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February 28th, 2022  

 

Lots of unknowns, but here are my 

thoughts… 

Risk assets staged a rather remarkable 

turnaround on Thursday and Friday to close 

out the week flat, and this coincided with a 

Russian invasion that many expected to be an 

unlikely outcome.  I guess this would be 

another chip on the board for the age old-

adage, “buy on the sound of canons, sell on 

the sound of trumpets”.  My best guess is that 

markets were relieved that sanctions were not 

as severe as they could have been, although 

that tune changed over the weekend when 

sanctions intensified with several Russian 
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banks being removed from the global SWIFT 

system and the Central Bank of Russia getting 

sanctioned as well.  So, we will have to wait 

and see what this week brings on the war 

front, but I’d think investors would welcome 

another week like last where when the roller 

coaster ride was all said and done, almost 

every asset class finished the week unchanged 

(with the last two days recouping the damage 

from the first three…): oil, gold, treasury bond 

yields, high yield spreads, and stocks all 

finished the week pretty much unchanged.   

 

Keep in mind that while the threat of WWIII 

is front-and-center on everyone’s minds, 

churning in the background is the Fed and 

how recent events may or may not alter their 

tightening path.  The market-based odds of the 

Fed hiking 50 basis points on March 16th has 

receded from 80% three weeks ago to roughly 

20% at the moment.  We’ll get into more of 
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this below, but the Russia/Ukraine skirmish 

elevates the risk of stagflation considerably – 

and such an outcome boxes in the Fed even 

more.  Recall stagflation is sluggish growth 

with rising inflationary pressures – kryptonite 

for the ‘The Fed has your back’ philosophy 

that investors have gotten so used to over the 

past twelve years. In such an environment, 

real assets will trump financial assets, where 

staples and essentials should perform better 

than discretionary and financials from a sector 

standpoint, healthcare and materials should act 

well as a defensive / inflation hedge barbell, 

and even Mega-Cap Tech should hold up 

better given their dominant positions in their 

respective markets.   

 

Please don’t get me wrong – I put these 

thoughts and expectations out there 

understanding that the investment backdrop at 

the moment could change in the next 24 hours, 
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and as a result, so could my view.  That 

doesn’t mean a complete 180 on the overall 

portfolio allocation or strategy, but just a way 

of saying we all should aim to remain fluid, 

open-minded, and adaptable amid such a 

volatile and uncertain setup.  Afterall, the VIX 

is holding at a level of around 30, which 

indicates that a +/- 2% daily move in the 

equity market is ‘normal’.  Not until this 

volatility index moves down into the mid- to 

low-20’s should investors expect the 100-

point daily moves in the S&P 500 to 

moderate.  With that being said, I did observe 

some contrarian bullish signposts last week.  

One was the VIX not taking out its January 

24th high (thus making a lower high), and the 

put-to-call volume ratio topping 1.0 for just 

the second time this year.  Both are indicators 

that bearish positioning and hedging is 

running pretty high at the moment.       
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We also had the AAII survey showing the 

bear camp rising to 53.7% and the bull share 

down to 23.4%.  This is a 30-point spread 

which is nearly as wide as it gets, and 

historically is a solid contrarian indicator 

signaling that a lot of negative sentiment is 

currently priced in.  See the chart below with 

the S&P 500 in pink, the AAII Bear Reading 

in orange, and the vertical yellow lines 

marking periods with bearish sentiment as 

high as we currently are experiencing.  Look 

what happened with the S&P 500 (pink line) 

in the subsequent weeks/months following 

such elevated levels of bearishness: 
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And this level of negative sentiment is not 

unique to just this survey either, as the 

Investors Intelligence Survey revealed an 

equal number of bears and bulls in its recent 

poll – a rare event as the bulls typically 

outnumber the bears, with March 2020 being 

the last time we saw a tie in this poll.  Then 
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there is the CNN Fear & Greed Index, where 

we are clipping the lower end of the ‘extreme 

fear’ that is typically observed in this index:     

 

Keep in mind that sentiment is not the be-all-

end-all in any investment decision making 

process, but it is a useful variable that must be 

accounted for and evaluated in all investors’ 

processes.  From an investment standpoint, it 

would be a big mistake to underestimate the 

economic and financial consequences of what 
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is transpiring in Ukraine right now.  Frankly, 

it’s impossible to know all of the potential 

ripple effects from the recent intensified 

sanctions, and add to this the geopolitical 

dominos of how China reacts, the legitimacy 

of Putin’s nuclear threat, OPEC’s interest in 

filling the potential natural gas and oil 

production void left by Russia if they use this 

energy dependence chip as leverage to further 

hamstring an already underway global energy 

crisis, and a fertilizer shortage that severely 

impacts global crop yields for a world that is 

already undersupplied… Not to mention a 

global economy that is coming off the strain 

of a global pandemic where the recovery was 

strongly aided and abetted by unprecedented 

fiscal and monetary policy – policies that are 

in the midst of doing an about face as they go 

from tailwinds to potentially one of the most 

severe austerity headwinds ever experienced.  

