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June 28th, 2021  

 
Window of risk and/or window of opportunity? 

No, no, no…this is not going to be some negative, ‘head for the hills, the market is going to crash’ missive as 

the title may imply.  However, my intent is to shed some light on how I am thinking about the next several 

months and the potential sequencing of events that I expect will elicit both pockets of downside pain but also 

windows of opportunity for investors to position themselves thereafter.  In a nutshell, it is imperative for all 

investors to understand that as we close out Q2 in a couple of days, we are doing so with the peak rate of 

growth being in the rearview for both GDP and inflation.  It is also important to distinguish that such an 

occurrence does not have to be scary, nor does it imply that a recession is right around the corner.  We are 

simply looking at a setup where both will be decelerating from unsustainably high levels to lower levels – 

levels that in the past have been normal and indicative of a decent investment backdrop.      

 

Last week the Atlanta Fed released their latest Nowcast, updating their forecast for Q2 real-GDP to come in 

at 8.3%.  There is nothing wrong with that number at all, but bear in mind that a month ago they were 

forecasting 10.3% growth in Q2, and in early May their forecast was at 13.7%.  That is a rather material 

downshift.  As for Q3, the NY Fed updated their Nowcast in which they are forecasting real-GDP growth 

slows to 4.1%.  As an aside, the NY Fed was projecting 5.3% growth in Q3 at the end of April – so these 

numbers have been downshifting as well.  Once again, these are still above potential growth numbers for the 

U.S. economy, but they do signal that a rate-of-change slowdown is underway.    

 

We get confirmation of this reality with most of the incoming economic data releases of late, with last 

week’s preliminary release from Markit on the U.S. composite PMI falling to 63.9 from 68.7 in May.  Again, 

still high, but less so.  Here is what Chief Economist at IHS Markit, Chris Williamson, said about the release:  

 

“The second quarter will likely represent a peaking in the pace of economic growth.” 

 

The important takeaway for investors is that financial markets always respond to changes at the margin, 

which is indicative of the rotation we are witnessing in equity market leadership where growth is now 

outperforming value and defensives are outpacing cyclicals.  In such a backdrop (and in the transition that I 

suspect is underway), I believe optionality will become valuable and raising some cash to put to work as this 

dynamic plays out is a sound strategy.  

 

It’s been an unbelievable run for risk assets over the past 16 months, where investors could buy almost 

anything and make money.  In reality, the less profitable / junkier the equity, the better as these lower quality 

factor exposures performed the best.  I don’t expect that will be the case as this regime change unfolds in the 

second half of the year.  Whether we are at an interim top for this early stage of the economic recovery is 

anyone’s guess.  I don’t know and quite frankly I don’t much care about catching the precise top or bottom 



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. 

 

of every market wiggle.  What I do think is prudent at present is to use this moment as an opportunity, with 

the major averages at or near all-time highs, to take some risk off the table, lower overall portfolio risk 

exposure, lower cyclicality in the portfolio, and go up in quality with the investment exposures an investor is 

inclined to carry.  I should point out that anyone inclined to follow my course of action not be overly 

aggressive in liquidating immediately, as we are entering what has historically been the strongest two weeks 

of the year in the equity market (end of June through the first two weeks of July) from a seasonality 

perspective.  But, if seasonality holds true, then this will be a good window to prune the portfolio.    

 

The probability is rising that we have seen peak growth, peak inflation, peak stimulus, peak yield curve 

steepness, and peak valuations, and this suggests that de-risking (on the margin) is warranted.  Not cashing 

out in whole.  Not turning into a raging bear.  Not anticipating a crash, nor putting on full portfolio hedges.  

No, such extremes are only reserved for right at the front of a recession (and even then, they are very 

challenging to time accurately), but there is little to nothing that I see in our work that at all signals a 

recession is looming.  Although it is worth putting out there that the fiscal cliff that is set to start biting in the 

back half of the year is going to create some havoc with the data from this point forward (see chart below).    

 

 
 

This in turn is going to create an environment for policy makers and investors to get whipsawed around, 

where we may get some very strong labor data over the ensuing couple of months and this gets investors 

nervous about the Fed tightening policy sooner rather than later.  But then we may get a string of falling 

inflation prints, which will give the Fed cover to take it slow and investors will then react to the Fed’s 

reaction.  What I’m getting at as is that it’s going to get choppier within the capital markets and it may be 

several months or quarters until some of the quirks within the data revert to a sustainable trend path.   

