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January 18th, 2022  
 

In a word, Frustration… 

This is the eleven-letter word that comes to mind to best sum up the capital markets thus far in 2022 – a year 

where almost everything is down, with the energy sector (oil, in particular…) being one of the few areas 

investors have been able to harness some gains.  Below is a rundown of the year-to-date performance of the 

major asset classes as I look at my terminal mid-way through Tuesday’s trading session: 

 

Global Equities: 

• Nasdaq: -7.13% 

• Russell 2000: -6.44% 

• S&P 500: – 3.83% 

• Dow: -2.58% 

• Japan: -1.16% 

• Eurozone: -0.79% 

• Global Equity Index: -0.58% 

• Emerging Markets: +0.52% 

• China: +1.45% 

 

Fixed Income: 

• Short-term Treasuries: -0.56% 

• High Yield Bonds: -1.47% 

• Intermediate-Term Treasuries: -2.71% 

• TIPS: -2.92% 

• Investment Grade Bonds: -3.40% 

• Long-Term Treasuries: -5.20% 

 

Commodities: 

• Bloomberg Commodity Index: +4.41% 

• Silver: +0.75% 

• Gold: -0.95% 

 

As you can see, there is a lot more red ink than black, and to my eyes these results – along with the current 

macro-economic backdrop – is very reminiscent of 2018.  Recall that back at the start of 2018 we were 

undergoing a period that Wall St. was labeling a “globally synchronized expansion”.  Coming into the year, 

Trump and the GOP majority had just passed their tax cuts and optimism was high that uninhibited growth 

was here for as long as the eye could see.  Such a consensus view was also shared by the Fed, where inflation 



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. 

 

was moving up to its highest levels of the post-GFC expansion and as a result, the Fed was on a mission to 

use the economic strength and general optimism to tighten their monetary policy.  So, each quarter the Fed 

was implementing a 25-basis point hike, and in the background balance sheet contraction was also occurring.   

 

Well, the sugar rush of the tax cuts lasted two quarters, and by Q3 of 2018 the economy began to roll-over, 

but the Fed was undeterred on its tightening path and continued to hike into the teeth of an economy that was 

slowing at a quicker pace as the year progressed.  As 2018 came to a close, the equity market was in the 

throes of a nearly -20% correction, high yield credit was in shambles, commodities were getting crushed, and 

long-term Treasury yields were starting to fall – in anticipation of the policy mis-step that the Fed was in the 

midst of making.  As you can see from the table below (courtesy of Charlie Bilello), 2018 was a very tough 

year (outlined in black) for capital markets where almost every major asset class (with the exception of cash) 

was under pressure.    

 

 
 

Within the first week of January 2019, Chairman Powell was pivoting from a policy tightening bias with a 

speech given at the NY Economics Club in an attempt to calm markets.  By August of 2019, the Fed 

implemented the first of three 25-basis point cuts, and this was followed by “QE-lite” where they began re-

expanding their balance sheet.   

 

This little walk down memory lane is in my mind very reminiscent of the setup at the present moment, where 

inflation is high, economic growth is strong, and we are coming off the tailwind of a massive jolt of fiscal 

stimulus, but once again I am of the view that the Fed’s timing is off.  All of these variable’s look great in the 

rear-view mirror, but when looking forward through the windshield the setup does not look nearly as clear.     

 

Economic data is rolling over in a meaningful way: 

 

• NY Fed Empire Survey: -0.70 vs. 25.0 estimate (reported 1/18) 

• Univ. Mich. Sentiment: 68.8 vs. 70.0 est. (1/14) 

• Industrial Production: -0.1% vs. +0.20% est. (1/14) 

• Retail Sales: -1.9% vs. -0.1% est. (1/14) 
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• Employment Report: +199k vs. +450k est. (1/7) 

• ISM Services: 62.0 vs. 67.0 est. (1/6) 

• ISM Manufacturing: 58.7 vs. 60.0 est. (1/4) 

 

Keep in mind that the December CPI inflation report we got last week donned a headline print of 7.0% year-

over-year.  It’s this inflation backdrop that is forcing the Fed to push forward on its aggressive tightening 

path while rendering all other data as less important – even if it is sending a very different signal.  Keep in 

mind that we are now coming down the backside of an unprecedented period of fiscal stimulus: 

 

• $2.2 trillion – Cares Act in Q2 2020 
• $0.9 trillion – Aid package in Q4 2020 
• $1.9 trillion – American Rescue Plan in Q1 2021 
• $1.0 trillion – Infrastructure in Q4 2021 (spread out over 10 years) 

 

Add to this the Fed expanding its balance sheet from roughly $4.2 trillion to $8.8 trillion over this same time 

period, and we’re talking about roughly $10 trillion in stimulus over the course of two years.  

