next couple of months 

bring.   
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The bigger point that I think is worth noting 

is that in 2020, real-GDP contracted 3.5% but 

employment fell by 5.8%.  Not that the two 

numbers move in lockstep, but this does give 

you the indication that companies took steps 

during the pandemic to move towards more 

automation where capital replaced labor.  

That’s what a smaller fall in GDP (output) 

than occurred in employment (labor) tells 

you, in that companies produced more with 

less.  And other data corroborates this, in 

particular, business spending on information 

processing equipment grew 18% last year – 

the strongest pace in a decade.  Software 

spending expanded by 5%.  The ratio of what 

companies doled out on IP equipment relative 

to salaries rose last year to its highest level in 

seven years.  It makes you wonder, if the 

Democrats get their way with minimum wage 

increases whether such a policy even further 

exaggerates this shift.  That’s not a personal 
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indictment about the merits of the policy, but 

rather just an economic reality.            

 

This countertrend rally in the U.S. dollar 

appears to be taking a respite of late after 

having rallied from 89.5 early this year to just 

over 91.5 last week.  This is a market variable 

worth watching as it is key to what other 

asset classes do moving forward – further 

strength will be a threat to risk assets, while a 

resumption of the dollar bear market that 

started last month will give risk assets more 

life.  Oil prices have been on a steady climb 

with Brent prices hitting $60/barrel and WTI 

at $57.50.  This is a far cry from the negative 

price level we experienced for a brief 

moment last April, and very supportive of 

improving energy companies’ fundamentals 

especially as we get into the re-opening phase 

in the back-half of the year.  Stay the course 

if you have exposure in this equity space, and 
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if you don’t have any skin in this part of the 

market – perhaps you should get some.  Any 

new entrants need to keep in mind that 

they’ve already missed a +44% move in the 

XLE over the past three months.   

 

Which brings me to gold, an asset class in 

which I continue to strongly believe in the 

fundamentals going forward, but an asset that 

is also in the midst of a six-month 

consolidation.  Since gold peaked at just 

under $2,100/oz back in early August, it has 

corrected by nearly 15% at last week’s low of 

$1,785/oz.  I’d be remiss if I didn’t point out 

that there has been some technical damage 

done during this slide with gold’s 50-day 

moving average on the cusp of dropping 

below the 200-day in what technicians label a 

“death cross”.  Such a development is not a 

bullish signpost and warrants investors to 

keep an eye on it.  But my long-term 
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constructive view remains undeterred and I 

would advise staying the course for all of 

those so inclined.  The truth is, investors 

haven’t needed much out of the yellow metal 

over the last six-months if they had exposure 

to risk assets, which have been carrying the 

portfolio.  I still view gold as a very solid and 

necessary insurance policy against things 

going wrong.  My guess is when (not if) the 

Fed has to come in at some point in the not-

too-distant future to cap interest rates from 

moving any higher, then gold will shine in 

investor portfolios once again.       

 

As I stated above, I wouldn’t label myself a 

raging bull, but I do think a cautious bull is a 

rather apt description.  That being said, I’m 

going to end this missive with an analysis of 

a data point that strikes a near-term cautious 

tone for me.  This isn’t a bearish metric as 

much as it is a historic reality of the future 
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path of equity returns being more muted from 

this stage forward.  What I’m keying in on 

here is the ISM manufacturing PMI, which 

has a long time series of data from which to 

conduct analysis on.  History shows that in 

the year following a trough in the ISM, the 

S&P 500 is up a little over 25%.  Conversely, 

the year following the peak in this metric, the 

S&P is up around 2%.  This is quite a 

discrepancy between the two outcomes and 

why this manufacturing survey has a 

reasonably solid track record at being a 

“contrary” indicator.   

 

Why I’m calling your attention to this is that 

there is a high probability that the ISM 

manufacturing index peaked for this part of 

the cycle back in December at 60.5.  Keep in 

mind that this is a diffusion index with 50 

being the equilibrium level denoting 

expansion (above 50) or contraction (below 
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50).  Furthermore, you won’t find too many 

readings in history where this metric goes 

above 60, and when it does, it doesn’t stay 

there for long.  Look back over the past year 

and you’ll see that in April this metric fell all 

the way to 41.7, and we all know how the 

stock market has performed since then.  That 

was the moment – when the markets were 

awash in fear and the economy was 

crumbling – when investors should have been 

buying risk assets hand over fist.   

 

Today is the opposite of the set-up we were at 

last April and very similar to where we were 

in August of 2018 when the ISM 

manufacturing index hit 60.4.  A lot of good 

news was priced in to risk assets at that time 

as well, and while a big difference between 

then and now is that the Fed was tightening 

policy back then, equity markets did go 

through a near 20% plunge in the S&P 500 
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before year end.  I’m not insinuating that this 

is a sell signal, but it is a signal that is very 

closely followed by investors and historically 

when we hit these levels, a lot of good news 

is already priced into equities.   

 

Hindsight is always 20/20 and this time could 

definitely be different with all the stimulus, 

zero rates, QE, and what not, so all I’m 

saying is I have my doubts that this moment 

right now represents the best window of 

opportunity to buy the stock market broadly.  

Sure, there are pockets of opportunities in the 

equity market, like the re-opening trade in 

leisure/hospitality, apparel, travel, cruises, 

etc.…that may still offer a reasonable entry 

level, but I do think that indiscriminate / price 

insensitive buyers will likely find a better 

point of entry somewhere down the road.  So 

be disciplined, stay patient, and don’t chase if 
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you’re already properly positioned in your 

portfolio at the moment.      
 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 