So yeah, there is a lot to account for and think 
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about, hence markets, investors, and 

professionals like myself are legitimately 

unsure from one day to the next.  As a result, 

most investors pull back, de-risk, and step 

aside in the interest of letting some of the 

‘known unknowns’ play themselves out while 

not having as much capital at risk. 

 

Let me make a comment on Putin here, which 

may end up being a huge mistake if I don’t 

properly articulate the point I’m attempting to 

make, but I’m going to try nonetheless.  The 

knee-jerk response to this Russian invasion 

and Putin elevating his nuclear readiness is 

that he is simply a madman.  And he very well 

may be, but I would encourage everyone to 

take the time to actually read the speech he 

delivered to the world last Thursday on the 

day Russia invaded Ukraine (Link to the Full 

Transcript ).  

 

https://www.bloombergquint.com/business/full-transcript-vladimir-putin-s-televised-address-to-russia-on-ukraine-feb-24
https://www.bloombergquint.com/business/full-transcript-vladimir-putin-s-televised-address-to-russia-on-ukraine-feb-24
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All I’m attempting to do by providing this 

information is to encourage anyone who is 

following these events to put a little time and 

effort into understanding the other side.  How 

could any of us even begin to attempt to 

comprehend the complexity of this situation 

without at least being able to open our minds 

to understand what, why, and how the other 

side is thinking?  I know we are all pressed for 

time, but forming opinions primarily off of 

news stories and headlines is doing a 

disservice to yourself and society at this 

moment.  I recall the headlines that came out 

of this speech, and they were very much 

sensationalized for the Western audience, and 

those headlines missed the thoughtfulness, 

eloquence, and deeply held grievances by 

Putin (and some or many other Russians) over 

the “humiliation” of the 1990’s when the 

Soviet Empire crumbled.  I don’t want to go 

too much further on this file in the interest of 
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being wrongfully interpreted as in some way 

supporting Putin or Russia’s stance, but what 

this speech suggests to me is that this is a 

leader that is dug in, who thinks he’s doing 

what he has to for the betterment of his 

people, and as such, perhaps explains the 

desperation (if/when he feels it…) leading him 

to believe that he is even more cornered than 

he already is.    

 

Forgive me if I butchered the delivery of what 

I’m trying to get at here, and that is that there 

is always two sides to every story, and 

understanding the other side provides valuable 

context in comprehending the entirety of the 

situation.  You don’t have to change your side, 

your view, and/or agree with the opposition, 

but I’m a believer that you are better off in 

understanding their point of view. 
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Alright, enough of that and let me get back to 

the markets, an area I think I understand much 

better than geopolitics.  In a nutshell, this 

unrest in Russia/Ukraine has all the makings 

of intensifying a stagflationary shock.  The 

global impact of Putin’s war will be most 

acutely felt through the commodities channel: 

oil, natural gas, grains, fertilizers, and select 

base metals.  This will put upside pressure on 

inflation, but you can’t ignore the potential 

negative impacts this may have on economic 

growth as well.  This will act as another tax on 

global consumption (precisely what inflation 

and higher energy prices are) and potentially 

undermine business confidence.  

 

Recall that Ukraine has vast amounts of 

critical raw materials: 

• Europe’s second largest natural gas 

reserves (Norway has the most) 

• Sixth largest iron-ore reserves in the world 
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• Tenth largest titanium reserves in the 

world (second most in Europe) 

• Rich in both agriculture and critical “rare 

earth” minerals 

 

As for Russia: 

• World’s second largest natural gas 

producer 

• World’s second largest producer of oil 

(with the U.S #1, and the Saudi / OPEC+ 

group having slipped to #3) 

• Significant agriculture production in wheat, 

corn, and fertilizer (made from ammonium 

nitrate). 

 

The following chart provides a good snapshot 

of the combined totals: 
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As you could surmise, commodity exposure in 

investment portfolios is perhaps one of the 

best hedges in the current environment.  I’ve 

talked about the benefits of gold on many 

occasions, and it’s nice to see it living up to its 

billing, being up 4.25% year-to-date.  

Platinum and Palladium are also two other 

metals (palladium in particular) that are 

moving strongly higher with the potential for 

supply disruption and Russian sanctions.  See 
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the chart below from David Rosenberg, 

showing the Bloomberg Commodity Index 

putting in a new all-time high last week.   

 

 
 

But at the end of the day, it’s the energy 

markets that to me continue to look very 

constructive on many different time horizons.  

Understandably, we could see oil trade down   

-10% to -15% on the announcement of a 
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ceasefire or some other form of a negotiated 

agreement, but in my opinion, we were 

already in an energy crisis prior to the start of 

this geopolitical risk, and this event pulls the 

curtain back for anyone that wasn’t already 

aware.   

