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June 1st, 2021  
 

General thoughts… 

As we’re coming up on the midpoint of the year, I thought it would be a useful exercise to walk through my 

current thinking on the macro landscape, various asset classes, and what is at the top on my monitor list as 

we move into the second half of the year. 

 

 Economic setup: 

The recovery in the U.S. economy off of last March/April’s lockdown lows has been impressive to 

say the least and has taken many by surprise (including myself) with how swiftly it has occurred.  

When you dig down into the main pillars that drive economic activity – consumption, housing, 

investment/capex, employment, and imports/exports – many of these segments are nearly back to 

their pre-covid levels, and some have already exceeded their peaks from the last cycle.  Two major 

segments of the economy that have been laggards (service and employment) are expected to play 

catch up in the second half of the year as the re-opening kicks into full gear with the U.S. leading the 

world on the vaccination rollout.   

 

There are a couple of important dominoes to be thinking about as we transition out of the early stage / 

stimulus induced part of this cycle: 

 

• The handoff from government/stimulus support to organic growth in the private sector is 

one such domino.  Without question, Uncle Sam stepped up in an unprecedented way 

during this lockdown induced recession by offsetting the crater that was created in wages 

and salaries via job-losses, furloughs, and/or health concerns keeping individuals from 

earning an income.  What will be key in the second half of the year is to observe the 

handoff between unemployment benefits expiring (currently 21 states have voted to opt out 

of Federal programs sometime in June, three months before the national end of September 

expiry) and private sector job growth.  This Friday’s employment report for May will be 

the latest read on this ongoing transition, and as such will be a key variable to account for 

with regards to capital market prices across an array of asset classes and for future 

decisions when it comes to fiscal and monetary policy. 

 

It’s anyone’s guess where the true underlying growth rate of the economy resides at the 

present time.  More specifically, outside of an economy that has been injected with 

stimulus measuring more than 25% the size of GDP, it’s hard to pinpoint where the U.S. 

economy is on its own.  Analysts and investors who have been highlighting the strength in 

the U.S. economy up to this point have been vindicated with incoming economic data.  

However, that call (if made for the right reasons) has been aided and abetted by artificial 
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support, and leaves analysts like myself less optimistic on the robustness of the recovery 

from Q2 going forward.  I’m not saying that it’s going to end, but I am looking at economic 

growth models that are going to see GDP growth slow from roughly 10% in Q2 to 5% in 

Q3 and perhaps into the 3% arena in Q4 – this is far from a recessionary slowing for sure, 

but a material slowdown nonetheless.  

 

• Such a slowdown, should it come to fruition, will have significant implications on the 

“transitory vs. persistent” inflation debate among policy makers and markets at the 

moment.  I continue to waffle on this debate myself, with my analysis suggesting that 

inflation readings will remain higher for longer than the Fed’s current narrative of 

“transitory” would have one believe, but I do share their view that long-term structural 

forces will win out in the end and the disinflationary forces that have persisted for the last 

four decades remain very present.  The one variable that could cause me to shift my view 

towards a period of persistent inflation would be a definitive change towards a prolonged 

‘fiscally dominated’ policy regime.  So far, we have had a 15-month period of heavy fiscal 

injections into the system that have upset supply/demand dynamics and lifted inflationary 

readings, but already we are looking at a fiscal cliff coming our way as soon as Q4 and 

going into 2022.  Should legislators continue to find reasons to pass new spending 

measures in a regular fashion, well then all bets are off and the Fed will achieve their 

higher inflationary target.  But be careful what you wish for, as we should all be stress 

testing portfolio exposures for such a prolonged fundamental shift. 

 

In summary, expect economic growth to decelerate from peak growth rates in Q2 to slower 

growth going forward.  This is a natural progression in the maturing of a business cycle, 

and should not come as a surprise.  Underlying economic momentum, while slowing, is just 

too powerful at the moment for investors to concern themselves about recessionary risks 

(outside of an exogenous event).  Employment and inflation typically lag the business cycle 

with inflation ebbing and flowing based upon re-opening, supply bottlenecks diminishing, 

commodity price rises (broadly) moderating (lumber is already down 26% from its peak), 

and the end of globalization not materializing in a major way.   

 

 Equities: 

Outside of bouts of episodic and non-trending volatility, U.S. equities have been on a one-way trip 

over the last sixteen months.  The S&P 500 gained roughly 18% in 2020 and is already up almost 

12% through the first 5 months of the year.  Without question, the underlying fundamentals have 

improved materially since the dark days of last March/April, but it is a stretch to argue they have 

improved enough to keep up with prices racing ever higher.  If they had kept pace, then I wouldn’t be 

able to quantifiably state that equity valuations are the richest in history across almost every valuation 

metric an investor chooses to calculate.  The last decade has proven that valuations are not the only 

variable that matters in making informed, prudent, and rewarding investing decisions, but they do 

provide a gauge for assessing the margin of safety available in the broad indices today.   

