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April 25th, 2022  

 

Don’t overreact, in either direction… 

Every day that the Fed talks, the bond market 

seems to take it on the chin, and this leads to a 

domino effect on the rest of the market.  In 

particular, because we have now entered into a 

window of vulnerability within both the 

economy and capital markets, where the Fed’s 

“operation break stuff” policy-tightening-

strategy is potentially reaching a climax.  In 

the world of global financial markets, money 

matters, and the price of money is derived 

from the level of interest rates.  With that 

being said, the speed and extent of the rise in 

U.S. Treasury yields this year has reached 
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breathtaking levels.  Since the start of 2022, 

the 2-year T-bill yield has risen from 0.73% to 

2.59% (186 basis points, or almost a 

quadrupling in short-term yields), the 10-year 

T-note yield has increased from 1.51% to 

2.80% (129 basis points, or almost a 

doubling), and the 30-year T-bond yield has 

gone up to 2.90% from 1.90% (100 basis 

points, or a 50% rise YTD).  As a result, the 

U.S. bond market is off to its worst start to a 

year (-9.5%) on a total return basis in its 

history (hat tip to Jim Bianco, who has been 

putting out some great analysis via Twitter on 

this issue).   
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Context is important on this front, in that we 

are talking about a tradable global bond 

market that eclipses $100 trillion in value, 

which has experienced a staggering $10 

trillion in losses from this global rise in yields.  

And this is from the side of an investor’s 

portfolio that most consider to be less risky 
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and/or the most stable piece of a well-

diversified portfolio. 

 

Thus far, it has been the bond market that has 

been leading the charge to the downside this 

year in terms of investor pain as equities have 

held up (still down, but better on a relative 

basis…).  Well, after Chairman Powell 

affirmed during last Thursday’s IMF 

Conference that the Fed will be raising rates 

“expeditiously” to get to a neutral level (a 

theoretically derived level that is 

unobservable…), including a likely 50 basis 

point hike on May 4th – equities have been 

plunging ever since.  From Thursday 

morning’s high to this morning’s low, the 

S&P 500 has lost -7% – all in less than 20 

trading hours.     

 

Markets are currently pricing in hikes of 50, 

50, and 75 basis points at the next three 
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meetings, which would represent the most 

aggressive tightening path in a three-month 

period since they hiked 800bps in the first half 

of 1980.  Should the Fed follow through on 

this path, they will crush inflation in the 

cyclical parts of the economy (not the parts 

that are impacted by supply chain 

disruptions…) by pushing the U.S. economy 

into recession.  While such a path is not a sure 

thing, it would behoove all investors to at a 

minimum be open minded to the possibility, 

and at worst to brace for it.   

 

This is the message that is now beginning to 

show through a lot more clearly in the equity 

market, as the Nasdaq Composite and Russell 

2000 move back down to -20% selloffs from 

their November all-time highs.  The S&P 500 

has moved back into correction territory         

(-11.0% ytd) after falling -2.8% last week (its 

third consecutive weekly decline), and is now 



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. 

 

down -6% for the month of April.  What is 

interesting about this quick -7% plunge in the 

S&P 500 since Thursday morning is that 

everything is getting sold – even the 

defensives (Utilities, Consumer Staples, and 

Healthcare) were getting hit in a clear 

indication that investors were looking to 

simply de-risk portfolios.  This is typically an 

indication that you are deep into a market sell-

off, but always remember that equities are 

more prone to crash from oversold conditions 

than they are from overbought. 

 

Commodities was another area that investors 

were being rewarded with gains this year 

while hiding out in this sector, and they got 

absolutely smoked over the last three trading 

days.  Oil is trading back below $100/bbl, and 

below levels it traded at prior to the Russian 

invasion of Ukraine.  In the short-term, the 

global Strategic Petroleum Reserve (SPR) 
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releases coupled with renewed China 

lockdown risk, as well as weakening global 

growth, are all contributing to push oil prices 

lower.  But intermediate and long-term risk 

still remains to the upside given the eight-year 

period of underinvestment into replenishing 

oil reserves.  There is a structural 

supply/demand mismatch in this area that will 

reveal itself over the next several years, but 

that doesn’t conceal it from experiencing 

violent reversals to the downside like what 

we’ve seen over the last several weeks.  At 

this moment, the only commodities I follow 

that are still holding in there are corn and 

wheat.  Base metals and other energy 

commodities that I remain structurally 

constructive on, like copper, platinum, silver, 

and uranium, have just recently rolled over in 

an aggressive fashion. 
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The FX market is confirming the risk-off 

mood, with the DXY Dollar Index breaking 

out and looking like it has a date with its 

March 2020 all-time highs.  The U.S. dollar 

being one of the world’s strongest currencies 

is another torniquet for tightening financial 

conditions, and puts a lot of pressure on both 

commodities and emerging market economies.  

