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December 20th, 2021  
 

The “I don’t know” market… 

On November 22nd the S&P 500 notched an intra-day all-time high of 4,743 and closed today at 4,586, or      

-3.7% off that high.  If that’s the only data point one used to draw an inference from in regards to the stock 

market when reflecting upon the last twenty days, said investor may logically conclude that it’s just another 

run-of-the mill hiccup in what is an ongoing equity bull market.  However, I would respectfully push back 

with the idea that capital market price action is far more erratic, indecisive, and painful than said conclusion.  

To me this is a ‘shoulder shrug’ market, in the manner that it just doesn’t know at the moment what to make 

of what is going on.  As a result, the default option becomes: de-risk, raise cash, and live to fight another 

day.   

 

For starters, the S&P 500 has averaged a 67-point trading range over the past 20 days (that’s a daily range of 

roughly 1.45%) with three of those days eclipsing 100-point daily ranges.  Not exactly a backdrop for the 

faint of heart, especially for the most widely owned index in the global financial system, and an index that is 

now unchanged since October 25th.  This amounts to almost two months of nothing but chop, tripping up 

investors in both directions.   

 

Performing a longer-term autopsy on the overall equity market is even more revealing of the underlying pain 

taking hold beyond what the major indexes are showing on the surface.  Carter Braxton Worth put out the 

following tweet prior to last Wednesday’s market open – don’t just glance at these numbers, but rather spend 

a minute to actually contextualize them.          
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In the note he highlights performance statistics for the constituents of the broadest U.S. equity index (The 

Russell 3000) where the overall index is down a modest -3.44% from its highs, yet just over half (52.1%) of 

the companies in the index are -20% or more below their 52-week highs.  Just over a third (35.6%) of the 

companies are down -30% or more, and this is for an index that is up a little more than 20% year-to-date.    

 

Okay Corey, so what do you make of it?  Let me do my best to keep this clear and concise with regards to 

how I’m interpreting the current investment backdrop. 

 

Starting with the risks: I think a lot of the present-day risk and those on the horizon are already accounted for 

and reflected in the price. 

 

• Covid and the newest omicron variant – Thus far, the data we are getting from around the world 

looks more constructive than destructive.  This is subject to change with new information, but we’re 

looking at a variant that appears to be much more contagious but much less lethal.  Many of the 

models I follow on this file suggest case counts will spike over the next several weeks, but I think the 

correct way of interpreting the Covid counting game going forward is to look at the ratios of 

hospitalizations and deaths relative to cases.  If the latter two don’t track higher with rising case 

numbers, then I think society can start thinking about getting back to living with this virus rather than 

running and hiding from it.  Let’s face it, people around the world are tired of lockdown fear and 

have covid fatigue.  This is not an indictment on right or wrong, but rather just an observation and I 

think politicians from around the world are picking up on the message.  Therefore, revisiting such 

policies invites career risk for any politician that still considers them as an effective tool to combat 
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this pandemic.  Isn’t the proof in the pudding – we’re nearly two years past the initial wave and look 

where we are with nature still running its course.  So, no new lockdowns and the application of mild 

restrictions (where warranted or tolerated) are a good development for the economy, profits, jobs, and 

equities. 

   

• The Fed – In as simple of terms as I can say it, they’ve showed their hand, the market showed its 

hand, and now we monitor where the two ultimately meet.  Right now, the OIS market implies a Fed 

funds rate of 1.24% in 2024 which is 3-4 rate hikes below the 2.125% forecasted from the FOMC’s 

Summary of Economic Projection dot plot.  The 2s/10s curve is down to its flattest level (under 80 

basis points) since December of 2020.  The 5s/30s curve is at its flattest level (67 basis points) since 

March of 2020.  Not to mention the yield on the 10-year Treasury trading below 1.38%, nearly 40 

basis points off its late-March high.  This is the bond market’s way of signaling to the Fed that if they 

follow through on this tightening path, they will eventually tip the economy into recession.   

 

Other market signals corroborating this view are the Goldman Sachs commodity index being down    

-10% from its high, the Russell 2000 -14% off its high, Emerging Market equities -16% off their 

highs, and oil prices more than -20% off their highs.   