 

I wish I could pen for you today that all is good and the equity market at the moment has many more 

tailwinds than headwinds, but I don’t believe that to be the case.  I expect earnings to continue to 

grow and this will be supportive, but in the same breath I must also point out that I think that is 

already reflected in an S&P 500 trading at 21.5x 2022 estimates.  The ‘transitory vs. persistent’ 

inflation debate also is very pertinent for equity investors in that the outcome of this debate will 

weigh heavily on what types of companies, in what sectors, and where globally equity investors 

should be allocating their capital.  It’s also worth noting that equities are a reasonable hedge against 

inflation only to a point, and then it’s be careful what you wish for.   
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With equity valuations richly priced at the moment and with the second half of the year offering up 

some uncertainty with regards to incoming economic data, policy adjustments, and likely the last 

impulse of fiscal stimulus (given that we have mid-term elections in 2022 and legislation will come 

to a standstill), I think it is prudent for investors to reign in some risk exposure and keep some 

powder dry for potential opportunities.  I know, I know…cash pays you nothing and bond yields 

remain insulting even if they are off their all-time lows – so we are still looking at a TINA (There Is 

No Alternative) investing universe.  In large part I agree, but not all of one’s capital has to be focused 

on maximizing returns and growing portfolio values at all times.  When the probabilities are stacked 

in your favor of taking risks because the reward is there, that’s one thing, but you’d have a hard time 

convincing me that this setup is prevalent in the equity market at the moment.  Sure, there are pockets 

of opportunities, but this is always the case, and the big picture setup of economic strength, policy 

incentives, and opportunity sets definitely do not favor going against a bullish leaning strategy, but 

now is not the time to press your bets and be greedy on the risk side.  

 

One area that equity investors may want to allocate more capital to (or maintain existing exposure) 

are in places outside of the U.S. (Europe, parts of Asia, and Latin America) where sentiment and 

expectations have not pushed valuations to nosebleed levels.  It is interesting to see how equity 

markets around the world have tracked the path of economic regions coming out of the Covid 

pandemic.  Asia was the first one out of the gates with China leading the way, given that was the 

origin of the outbreak, but China was the equity market leader last year with them being the only 

major economy to register positive economic growth for calendar year 2020.   However, their 

recovery started to sputter out late last year and their equity market began to roll over in February.  

The U.S. recovery started last summer and really took off once the vaccines were announced in 

November, and equities haven’t looked back until early this spring when we started to see some 

divergences within the equity market.  Most recently, we’ve seen Europe pick up the baton after 

getting through their sluggish rollout of the vaccines.   

 

Recent incoming economic data out of Europe has been stronger than most of the rest of the world, 

and European equity performance (as measured by the iShares MSCI Eurozone Equity ETF – EZU) 

has overtaken the S&P 500 performance on a year-to-date basis (+15% versus +12%).  The U.K. 

continues to be a favored market exposure of mine given its global makeup with the companies that 

are in that index. 

 

In summary, I still think investors should maintain a reasonable exposure to equities based upon their 

goals and objectives, but be open minded to the idea that forward returns are likely to be more muted 

than recent results. 

 

Fixed Income, Commodities, and the Dollar: 

I’m going to lump all of these asset classes into one theme here because I do think they are very 

interlinked at the moment by two variables: inflation and central bank policy.  Let’s start with central 

bank policy and the U.S. dollar.  What is interesting about global central bank policy at the moment is 

that unlike past cycles, it is the Fed that will be the last major central bank to start its tightening cycle.  

Without question, the Fed is going to be very cautious and incremental in its approach, starting with 

“thinking about thinking about having the discussion on tapering”, but that will already be after the 

Bank of Canada has started to taper its balance sheet, as has the Bank of England, the Royal Bank of 

Australia, and likely the ECB will have to recalibrate its PEPP program soon.  Unlike the last 

tightening in 2013 when the Fed was effectively tightening all by itself, this one will be in sync with 

other global central banks.  As a result, this is having (and will continue to have) crucial implications 

for foreign exchange markets, namely the U.S. dollar. 
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Have a look at the chart below (from Julian Brigden of MI2 Partners) of the $ Trade Weighted Index 

(TWI) versus other major currencies (top panel) and versus Emerging Market currencies (bottom 

panel), where you can see that over the past twelve months versus both pairs of indices, the dollar has 

broken below a trend that has been in place since 2011.        

 

 

 

If we are at the start of a dollar bear market cycle (as I suspect we are), then this changes the 

investment landscape for a lot of asset classes that have not performed all that well over the past 

decade: emerging markets & international equities in general over U.S. equities, commodities, and 

likely precious metals (although interest rates will be an important determinant on gold’s relative 

performance).  All things considered, this is a big domino on the macro investing landscape that will 

have profound investment implications depending on how it plays out.   