As U.S. interest rates move higher, it makes 

sense that the U.S. dollar attracts foreign 

capital flows.  One thing I’m on the lookout 

for is if the combination of higher bond yields, 

recession risks on the rise, peak Fed 

hawkishness (???), global equity markets 

breaking down more broadly, and 

commodities starting to give way finally 

begins the process of capping the rise in 

Treasury yields.  I’m starting to see signs that 

the long-end of the yield curve may be carving 

out a top.  If we get the combination that I 

expect in the second half of the year of 
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weakening economic growth and falling 

inflation (disinflation, not deflation…), 

Treasury bonds may well be the best 

performing asset an investor could own.  

Admittedly, I’ve been early on building up a 

position in this area thus far this year, but my 

analysis and process still suggests that this is 

one of the best areas to own in such a setup.  

Even during the Stagflationary era of the 

1970’s, Treasury bonds rallied significantly 

during the episodic periods of economic 

contraction in a decade that is synonymous 

with inflation.  

 

Looking ahead, this is a big week for 

corporate earnings with Apple, Microsoft, 

Google, and Amazon all scheduled to report.  

All of these giants have retreated this year, 

with Apple down about -9%, Amazon off         

-3%, Alphabet down -15% and Microsoft 

falling -17%.  Given the outsized weight of 
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these names within the major averages, this 

has the potential to put a floor under the 

market (at least temporarily), or continue to 

drag it lower.  Nearly 180 companies in the 

S&P 500 – worth roughly half of the 

benchmark index’s market value – are set to 

release their quarterly results.  So far earnings 

have been holding up this reporting season, 

but they have not been strong enough to offset 

an extremely hawkish Fed, which has 

compressed the market multiple.  The S&P 

500 is still trading at about 18x forward 

earnings estimates, which is down four points 

from 22x last fall, but it remains well above its 

long-term average of 15.5 times. That’s a 

hefty premium, even after this year’s setback 

with both interest rates and recession risks on 

the rise. 

 

Let me round out this week’s missive with 

some closing thoughts, which starts and ends 
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with the psychological shift in investor 

behavior that has taken shape in the post-GFC 

era.  Since that time frame began and the Fed 

rolled out its unprecedented monetary policy 

tool kit, it’s been ingrained into investors’ 

minds that Fed policy is by far and away the 

most dominant variable for asset prices.  Yes, 

economic growth, earnings, profit margins, 

and fiscal policy are all important and matter 

at the margin, but it’s the Fed that sets the 

table for everything.  So, with the Fed upping 

the ante as it has been since November, in 

what is setting up to be the swiftest and most 

aggressive tightening cycle in history – it’s 

none too surprising to see asset prices react in 

the manner they have been.  I’ll be the first to 

admit that three months ago, I didn’t think the 

Fed could/would be nearly as hawkish as they 

have become, but they’ve proved me wrong 

and as a result I’ve had to adjust my thinking 

and positioning.   
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And even though I don’t think they can follow 

through on the nearly 2.50% in rate hikes that 

is currently priced into the bond market, I’m 

more convinced than ever that they are going 

to at least try for it.  Inflation has become 

priority number 1, and it does not seem like 

that they will pivot before inflation readings 

are meaningfully lower, even if it sacrifices 

some job growth or even leads to outright job 

losses.  As such, this is a dangerous setup for 

investors, fraught with heightened volatility, 

indecision, and confusion.  Keep in mind that 

we haven’t even started QT yet – that is set to 

start in May, and that is going to drain even 

more liquidity out of a financial system that 

already is showing signs of seizing up.   

 

Having said that, one might be inclined to 

think that I’ve gone full on market bear and 

have adapted the ‘bunker portfolio’.  Well, no, 
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and no.  Yes, we have taken down risk in 

client portfolios, with only about a 50% 

weighting to equity markets at the moment.  

