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April 12th, 2021  

 

It’s never just one thing… 

Here we are on April 12th as I pen this 

missive, and I must admit that I’m just as 

surprised as the equity bulls over the 

performance of the U.S. stock market.  Sure, 

there have been (and still are) plenty of 

reasons to be optimistic as time has passed, 

but with the S&P 500 closing out last week 

north of 4,125, it is already almost 1% above 

the bottom-up consensus year-end forecast of 

4,100.  Most of us are aware that these year-

end forecasts are little more than a marketing 

ploy by the big Wall St. banks, as none of us 

really know what the price of anything will be 
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with a high level of conviction 12 months 

down the road, but they are educated guesses 

and this one seems to be a bit off the mark if 

we are just going off of the first 3 ½ months of 

the year.  It is a welcomed and pleasant 

surprise for those investors positioned in a 

bullish fashion, and while the technical setup 

remains constructive, the equity market does 

look a bit extended on several measures at the 

moment.  And how can it not be, with the 

S&P 500 up almost 4% this month alone and 

more than 9.5% for the year?   

 

Nevertheless, investing is never (and will 

never be) about just one thing.  It’s about 

sifting through the mosaic of information and 

deciphering between what is meaningful and 

what is noise in an attempt to simplify the 

complex into a prudent mix of risk/reward 

within a portfolio.  Take for example the 

volatility index (VIX), which has been below 
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20 now for eight consecutive sessions 

(currently around 17.5), and this has no doubt 

played a large part in the recent push to all-

time highs in the major averages.  Such a 

breakdown after a sustained period of elevated 

volatility perpetuates constant short covering 

as corrections become shallower during the 

consolidation stages of an equity bull market.  

However, investors still have to be aware of 

episodic and non-trending spikes in volatility 

as complacency sets in with the volatility 

index melting lower.   

 

A similar bifurcation exists between investor 

sentiment readings and the commitment of 

traders (COT) futures and options positioning 

data.  First on sentiment, which is clipping 

extreme levels as evidenced by the recent 

Investors Intelligence survey with the bull 

camp swelling to 60.8% from 54.4% (a 

significant leap when looking at the time 



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. 

 

series) while the bear camp shrank to 16.7% 

from 17.5%.  So here we stand with a bull-to-

bear ratio of nearly 4:1, and the net spread of 

44% is one of the more extreme readings in 

the history of this series.  For those with a 

contrarian streak, it doesn’t get more glaring 

than this on this sentiment metric to fade the 

optimism among this cohort.   

 

Then we have the AAII survey of retail 

investors, where the bull share surged by 11.1 

percentage points in the past week to 56.9%.  

This is the highest reading since early 2018, 

and the bear camp slid 2.8 percentage points 

to a two-year low of 20.4%.  The bull-bear 

spread on this metric is in ‘extreme greed’ 

territory and a good sign that many retail 

investors are on the same side of the boat.         

 

So, the sentiment surveys appear to be chock 

full of bulls frothing at the mouth for 
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continued equity market gains and a 

contrarian’s dream set up to fade the euphoria.  

But then when one dips into the commitment 

of traders (COT) report on investor 

positioning, you’re left with an altogether 

different story.  As of last week, there was a 

net short position in the S&P 500 of -46,282 

contracts which is downright bearish investor 

positioning compared to what was the max net 

long of +245,514 contracts over the last three 

years.  As for the Russell 2000 Small Cap 

index and the Nasdaq, the latest reports were   

-24,299 and -7,544 contracts, respectively.  

Once again, hardly bullish positioning when 

compared to max net long positioning on a 3-

year look back of +72,749 for the Russell and 

+47,085 for the Nasdaq.    

 

Here we have sentiment readings that are off 

the charts and sending up a caution sign that 

“everyone is bullish”, but institutional 
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positioning – you know, actual money at risk 

– is anything but.  Both are important and 

carry long track records of useful information 

content, but when all is said and done, I tend 

to favor ‘money at risk’ metrics more so than 

survey readings.  This leaves me thinking that 

we still have some room to the upside for 

markets as more investors are forced into 

“FOMO” mode if equity prices continue to 

melt higher, but the further it goes in the near-

term, the bigger the risk of going too far too 

fast, and that invites a bigger hiccup when the 

next negative catalyst comes along.    