 

With the deficits that Uncle Sam is running and with the amount of treasury debt the federal 

government has to issue, the Fed is being backed into a corner where it is going to have to make a 

choice on whether it is going to support the U.S. dollar or support the bond market.  What I mean by 

that is that there is only so much capital in the world to support these various asset classes.  What 

we’ve seen since 2014 is that on net, foreign central banks have not been able to keep up their pace of 

Treasury purchases with the level of issuance, so over the years (and especially over the last 12 

months), the Fed has become the buyer of last resort for Treasury bonds.  That’s all well and good in 

that it makes the U.S. dollar the release valve for the system (more dollars created to buy Treasury’s 

lowers the exchange value of existing dollars), but should the Fed decide for some reason that it 

wanted to protect the value of the dollar rather than bailout the Treasury market, then the investment 

landscape flips on its head where the dollar rises, yields fall, Treasury bond prices rise, and 

everything else (stocks, house prices, commodities…) falls.  This latter scenario hasn’t been the case 

and the recent breakdown in the long-term trend of the dollar clearly bears this out, and is another 

piece of the puzzle to explain why almost everything is up over the last 15 months (stocks, foreign 

equities, commodities, precious metals, crypto currencies…).   
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Which brings me to commodities, and even here we’re starting to see a hint of divergence within the 

asset class, but that’s to be expected given that the Bloomberg Commodity Index is at its highest 

level since 2015 (see chart below). 

    

 

 

The recovery in the oil market is one place that I think investors can maintain exposure to and be 

patient with over the next several years.  At the root of my constructive thesis on this investment area 

is that capex budgets have been slashed and slashed again since 2014.  The cuts have run so deep that 

all of the big integrated players will not be able to replenish their own reserves going forward, let 

alone bring meaningful new supply onto the market to meet increasing demand over the next couple 

of years.  Yes, yes, the world is setting sail on a ‘Green Revolution’ and turning away from fossil 

fuels, but society is great at selling this utopian inevitability as though it’s going to occur with the 

snap of a finger next year.  Not a chance.  Yes, that horse is out of the barn, but there is going to be a 

lot of energy that is going to be consumed to make that utopia a reality, and in the meantime, we have 

not made the necessary investments to meet that increasing demand for this green revolution.  So, pay 

no mind to the noise out of OPEC or Iran and whatever immaterial impact it has on the daily/weekly 

move in oil prices.  My opinion is that oil trading above $70 per barrel today is no accident and the 

risk is not to the downside over the next several quarters and years, but to the upside.   

 

I’m not going to rehash my optimism and excitement over the opportunity staring everyone in the 

face as it relates to Nuclear energy and uranium, other than to say it’s alive and well.  For those who 

haven’t done the work or got some exposure to this opportunity, it is not too late, but know that you’ll 

be chasing this market higher going forward.   

 

I’ll end on precious metals and gold in particular, which even after an eight-month consolidation 

period (that saw gold fall as much as 18% from its August 2020 highs) is still in a structural bull 



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. 

 

market, in my opinion.  At right around $1,900/oz, gold is back to being flat on the year and ripped 

+7.7% in May while Silver is just under $28/oz and rallied +14% in May.  Both gold miners (as 

measured by GDX) and silver miners (as measured by SLVP) surged by a little more than +21% in 

May.  That is the thing with precious metals, in that they are trending and volatile assets, but when 

they move, they move.  I just have a hard time thinking a portfolio is properly diversified in this 

current era of unprecedented policy – where the Fed is expanding its balance sheet to record levels 

and the government is running deficits larger than any time before in history – without having some 

exposure to gold.   

 

Over the last several months as Bitcoin was racing higher, I received my share of client inquiries 

about Bitcoin and other crypto currencies as perhaps a better portfolio diversifier than gold, but those 

inquires have quieted quite a bit as of late.  Who knows what or where crypto currencies’ ultimate 

place is in the overall financial system, but it’s hard to carry a position in an asset that has a volatility 

profile of 60% (Bitcoin), compared to gold that has a volatility profile on par with the overall equity 

market.  Nevertheless, I don’t want to go off course and get on my soapbox comparing and 

contrasting gold vs. cryptos, other than to say that I’ve made my choice for client capital and I’m 

willing to leave the riches of speculation in the crypto space to those more versed than I in 

understanding its ultimate utility.  In the meantime, I do think the outlook for gold and silver 

continues to brighten as we move through the remainder of the year and the bull market that started in 

the precious metals space back in 2015 reasserts itself.   

 

I have not said much about fixed income or Treasury yields to this point, and that is not because I do 

not think they are extremely important to the investment landscape (they certainly are), but they have 

become somewhat of a controlled and manipulated market that have lost their usefulness in terms of 

price signals.  I do think that some hot inflation prints over the next several months are going to test 

the Treasury market as to how high yields can go before it risks upsetting the rest of the capital 

markets.  I also think that such a development will test the Fed’s fortitude with their current policy 

stance.  When/if this happens, I’ll be sure and pen a lot more of my thoughts regarding this area, but 

in the meantime it’s a market that is range bound and awaiting a catalyst in the not-too-distant future 

that will tip a domino which will elicit a chain reaction that we will all have to respond to. 
 

 

** Please note that Capital Market Musings & Commentary will be taking a brief hiatus next week to enjoy 

some time off with family, and will be back with a fresh missive the following week. ** 
 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 

 


