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November 22nd, 2021  
 

Quick Thoughts… 

I’m going to try and keep my comments brief and concise for this holiday shortened week. 

 

• U.S. equity markets had a strong five-week rally from early October into the second week of 

November, and while the major indices have been consolidating over the last two weeks, the action 

under the surface has been rather ugly.  Leadership has narrowed considerably to the half dozen or so 

Big-Cap Tech names (Amazon, Apple, Google, Facebook, Nvidia, Microsoft, and Tesla) – all 

sporting market caps of at least $800 billion and all up more than 7% over the last four weeks 

compared to the Dow (-0.2%), Russell 2000 (+2.2%), S&P 500 (+3.3%), and Nasdaq (+6.4%) over 

the same four-week span.   

 

Moreover, despite the S&P 500 being at a record high, the percentage of stocks at new 1-year lows is 

at its highest level since April 3rd of 2020 (near the trough of the pandemic induced shock).  Take 

today as another example: As I look at my terminal, I see the Dow up 250 points (+0.7%) and the 

S&P up 22 handles (+0.5%), yet we have nearly 700 stocks making new lows on the NYSE and 

Nasdaq compared to around 330 new highs. New lows doubling the number of new highs is not a 

signal of market health.  Recall Bob Farrell’s Rule #7: “markets are strongest when they are broad 

and weakest when they narrow to a handful of blue-chip names”.  Whether this narrowing 

participation broadens out or not will be key to determining how the market fares into what is 

typically the best seasonal period of the calendar for markets.   
 

 



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. 

 

 

My two cents are that with valuations stretched to the high-end of their historical range and mounting 

uncertainties looming on the horizon (Fed Tapering, markets pricing in a more aggressive path for 

interest rate hikes, fiscal cliff, dollar strength, high and rising inflationary pressures, and persistently 

high energy costs), the “wall of worry” that is challenging the continued gains in equities is quite 

formidable.  Not to mention that over the last two weeks, liquidity has really appeared to dry up and 

this is having an outsized impact on the higher risk areas of the equity market (Small Caps, SPAC’s, 

IPO’s, ARKK holdings, and hyped-up growth tech names with no earnings).   

 

In a nutshell, it’s not the time to let down your guard and blindly assume that clear sailing into year’s-

end awaits.  It’s a possibility and likely even the higher probability bet, but the recent price action has 

set off too many cautionary risk indicators for my liking.  Hence, it signals to me to stay alert and pull 

in your horns on the margin where you lack conviction and confidence.   

 

• As for the Fed, we got some clarity today as President Biden announced that he would nominate 

Jerome Powell for reappointment as the Fed Chair and back Lael Brainard as Vice Chair.  Markets 

are comfortable with these nominations as they represent continuity of Fed policy and familiar 

ground in terms of their individual views.  I don’t for one second view this as a shift in the hawkish 

direction from a policy standpoint, as both have proven themselves to be realistic, aware, and prudent 

in terms of messaging the FOMC’s views and what they determined was the appropriate monetary 

policy for the prevailing backdrop.   

 

I’ve said time and again that the Fed has played its part in the widening disconnect between asset 

prices and fundamentals, but they are not the only culprits.  Just as investors have had to come to 

grips with, they too are aware of the fragility in the financial system and must implement policy for 

the world that is, and not the world in which they wish they lived.  Along these lines, San Francisco 

Fed President Mary Daly delivered a speech last week titled “Policy Making in a Time of 

Uncertainty” that I think is spot on in terms of how to think about the current macro backdrop: 

 

“Monetary policy is a blunt tool that acts with a considerable lag. So, raising   interest   rates   today   

would   do   little   to   increase production, fix supply chains, or stop consumers from spending more 

on goods than on services. But it would curb demand 12 to 18 months from now. Should current high 

inflation readings and worker shortages turn out to be COVID-related and transitory, higher interest 

rates would bridle growth, slow recovery in the labor market and unnecessarily sideline millions of 

workers.” 

It’s important for the Fed to be aware (which they are) that with interest rates already at zero, they 

would have limited room to respond to a policy mistake of tightening into a slowing growth backdrop 

to address near-term inflationary pressures – pressures which already have a reasonable probability of 

moderating in six months just by allowing them to run their course.  

