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November 8th, 2021  

 

Throwing some caution to the wind… 

U.S. equity markets have been on a tear as of 

late, with the S&P 500 up for 8 consecutive 

days (positive in 10 out of the last 11 and 

having finished positive for five consecutive 

weeks…), while both the Dow and Nasdaq 

have somewhat similar stats, and all are 

trading at all-time highs.  Not to mention the 

Russell 2000 Small Cap Index has surged over 

13% since its recent low on September 20th, 

and it too is trading at an all-time high.  While 

almost everything in the equity space has been 

rallying lately, we have witnessed a subtle 

character shift within the market as the value 
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and cyclical exposures have taken on a 

leadership role.  This is likely the result of a 

turn for the better in the recent economic data, 

positive news on the Covid front with Pfizer’s 

favorable trial results from their treatment 

drug, and the House finally passing the $1.2 

trillion leg of a possible two-pronged 

infrastructure bill.  Keep in mind that this part 

of the infrastructure package is $550 billion of 

new fiscal spending spread over ten years, and 

is aimed at roads, bridges, rails, ports, rural 

broadband, and water supply – so it’s not the 

big kahuna in terms of stimulus, but it is an 

incremental positive for economic growth.   

 

Additionally, the market has come a long way 

in pricing in future monetary policy tightening 

beyond just the recent tapering announcement 

by the Fed, where starting in November asset 

purchases will be scaled back by $15 

billion/month from their current pace of $120 
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billion/month, and an additional cut of $15 

billion is slated for December.  From there, 

they will reassess the impact and decide on the 

pace and amount of further tapering with a 

goal to completely end asset purchases in mid-

2022.  Leading into the Fed meeting last 

Wednesday, the Fed Funds Futures Market 

was pricing in better than 50/50 odds of three 

interest rate hikes by February of 2023, but 

has since backed off a bit to now imply 

slightly less than 2 hikes by the end of 2022.  

Some of you who may be wondering why 

what seem like such myopic moves in the Fed 

Funds Futures Market (a 14 basis point 

decline from where we were at the start of the 

month…) matter to markets need look no 

further than gold, treasury yields, or cyclical 

stocks.   

 

Gold has been a disappointing asset class all 

year long and has been on a steady -13% 
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drawdown since last September, but since the 

conclusion of last Wednesday’s Fed meeting it 

has risen nearly 2.5% and closed today at 

$1,826/oz – just below a very significant 

resistance level at $1,837/oz.  If it breaks 

above this level over the next several weeks, 

well then those of us who have endured the 

disappointment and portfolio drag that came 

along with this asset over the past twelve 

months might finally get some positive 

attribution from it as we roll into 2022.  For 

anyone who’s looking for an unloved and out 

of favor opportunity – in an investment 

environment where almost every asset class 

looks stretched relative to historical norms – 

need look no further than the gold mining 

stocks.  This area is the furthest thing from a 

bubble, with the sector down just under -25% 

from its May peak.  Meanwhile, valuations for 

the sector are more than alluring with it 

trading at a P/E multiple of roughly 13.5x and 
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a Price/Book ratio of 1.6x (versus the S&P 

500 trading at 24x and 4.5x multiples, 

respectively).  Not to mention, this is an 

industry that is sitting in a positive net cash 

position, generating some of the highest free 

cashflow levels in the entire equity market, 

increasing dividend payouts, and paying off 

gobs of debt in recent years.    

 

As for treasury yields, they’ve been on a bit of 

a rollercoaster over the past two months.  The 

10-year Treasury yield was trading down 

around 1.28% in mid-September back when 

investors were pricing in the Q3 economic 

growth slowdown.  Since then, it rose by 40 

basis points to 1.68% on October 20th, but has 

since begun to slide lower – closing today at a 

yield of 1.49%.  The 30-year Treasury 

followed a similar but less dramatic path, 

rising from 1.83% on September 20th up to 

2.18% on October 8th, but has since nearly 
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roundtripped as it closed out today trading at a 

yield of 1.89%.  It goes to show that the long-

end of the curve seems none too worried about 

inflation or economic growth getting too out 

of hand to the upside.  As always, time will be 

the ultimate arbiter as to whether or not 

investors are correct to fade these variables 

which have historically and theoretically been 

thought to push long-end rates higher.  Or is 

this just a persistent reminder of the ‘financial 

repression’ backdrop that several investors 

have been writing about for nearly a year 

now?  Have interest rates in fact become 

untethered to inflation?  If this is true, and if 

this persists – not for weeks, months, or 

quarters, but rather for years – then what all of 

us have learned and have been taught about 

capital market pricing relationships is now 

useless.  Bold statement, I know, but one 

better to be contemplated, evaluated, and 

gamed out than to be foolishly disregarded.   
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Afterall, for months now prognosticator after 