 

Not to mention that most valuation metrics for 

equities are in the upper echelon of their 

historical readings.  Valuation is a very poor 

tool from a timing perspective, but it does 

provide a valuable inference for investors to 

gauge the margin of safety that does or does 

not exist.  The smoothed CAPE multiple is 
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currently north of 36.5x, and this is a massive 

increase from the roughly 24.5x reading it 

touched at the lows in March 2020.  That’s an 

unprecedented 12-point multiple expansion in 

a thirteen-month span, and this current 

multiple is above the peak levels recorded at 

some of the most stretched points in financial 

markets history: 32.6 in September 1929, 27.3 

in October 2007, 24.1 in January 1966, but 

still well below the 43.8x multiple reached in 

January 2000.   

 

It’s no longer just the U.S. equity market that 

has seen its valuations expand as the MSCI 

All-World equity index now commands a 

19.5x forward P/E multiple, and that number 

includes estimates for profit growth of 29%.  

The one-year ahead P/E multiple for the S&P 

500 is 22.6x, which is 25% above its five-year 

average of 18.1x and this number is inclusive 

of a 20% profits growth assumption.  But this 
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doesn’t really tell us anything new as U.S. 

equity markets have been undergoing a 

process of rerating to higher valuations since 

the end of the GFC.  One of the more 

constructive developments I’ve observed on 

the valuation front is that over the past year, 

the rise in EPS expectations has been keeping 

pace with the appreciation in the S&P 500 

(see chart below).       

 

It’s fair to say that stretched valuations (at 

least on a forward multiple basis) have not 
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become more extreme over the past twelve 

months, but that does not negate what still 

remain high levels relative to history.  Keep in 

mind that valuation hasn’t been a major driver 

of equity returns for more than a decade now, 

and while I’ll be one of the last ones to write 

its obituary for investment relevance, it has 

been incumbent on all investors to open up 

their process to other factors that have become 

more reliable over the past seven years to 

generate returns.  

 

As for the bond market, it has been and will 

continue to be caught up in this ongoing tug-

of-war between transitory vs. persistent 

inflationary views (more on this in a moment), 

but I for one view the corporate bond market 

as one of the most stretched and nonsensical 

investment exposures one could carry in an 

investment portfolio at the moment.  I get that 

it has a different volatility profile than equities 



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. 

 

and thereby can add some validity to 

incorporating it into a portfolio on a Modern 

Portfolio Theory (MPT) basis, but the OAS 

spread on the BofA Corporate index is at an 

offensive 94 basis points.  The average yield is 

just north of 2.20% and while this is up 

marginally from 1.85% in January, why not 

just buy the Dow or S&P 500 and get a 

comparable income stream if you are willing 

to take the risk?  After all, we are talking 

about the U.S. aggregate bond index that is 

down 3.4% YTD vs. the Dow or S&P 500 

being up roughly 10%.  And while the risk 

remains to the upside on interest rates with the 

inflation prints that we expect to come down 

the pipe over the next several months, it’s an 

open debate about which asset class would be 

more negatively affected (stocks or bonds) by 

a further rise.   
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I wish it were not the case, but I still do not 

see much of a plausible reason for investors to 

be carrying a large fixed income exposure in 

their portfolios at this time when cash could 

serve the very same purpose (capital 

preservation, diversification, dry powder…) 

with a much lower downside.  I don’t know 

for sure, but it’s something to think about.  