“Over the next several quarters, as tapering occurs, we will watch to see how the economy does and 

whether inflation eases and workers come back. As we get a clearer signal, we will be ready to act, 

continuing to provide or remove support as needed to ensure the economy settles at a sustainable 

place.” 

 

“[...] Reacting in response to things that aren’t likely to last will move us farther from—not closer 

to—our goals. And while it’s easy to mistake motion for competence or action for attention, running 

headlong into a fog can be costly. So, in the face of unprecedented uncertainty, the best policy is 
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recognizing the need to wait. Although this can be hard, in the end, patience is the bravest action we 

can take.” 

 

“To summarize, although inflation is high and the labor market seems tight, when we dig into the 

data, it’s easy to see that some of what we observe today reflects the ongoing effects of the pandemic. 

This makes it harder to conclude that we are facing a completely new world that will persist once the 

worst of COVID is behind us.” 

 

One constant throughout this pandemic is the lack of certainty on forecasting knock-on effects and 

their impact on all facets of the economy going forward.  In this vein, I can’t think of a more prudent 

approach from both an investing and a policy maker’s standpoint than to be patient and humble.  

Daly’s speech resonates with how we view the future path of inflation in that the persistence of 

currently elevated inflation prints has a few more months to run, but after that they should moderate 

considerably.  Reacting today too aggressively to counter this present-day problem would do very 

little, but, given how monetary policy works with a lag, it would likely exacerbate the negative 

impact twelve months down the road to an inflationary problem that very well may not exist at that 

time.   

 

I found the following chart from PantheonMacro to be a good visualization for how we see the path 

of inflation moving forward: still rising over the next 5 to 6 months, and then reverting back to the 

long-term trend of +/- 2%.     

 

   
 

• There are two things at the top of the list of variables that are worrying me at the moment: rising 

interest rates, and a stronger dollar.  The rise in interest rates is occurring at the front end of the yield 

curve, as you can see in the chart below, with the yield on the 2-yr, 3-yr, 5-yr, and 7-yr Treasury-

notes carving out post-pandemic highs today:      
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The increase in yields at the front-end of the Treasury curve is not corresponding with a rise in yields 

at the long-end of the curve, and as a result we are seeing the yield curve flattening.  In fact, the U.S. 

5s/30s yield curve is the flattest it’s been since just prior to the onset of the pandemic: 

 

This is the market’s way of signaling that we are on a path to a policy mistake, as monetary policy is 

tightening into a slowing growth backdrop.  Don’t read this as a forecast on the “here and now”, as 

the market is looking into the second half of 2022 when discounting such an outcome.   

As of now, the economy is on pretty firm footing with the latest Atlanta Fed GDP Nowcast indicating 

an 8.2% growth rate for Q4.  Additionally, we just got the Korean export numbers for the first 20 

days of November which ripped 27.6% year-over-year following a 24.0% surge in October.  This is a 
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good indication that global demand remains strong as Korea is one of the main manufacturing hubs 

for the world.       

The other variable is the rising U.S. dollar, which over the past week has broken out to the upside and 

is now trading at its highest level since July of 2020:   

 

As much as this worries me with regards to the investment backdrop at the moment – as it 

meaningfully tightens financial conditions – I’m inclined to fade it and position the other way on an 

intermediate-to-longer term time frame.  Sentiment and positioning have become very crowded on 

the bullish side for the dollar, and in my opinion, capital markets have moved too aggressively in 

pricing in interest rate hikes from the Fed over the next 12 to 18 months.  Three 25-basis-point hikes 

by February 2023 are currently priced into the futures markets, and there are increasing expectations 

that the Fed will quicken its tapering schedule.  I personally don’t know about that, and we’ll see, but 

me thinks this is a bit too much at the moment, and before long, these optimistic expectations for 

tightening will have to work their way out of the market.   
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If so, this would favor anti-dollar areas of the capital markets: emerging markets, commodities, 

interest-rate sensitive equities, and precious metals.  Also, it would likely provide a spark for the 

“Value vs. Growth” trade that has just been decimated over the past decade, and even after the $6- 

trillion in post-pandemic stimulus, value could do little better than a fleetly spurt of outperformance 

versus growth, which has managed to get unwound over the last six months (see previous chart, 

above).       

 

Let me end my wishing all of you and your families a very happy and safe Thanksgiving Holiday.  I won’t 

be publishing a missive next week, as I will be spending some time with family over the long weekend.    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 

 