That may seem high to some, and to others 

that may seem low – but to me, it’s a prudent 

posture at the moment and gives me 

optionality for opportunities as they present 

themselves down the road.  For example, the 

S&P 500 has built out a fairly defined trading 

range between 4,200 and 4,650 over the last 

couple of months.  At the upper end of this 

trading range, I’m inclined to lighten up on 

equities, while at the lower end I’m inclined to 

be a buyer.  On Friday, we were doing some 

buying, and this morning we were doing some 

more.  There is a plethora of indicators at the 

moment suggesting investors should be 

putting some money to work: sentiment is 

extremely washed out, the VIX moved above 

31 and into ‘extreme fear’ territory this 

morning, breadth readings are extremely low, 
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and the Put/Call ratio is reaching levels 

indicative of a lot of hedging having already 

taken place.      

 

Eventually, this range will break, and my 

analysis at the moment suggests it’s more 

likely to break below 4,200 than it is to break 

above 4,650.  But until it breaks out in either 

direction, I don’t intend to alter portfolio 

allocations too much.  Once again, I adhere to 

the philosophy that a truly objective and open-

minded analyst should be wed to his/her 

partner, and not his/her forecast.  So, this is 

always subject to change as incoming 

information dictates.  With that being said, I 

do expect to be a more material buyer of 

equities (increasing overall portfolio 

exposure) should the S&P 500 trade below 

4,000, and perhaps even as low as 3,700.  I 

wouldn’t be shocked to see – if we do slip into 

a recession – that the S&P 500 trades as low 
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as 3,200, as that would represent a -33% 

decline off the all-time high, and in-line with 

the average -38% recessionary decline in the 

post-WWII era.     

 

I don’t look at these as forecasts, but more so 

as an exercise in thinking through various 

scenarios and having a plan if they did 

eventually come to fruition.  The best long-

term buying opportunities come during 

recessions, but you can’t take advantage of 

them if you’re already loaded to the gills 

while they are playing out.  It’s during 

recessions that you want to be at your most 

aggressively allocated investment posture.  

That, in my opinion, is not here, and not now.  

Alternatively, the Fed could engineer a soft-

landing and we may be near or at the lows for 

this correction at this very moment.  If that 

ends up being the case, then the portfolios I 

oversee will be more underinvested than I’d 
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like them to be, but I’ll adapt and adjust 

accordingly.    

 

In a nutshell, when I walk through my big 

picture view of the equity markets, I have a 

harder time seeing a compelling bullish view 

than I do the bearish view.  That’s just how I 

see things at the moment.  As a result, I’m 

working through a plan of how to preserve 

capital in the here and now and how and 

where to redeploy capital in the future.   

 

Let me end with this stat that I heard on a 

podcast over the weekend (although I can’t 

remember which one to properly give them 

the credit they deserve), but they were 

comparing the performance of gold versus the 

S&P 500 over various time periods over the 

last three years.  So, I ran the analysis myself 

and confirmed the surprising stats they were 

talking about.  It should come as little surprise 
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to anyone paying attention that over the past 

month, 3-months, and 12-months, gold has 

outperformed the S&P 500: -1.55% vs.             

-5.43%, +5.38% vs. -2.43%, and +7.93% vs. 

+4.71%, respectively. However, what did 

surprise me was that the performance of gold 

versus the S&P 500 over the past three years 

(4/25/19 – 4/25/22) is a dead-heat, with Gold 

up 50% and the S&P 500 up 52% (see chart 

below: GLD in yellow and SPY in blue).   

 

Think about this stat for a moment.  We’re 

talking about a metal that has very little 

functional use in society (medical, electronics, 

automotive, and aerospace, but mainly used 

for jewelry and as a store of value…), 

generates no earnings and pays no dividends, 

yet has generated the same return performance 

as a collection of companies that do generate 

earnings, produce all kinds of goods and 

services, and pays investors an income stream.  
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So, one way of thinking about the last three 

years is that both assets represented a store of 

value for investor wealth, that kept up with the 

monetary and fiscal excess that was injected 

into the global financial system.  In all 

fairness, over the past 5- and 10-years, the 

S&P 500 has left gold in the dust in terms of 

performance, but that was in the midst of one 

of the greatest equity bull markets in history.   
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The point I’m trying to make is that investors 

have many choices at their disposal as to what 

they can invest in, and at certain times some 

things work better than others.  You don’t 

have to own the same stuff at all points during 

the evolution of an investment cycle.  Being 

fully invested doesn’t always have to apply to 

being all stocks, all bonds, all commodities… 
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my advice is to be invested (which at times 

includes cash as an allocation choice…).  You 

can still find things in the currently complex 

and confusing environment to keep you in the 

game, but also give you peace of mind and 

keep you from overreacting to your emotions 

when prices are gyrating this violently.   
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