There will be a time, place, and price to which 

bonds will/should reenter the equation as a 

more reliable investment option, but I remain 

unconvinced that that time is now.  If policy 

makers (both central banks and government 

officials) do succeed at achieving their 

maximum employment and higher inflation 

objectives (average target around 2%), then 

bonds will continue to remain ‘certificates of 

confiscation’ until yields move up to such a 

level that compensate investors for the 

increased inflation risk and term premia.  
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Transitory vs. persistent – this is the key 

debate that will engulf the markets attention 

and narrative machine over the next 6 to 12 

months.  Only time will tell who will be right, 

and while I lean towards the ‘persistent’ camp, 

I am anything but hitched to that view.  A key 

variable in the outcome will be fiscal policy 

and how resolute elected officials will be in 

providing stimulus until a full recovery is 

achieved, and then some.  Should politicians 

revert back to the playbook used following the 

GFC – where austerity, deficit reduction, and 

conservative leaning policies gained the upper 

hand – then there is a good chance that 

disinflationary forces will reassert themselves 

in due time, just as was the case in late 2010 – 

2011 after the initial boost from Obama’s 

“American Recovery and Reinvestment Act” 

that was passed in 2009.  The one refrain that 

continues to come up in the economist 

community advising the Democratic 
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leadership is that they will not make the same 

mistake this time (as was the case back then 

when they had a majority) of not doing what 

they thought at the time was enough and 

seeking out bipartisan support.  This explains 

why the reconciliation process has become 

such a valuable policy weapon in this era of 

governing.  

 

How this transitory vs. persistent inflation 

debate plays out will have meaningful 

implications for investment portfolios, and the 

exposures one wants to have on in either 

outcome are drastically different.  That is what 

makes this issue so important for investors to 

analyze and evolve with as incoming data 

substantiates or upends one’s 

view/positioning.  This is why the following 

comment from Boston Fed Senior Economist 

Viacheslav Sheremirov to Market News 

International got my attention last week: 
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“Concerns about inflation rising 

persistently above the target are still 

premature, in my view.  Output is still 

significantly below its pre-pandemic level, 

labor markets have room to improve 

further, inflation readings are low, and 

both survey and market-based inflation 

expectations are relatively stable.  

Temporary excess demand concentrated in 

a few sectors, such as food, travel, and 

recreation services, is unlikely to trigger 

significant and persistent inflationary 

pressures by itself.  Higher inflation 

readings for a month or two would not 

necessarily indicate persistent inflationary 

pressures, as they could reflect a one-time 

recalibration of prices from the 

pandemic.”   

 



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. 

 

This conclusion is consistent with that of a 

piece that was published today by Jared 

Bernstein, a chief advisor to the economics 

team in the Biden administration, titled 

“Pandemic Prices: Assessing Inflation in the 

Months and Years Ahead”: 

 

“We think the likeliest outlook over the 

next several months is for inflation to rise 

modestly due to the three temporary 

factors we discuss above, and to fade back 

to a lower pace thereafter as actual 

inflation begins to run more in line with 

longer-run expectations. Such a transitory 

rise in inflation would be consistent with 

some prior episodes in American history 

coming out of a pandemic or when the 

labor market has quickly shifted, such as 

demobilization from wars. We will, 

however, carefully monitor both actual 

price changes and inflation expectations 

https://www.whitehouse.gov/briefing-room/blog/2021/04/12/pandemic-prices-assessing-inflation-in-the-months-and-years-ahead/
https://www.whitehouse.gov/briefing-room/blog/2021/04/12/pandemic-prices-assessing-inflation-in-the-months-and-years-ahead/
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for any signs of unexpected price pressures 

that might arise as America leaves the 

pandemic behind and enters the next 

economic expansion.”  

 

As you can see, there is a lot of attention being 

directed at this issue as it will be a key 

determinant for policy agenda, interest rates, 

asset prices, and currency volatility.  There 

have been many comparisons to Japan’s 

experience with deflation/disinflation over the 

past three decades, where like the U.S. is 

doing now, Japanese policy makers 

abandoned all fiscal discipline in pursuit of 

igniting organic sustainable growth and 

inflation.  However, if one reflects back on 

Japan as a template, where they embarked 

upon many stop-and-go stimulus policies 

financed by the central bank, the result does 

not appear to be all that desirable.  Sure, Japan 

has some of the best infrastructure in the 
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world and per-capita GDP has been 

maintained at a high level, but to achieve this 

result, annual government spending as a 

percentage of GDP in Japan over the past 

three decades went from 8% to 18%, debt 

ballooned from 90% of GDP to 220%, deficits 

relative to GDP have been above 5% for 

twenty years in a row, and while the 

unemployment rate is below 3%, inflation 

over this span went from 4% at the start of the 

period to 0% now.  Go figure.  Through all 

that fiscal spending, there is no question that 

Japan has a solid and sustainable economic 

backdrop, but it also has one of the highest 

debt profiles of any country in the world.  