prognosticator (including Fed officials) have 

had to walk back the notion that inflation is 

merely ‘transitory’, as the reality of its 

persistence has come to pass.  Yet, outside of 

the short-end of the Treasury curve, interest 

rates are lower today than they were in March, 

when the year-over year rate of inflation was 

at 2.6%, then 4.2% in April, 5.0% in May, 

5.4% in June, 5.4% in July, 5.3% in August, 

and 5.4% in September (and we’ll get 

October’s reading on Wednesday).  Not 

exactly a trend that identifies with the 

‘transitory’ narrative, or a trend that would 

leave one expecting to see lower interest rates.  

Sure, it’s likely that the y/o/y trend will begin 

to moderate after the turn of the year, but that 

doesn’t mean that the price increases that 

society has experienced thus far are going to 

simply go away.  No, inflation is just going to 
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be rising at a slower pace from a higher 

absolute price level.  If the Fed really wanted 

to get aggressive at tackling this part of its 

dual mandate, then it could aggressively 

tighten policy, but doing so would 

significantly increase the risk of a recession 

and a meltdown in asset prices, which is a risk 

that is likely too costly to experiment with.   

 

Moving on to another key ingredient that 

plays into this recent five-week levitation in 

risk assets, and that has been a constructive 

improvement in the economic data.  Both the 

ISM manufacturing and non-manufacturing 

surveys released last week were very strong 

and beat expectations.  Jobless claims fell to 

new cycle lows, and both the ADP and BLS 

jobs report came in above expectations.  Sure, 

one can parse through any of these reports and 

find some things to suggest they were not as 

strong as the headline print would indicate, 
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but to do so would miss the major point – and 

that is that the Q3 economic slowdown is now 

in the rearview mirror.  This is most evident 

when viewed through the prism of the 

Citigroup Economic Surprise Index, which 

has increased considerably from its mid-

September low of -61.7 to 3.8.  Just goes to 

show you how interconnected, dynamic, and 

complex capital markets are, in that mid-

September represented the recent low in 

interest rates, and the low in the S&P 500 

correction followed just a couple weeks later 

on October 4th.     
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If you read this far into this week’s missive 

you are now arriving at the part where I 

intended to pour some cold water over the 

excitement, fun, and money making that most 

investors have been enjoying over the last 

several weeks.  No, this isn’t me turning 

bearish, but rather sticking to the script we’ve 

been operating from going into the turn of the 

year – and that is to gradually, patiently, and 

prudently reduce overall portfolio risk into 

mid-Q1 of 2022 if/when risk assets rose.   

 

Below are the cautionary flags that I see 

waving at the moment: 

 

• Relative strength and momentum 

indicators are nearing (or are at) their most 

overbought conditions in years for the U.S. 

equity market.  Not to mention the S&P 

500 just notched its longest weekly 

winning streak (5) since August of 2020.   
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• Not a meaningful stat in-and-of-itself, but 

it does provide some context for the 

moment: It took 9 years for the S&P 500 to 

rally 2,200 points after the GFC.  We have 

rallied 2,500 points in about a year and a 

half. 

 

• Investor sentiment is reaching extreme 

bullish readings across an array of surveys, 

with the CNN Fear/Greed index (one of 

many sentiment measures) up to the 

highest level it’s been all year at 85. 

 

• The S&P 500 Shiller P/E Ratio moved 

above 40 for the first time since September 

2000 – the chart below needs no further 

explanation in illustrating the rarified air 

that equity valuations find themselves in at 

the moment. 



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. 

 

 

This is less about making a market timing call 

than it is about just being disciplined and 

prudent with one’s capital.  This is not the 

time or place to be greedy – that moment was 

during the depths of despair last March.  I 

know, easy to say now with 20/20 hindsight, 

but the upside potential is much lower today 

than it was back then, and the downside risks 

are much higher today than they were back 

then.  Instead of chasing performance into 

year-end, take advantage of other investors 
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that are doing so by lightening up and de-

risking into their desperation.     

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 

 