 

What’s different today than was the case in 2020 and 2021 is that the bulk of that stimulus was of the one-

time variety, which helped to patch up the enormous hole that was created as a result of the pandemic and 

associated lockdowns.  Investors today have to contend with a Fed that in the matter of six weeks has 

become extremely hawkish in terms of tightening policy.  In early December, the markets were expecting the 

end of QE to occur in mid-2022 and for the Fed to hike rates maybe 2 or 3 times.  Now the market is pricing 

in QE ending in March, 4 to 5 rate hikes in the next twelve months, and perhaps balance sheet reduction 

starting as early as June.   

 

That, my friends, is a massive repricing in expectations that is taking shape in real-time and the main reason 

for the “everything is weak” start to 2022.   

 

So, what do you do about it?  Well, my two cents is that the market is starting to fear that the Fed is on the 

cusp of making a policy mistake.  Now hear me out, as it’s not the fact that the Fed is backing off of its 

extremely accommodative policy stance.  The economy and financial system does not need such a level of 

accommodation at this moment, but the speed at which we are moving from extremely loose to extremely 

tight policy is a problem, and such a pivot is occurring at a moment when growth momentum is slowing in 

real-time.  Just have a look at the Atlanta Fed’s GDPNow tracking, which in October was forecasting Q4 

GDP growth of 9.7%.  Then after November’s data, its forecast slipped to 7.1%, and after December’s data it 

is now down to 5%.  Don’t get me wrong, 5% growth in Q4 is still strong, but once again it’s the momentum 

and trend that is the issue and it is suggesting that Q1 2022 growth is going to be even weaker. 

 

That is what the Treasury yield curve is signaling as it slips to its flattest level since prior to 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. 

 

 

Yields across the curve are on the rise, with the 10-year yield breaking out to a new post-pandemic high.  

However, I’m a buyer of long-term Treasuries at these yield levels.  I’ve been a buyer of 10-year Treasuries 

at this 1.7% yield level, and will continue to buy as they potentially move up to the 2.0% level.  As I’ve said 

in previous commentaries, I don’t view these yield levels as great opportunities on a long-term horizon in a 

prolonged period of financial repression, but in the here and now, with the dawning of this mentality to 

tighten policy until something breaks, I think these levels represent a decent tactical opportunity to play for 

something breaking or the Fed being forced to back off.  Either way, I think yields decline meaningfully as 

we near such a point and continue to decline thereafter.   

 

The biggest question is a matter of timing when such a break or pivot occurs, but in looking at the price 

action in the capital markets over the past two weeks – I think we are getting closer with each passing day.   
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More than anything, what I think is important for investors to think about at this moment is getting 

themselves into a position where they can stay disciplined and weather the storm that is playing out.  No one, 

and I mean no one, knows precisely how things play out from here.  We all have opinions and strategies to 

employ that aligns with what our research and process indicate are the highest probability outcomes, but 

those are far from certain.  Therefore, it’s important that you get yourself in a position that you can weather 

the storm, endure some downside price volatility, and most importantly – not panic.  If you’ve been fortunate 

enough to experience a decent share of the significant gains over the past couple of years, great…this period 

of transition we are going through now is par for the course when managing capital for a long-term objective.   

 

Don’t get caught up in the belief that what is playing out at the moment is easy to navigate through – it’s not.  

When the major equity averages are swinging 1% per day in either direction, interest rates are relentlessly 

moving higher (bond prices lower), and with the VIX holding north of 20 – it’s a signal to de-risk, 

incrementally get more defensive, and maintain patience when putting new capital to work.   

 

In closing, I remain of the view that we are in the midst of a phase transition from ‘great-to-good’ on a 

fundamental basis.  I still think the risks of us slipping into a recession from here are low, but that doesn’t 

mean that a meaningful correction in asset prices can’t/won’t occur.  Keep your eye on a time horizon that 

extends a little further than your nose, as much of the success in investing is ‘time in the market’, not ‘timing 

the market’.  And while I think the current Fed hawkishness is a little too much too soon, I don’t think they 

will sacrifice the economy or risk assets in the interest of immediately reducing inflation.   

 

One final thought, and this is a read on the current sentiment backdrop which I thought was best captured by 

Rockstar Rubner, an analyst on Goldman Sachs’ trading desk, who said: 

 

 “I am in the process of writing a flow-of-funds note for February. My gut tells me to be bearish in February 

for when the "January Inflows" run-out. However, I just re-ran the CURRENT SET-UP for January and the 

conditions are not in place for a larger correction (>5%).  Said another way, I want to be bearish, but this is 

the consensus.  Investors are short, hedges are too big, everyone has on the puts, sentiment is negative 

(lowest in 86 weeks), I think everyone is already looking for the correction, and this may shift into buying dip 

alpha". 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