Fortunately for them, Japan did not have to 

rely on foreign capital to fund its deficits as 

the central bank dramatically expanded its 

balance sheet over this period and bought so 

much of its own debt that it now owns almost 

50% of it. 
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One key difference between the U.S. and 

Japan is that the U.S. operates the world’s 

reserve currency, Japan did not.  This will be a 

key distinction for the U.S. if it follows 

through on an era of fiscal dominance to get 

the economy, labor market, and inflation to 

the levels targeted by policy makers.   

 

As for the present-day backdrop on the U.S. 

economy, there really is no other way to 

describe it than to say it is just firing on all 

cylinders at the moment.  This isn’t to say we 

are fully recouped from the pandemic, but we 

are making some pretty meaningful progress.  

Keep in mind that much of the data we 

received from March occurred without the 

latest round of policy stimulus boosting the 

economy.  The national manufacturing ISM 

index climbed to 64.7 in March from 61.5 to 

hit its best level since December 1983.  The 
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ISM-services index posted its highest level in 

the history of its data at 63.7, with records that 

go back to July 1997.  As an aside, the track 

record for the S&P 500 return following a +60 

reading on the ISM-manufacturing index is 

not that flattering: -2% over the ensuing 3-

month time period, -1% over the ensuing six 

months, and +4% 12-months out – a classic 

signpost of a lot of good news being priced in 

at a point when this measure does not get 

much better.  

 

We also had auto sales ripping higher by 

+13% month-over-month to an 18-million-

unit annual rate (+56% from depressed year-

ago levels) which is the highest level since 

August 2015.  The Johnson Redbook retail 

sales number is up a record 9.8% year-over-

year and the New York Fed’s Weekly 

Economic Index is up 9.5% year-over-year as 

of the week of April 3rd, a new all-time high.  
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These numbers are bound to get even stronger 

through the second quarter, even if only a 

small amount of the recently passed $1.9 

trillion package finds its way into the 

economy.  The question becomes how much 

of this information has the stock and bond 

market already priced in?  It would seem that 

more upside surprises would pressure rates 

higher, but the futures markets have already 

priced in four interest rate hikes by the Fed in 

2023, and this flies in the face of what the Fed 

just told us in that they still intend to be on 

hold until at least 2024.   

 

Looks like we have a game of chicken on our 

hands between Mr. Market and the Fed, but 

this is par for the course coming out of a 

recession where markets anticipate the path of 

the Fed, but eventually one has to give way to 

the other.  Either the Fed caves and follows 

the market or the other way around.  Looking 
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back at the last several cycles, and a solid 

reference point for the start of a Fed tightening 

cycle is when the level of employment 

exceeds the prior cycle peak by 1 – 3%.   

Yellen didn’t start hiking the Fed Funds rate 

until December 2015 when employment was 

3% above the pre-GFC level.  Same goes for 

her predecessor Alan Greenspan who hiked 

interest rates for the first time following the 

popping of the Tech Bubble in July 2004 

when the level of employment was 1.3% 

above the 2001 peak.  Greenspan waited until 

February 1994 to hike following the early 90’s 

recession with the level of employment 3% 

above the prior cycle high.   

 

If this ends up being the case, then we would 

have to see the U.S. economy generate 

roughly 13 million more jobs before they 

would start to hike interest rates.  Keep in 

mind that the policy lever for the Fed has 
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changed from an expectations-based 

framework to an outcomes-based framework, 

meaning that they are no longer going to 

implement policy based upon their models or 

views, but rather on actual outcomes.  That 

being said, if the U.S. economy were to 

average job growth of roughly 400k per month 

going forward, it would take us until 

sometime in 2023 before we exceeded the 

prior employment level peak by 3%.         

 

 

 

 

 
 

 

 

 

 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 
 

 
 
 
 
 
 

 