 

The fact of the matter is that the ESG / Green 

revolution narrative pushed by Wall St., 

political leaders from around the world, and 

naïve investors while castrating and 

demonizing fossil fuels has put us in a place 

where cheap energy has become something of 

an urban legend.  This isn’t to say that I’m not 

all for a more environmentally friendly energy 

policy, but what has gotten lost in the 

messaging is following a sound strategy to get 

from point A to point B.  Instead, we’ve put 

oil and gas producers into a position where 

aggregate capital expenditures have been cut 

nearly 70% from the 2014 peak (see chart 
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below).  As a result, with post-pandemic 

global demand making new all-time highs, we 

have producers that have done little in the way 

of capital deepening to offset this increased 

demand with new supply.  Hence, we get a 

sustained rise in prices with little hope of them 

coming back down in a meaningful way 

anytime soon.      

 

 



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. 

 

 

It's the World’s reliance on Russian oil 

production that has ceded a lot of leverage to 

Putin to take this course of action in the first 

place.  It is also why those imposing the 

sanctions have gone out of their way to avoid 

hitting energy prices, as Europe is already 

dealing with the highest energy costs it has 

experienced in decades.  I found the below 

tweet from a U.K. journalist to aptly sum up 

the predicament that the largest economy in 

Europe finds itself in when trying to hit Russia 

hard with sanctions while not forcing its 

economy into a recession of its own:  
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Let’s take an energy market that I’ve been 

extremely constructive on for the last four 

years, Nuclear Energy, and the fuel that goes 

into operating nuclear reactors – Uranium.  

Russia is responsible for roughly 20% of the 

world’s uranium primary production and 43% 

of its enrichment capacity.  Already coming 

into this year, this market was in a supply 

deficit, and now it is confronted with a 

situation where global utilities are questioning 

both the morality and security of supply by 

contracting with Russia producers, and all of 

the sudden we have the makings of a gigantic 

scramble for any uranium production outside 

of Russia.  Germany is realizing just how 

vulnerable its energy dependence on Russia 

has made it that rumors are now swirling that 

they are considering postponing the 

decommissioning of their last three nuclear 

reactors.  Talk about a set of uranium catalysts 
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that none of us bulls had on our bingo cards 

coming into the year.  Although the strong 

fundamental setup existed with or without this 

catalyst, but this did hasten its liftoff.  

 

Bottomline, for the moment commodity 

exposure in many of its various forms is a 

necessity for portfolio diversification.  

However, investors need to be cognizant that 

commodities are cyclical (outside of gold) and 

as a result will be highly correlated with 

economic growth.  This makes extrapolating 

the recent strength in the commodity space 

very nuanced in that we are already seeing 

U.S. growth slowdown considerably.  The 

Atlanta Fed just cut its Q1 GDP forecast in 

half to 0.6% from 1.3% just a week ago.  I’m 

seeing other leading economic growth 

indicators continuing to weaken as we 

progress through the year.  Our research still 

suggests that a recession in 2022 remains a 
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low probability outcome, but the probability is 

rising.   

 

So, while commodities have performed well 

so far this year and they seem like they have a 

lot of tailwinds going for them, I encourage 

new entrants to exhibit a little restraint and 

patience with deploying new capital at this 

particular moment.  As for the equity market, I 

had been warming to the notion of increasing 

portfolio exposure to emerging markets, but 

this spike up in commodity prices and 

inflationary pressures hits most emerging 

markets harder than developed markets.  Not 

that I don’t continue to lean bullish on a 

longer-term basis, but recent events have 

tempered my near-term enthusiasm.  As for 

U.S. equities, I lean more in the bullish camp 

at the moment than the bearish camp.  Coming 

into the week, we have 67% of the stocks in 

the Nasdaq down -20% or more from their 
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highs, and nearly 30% of the S&P 500 has 

suffered a similar fate.  That is a lot of froth 

and excess that has gone through a meaningful 

cleanse.  Furthermore, I think there is a fairly 

high probability that the morning lows last 

Thursday represented a tradeable low for the 

next 2 to 3 months, but my conviction on that 

being the low for all of 2022 is 50/50 at best.   

 

In closing, in addition to paying attention to 

the unfolding of events in the Ukraine, 

investors have a full plate of economic data 

points and Fed commentary to monitor this 

week.  Fed Chair Powell will be testifying in 

front of the House and Senate on Wednesday 

and Thursday morning.  In light of recent 

events, investors will be glued in to see if 

there is any change of tone in the aggressive 

tightening path Powell and his colleagues 

have laid out this year.  Any walking back will 

be market moving and I suspect constructive 
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for the near-term path of risk assets.  

Additionally, we have ISM manufacturing 

PMI on Tuesday, ADP employment report on 

Wednesday, and then the BLS jobs report on 

Friday where the bar has been set pretty high 

with consensus estimates for a +400k print 

and +0.5% on wages.   

 

Let’s just say the investment environment is 

extremely fluid at the moment, and could 

change on a dime depending on the war in 

Ukraine.  Lots of unknowns and highly 

complex – so stay humble, disciplined, and 

have a plan in place to execute upon when the 

time is right.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