 

The markets have been ticking off a lot of signals that such a transition is underway.  For starters, the fact 

that Treasury yields peaked at the end of March and have been on the decline ever since – despite headline 

inflation printing 5% last month – is a clear-cut indication that the bond market does not see inflation staying 
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at these levels.  The Russell Growth Index outperforming the Russell Value index by almost 7% so far in the 

second quarter is a clear indication by the equity market that economic growth has peaked out.  Oil has been 

the only major commodity that hasn’t rolled over in a meaningful fashion, but we’ll see if that changes 

following the OPEC+ meeting on Thursday.  Be that as it may, even a 44% year-to-date increase in the S&P 

Energy Sector (the best first half to a year on record) is less impactful to the S&P 500, as the entire energy 

sector still only carries a 2.9% weighting, relative to Apple which has a weighting of almost 6%.   

 

Here we are closing out Q2, and already the S&P 500 is up almost 14% on the year (the second best first half 

since 1998), and this is well ahead of the +10% annualized pace you typically see in a bull market.  But the 

divergences within the equity market – like the Dow Industrials and Transports still below their May 7th 

high, or the equal weighted S&P 500 lagging behind the cap-weighted index at a new high – are subtle 

cautionary signals that change is afoot. 

 

Not to mention that sentiment measures of the stock market are back to pushing on extremes.  The latest 

Investors Intelligence poll showed the bull camp increasing 2.4% to 56.5%, while the bear share contracted 

to 15.8%.  The ratio of bulls to bears is nearing 4:1, an area historically reserved for bullish sentiment 

extremes.  The Citi Panic/Euphoria index remains well above the “Euphoria” threshold of 0.41.  And then 

you have valuations of the equity market at or near all-time highs on virtually any measure you want to look 

at.  I know, I know…valuations have been stretched for the better part of a decade and have been taking a 

backseat to other metrics in the investment decision making process, but investors need always be aware of 

the price they are paying for the fundamental makeup of the asset they are buying.     

 

I wanted to keep this week’s missive focused on the market signals I am seeing that are sending a cautionary 

tone, and what action that is compelling me to take with client capital.  I also want to vet out how I think the 

sequence of events may play out as this phase transition runs its course.  I’ve said before and I’ll say again, 

it’s the financial markets and asset prices that now dictate the course of the economy and policy maker 

decisions.  I wish it weren’t this way, and perhaps somewhere down the line it will revert back to the 

underlying economy driving capital markets, but in the here and now that is the way it is and these are the 

rules we have to play by.  This underpins how I think about the reaction function among policymakers.  With 

the economy financialized to the extent it is, policy makers cannot allow asset prices to decline too severely 

or for too long a period of harm before they risk a more pronounced and prolonged impact on the economy.   

 

By analyzing and understanding the rate of change of key fundamental data points, one can anticipate 

potential inflection points that might ultimately compel policy makers to react.  With the peaking out and 

rolling over of both growth and inflation, it’s likely that policy makers (both monetary and fiscal) will have a 

heightened incentive to react later in the year to reignite a stalling expansion.  I suspect it will be a noticeable 

decline in asset prices that truly catalyzes policymakers’ attention to get something done – whether it’s the 

Fed shifting back into a more accommodative stance or Congress working out their differences to get another 

stimulus package through – and it is that window of pain that will create the next window of opportunity to 

reorient portfolio exposures to more risk.  Right now, we have asset prices at all-time highs, an economy that 

is still strong, a labor market that is recovering, and life getting somewhat back to normal.   

 

This is all reflected in asset prices at the moment, and as a result, new investment opportunities are hard to 

come by.  But a transition out of Goldilocks over the next quarter or two could create the next opportunity to 

take advantage of for investors willing and able to prepare for such an outcome. 

 

Let me close this out with a simplified version of my thoughts.  I don’t see a lot of opportunities at the 

moment that intrigue me.  I see more risk than reward on both the economic and investment front.  However, 

I do think Q2 earnings season will be really strong.  As a result, I think we will see a stumble in the economy 

and capital markets in the second half of the year.  I also think there will inevitably be a policy response to 
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this stumble.  I am taking some risk out of portfolios today to build up some cash to redeploy in this 

opportunity window, should it happen.  If it doesn’t play out this way, I’ll adapt and adjust as always.      
 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 
 
 
 
 

 