 

• Economic growth – The market signals referenced above are pricing in an economic growth 

slowdown that has been in the cards since growth peaked back in Q2 of 2021. Now that the Build 

Back Better (BBB) plan is done (at least in its current form), the fiscal drag of 3% for 2022 is real 

and a huge number for an organic economic recovery to overcome.  Perhaps the one positive on this 

file is investors have little to no confidence in Congress getting anything done as we roll into an 

election year, which creates the potential for a positive surprise should they all get their collective 

heads out of their asses and rediscover what the word ‘compromise’ truly means.  Excuse my lack of 

vocabulary there, but it’s become an embarrassment to me that my 3- & 5-year-old children can find 

common ground more consistently and respectfully than our elected officials of today.  None of this 

is helped by the latest NBC News poll showing President Biden’s job approval rating is down to 37% 

and his disapproval rating has risen to 56%.   

 

The question investors (including myself) have to handicap going forward is how much of this 

slowdown is already in the price, and does the slowdown worsen or improve from here?  I’ll share 

my thoughts on these questions in my closing comments. 

 

• Inflation – Our work and the work of some of our research partners suggests that inflation prints 

peaked in November.  Perhaps the December print we get in mid-January could mark the high, but 

capital markets have already moved beyond the precise month of the peak rate of inflation.  The 

question none of us have the answer to at this moment is the pace at which it decelerates over the 

next twelve months, and at what higher level does it eventually trough?  Until otherwise proven, I am 

still looking at the investment world through the lens of a prolonged period of financial repression 

being upon us.  In such a world, interest rates and inflation remain disconnected from each other with 

interest rates remaining firmly below the ongoing level of inflation, so that governments around the 

world can inflate their way out of their over-indebtedness problem.  Such a world is not a walk in the 

park for investors, but history has shown that in these periods one is better off tying one’s fate to real 

assets (hard assets, equities, commodities, and real estate) than to bonds or cash.  In doing so, one has 

to be willing to understand and accept a higher level of volatility in their asset base, but such a risk is 

superior to the alternative of growing poor slowly over time with the erosion of one’s purchasing 

power.   
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These are the major risks as I see them today, and while they represent a rather toxic cocktail at the moment, 

I do think the market has moved a considerable way in pricing them in.  Unless we see a dramatic shift 

higher in hospitalizations and death rates over the next several weeks, then I think this is the end of the 

depression stage of this pandemic and the start of the acceptance stage that it is an endemic.  On the inflation 

file I think we have reached the peak stage of inflationary fears with pressures moderating from this point 

going forward.  As for growth, it’s going to ebb and flow on a quarterly basis as we work through 2022, a 

year that is going to littered with complications in regards to base effects from fiscal stimulus wearing off, 

re-openings and closings at the hand of previous Covid waves, and policy uncertainty.  However, I don’t 

think the Fed will make a policy mistake.  Yes, they are talking tough at the moment, and they have to with 

inflation running as high as it is and with their need to retain credibility.  But they are acutely aware of the 

fragility built up in the financial system and I just don’t believe they will be negligent nor ignorant to 

upending it before it gets a chance to broaden out and become sustainable.   

 

Yeah, there are some unique features to this recovery that could make it “different this time,” just as has been 

the case with all previous recoveries, but in the post-WWII era neither the ongoing expansion nor the equity 

bull market ended at the initiation of the Fed’s tightening cycle.  No, the end of these cycles comes when the 

Fed tightens too much into the mature stages of an expansion.  Admittedly, I think the level of tightening the 

Fed can get away with in this cycle is lower than in any cycle in the past, but just removing asset purchases 

and threatening to hike the Fed funds rate to 0.75% by the end of 2022 does not (to me) represent too much 

tightening at this point.   

 

With that being said, I think capital markets are undergoing the typical growing pains of an economic 

expansion transitioning from one phase to the next.  Furthermore, I think the capital markets have moved a 

long way towards pricing in this phase transition at this point.  While the major indexes may not show it, the 

equity market has humbled many investors over the past six months and removed a lot of froth and euphoria 

from various areas of the stock market.  Sentiment gauges like the AAII, NAAIM, the CNN Fear/Greed 

index, and Put/Call ratios are all reaching levels in the last few trading days that in the past have marked 

near-term correction lows were near.  Time will be the ultimate arbitrator of these signals, and while I still 

think investors should continue to reallocate into a more conservative orientation as we move into the back 

half of 2022, I’m more inclined to buy and/or hold risk assets at this moment in anticipation that a rally is 

near. 

 

I don’t expect to be penning a missive next week, so I’d like to take this moment to wish you all a Merry 

Christmas, Happy Holidays, and/or Seasons Greetings.  Health and Happiness to all from all of us here at 

Casilio Leitch Investments. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


