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2020 - Good Riddance

This is where we are meant to summarize the past 12 months -- a short and severe bear market in
equities, followed by an unexpected and unprecedented bull market recovery to new highs, interest
rates driven to all-time lows by aggressive central bank policy, fiscal stimulus the likes of which we
have not seen since World War II. Overall it was a miraculous escape from what easily could have
turned into another Great Depression. Add to that a major dose of US, UK and German ingenuity, of
science and industriousness coming to the rescue, cutting the vaccine development timeline from
nearly a decade to less than a year.

All that is true, yet smacks as cold-hearted in a world suffering at the hands of Covid-19. It was
inevitable that our most lethal pandemic in a century would be marked by trial and error and
heartbreak. There was no chance for policy response to be right on target in 50 states, supported by
irrefutable science, limitless health care capacity, and nationwide compliance. That is a fantasy.
What it should not have become was a political litmus test, where the easiest way to measure a
person’s party persuasion was to ask a couple simple questions about governments’ response to a
novel virus.

Here is the unvarnished truth:
Covid-19 was the third leading cause of death in the US in 2020, ten-times more lethal than a typical
flu season.

The US accounts for less than five percent of the world’s population, yet 19 percent of the world’s
recorded Covid-related deaths. This in the world’s most expensive health care system. Sure, there is
under-reporting of Covid-19 cases in many countries. Still, there is no honest way to square this
circle. Itis a tragedy and disgrace wrapped into one.

The best we can say about 2020 is that it is over. Come springtime, a light of real hope will appear.
[t promises warmer weather enabling outdoor activities and natural distancing; vaccinations by the
millions; better treatment for those severely infected; and a greater understanding of long-term
ailments from the disease.

Best case, the light shines on, and there will be no turning back. It will be good-bye and good
riddance.

To all, a healthier and happier New Year, and a hope for the best case.
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Missed It By That Much

March 4, 2020 David Stockman: “The stock market is heading not only for another 50% correction
(1600 on the S&P 500), but also a long L-shaped bottom rather than a quick V-shaped rebound which
occurred after 2009.” -- Published note on PeakProsperity

March 24, 2020 Nouriel Roubini: “With the COVID-19 pandemic still spiraling out of control, the best
economic outcome that anyone can hope for is a recession deeper than that following the 2008
financial crisis... The risk of a new Great Depression, worse than the original — a Greater Depression
— is rising by the day.” -- Published note on Project Syndicate

March 25, 2020 Peter Schiff: “What the Fed is doing is extremely bearish for the U.S. economy... It
ensures that this recession, depression that we're entering is going to be extremely brutal in the
inflation that is going to ravage the economy, particularly investors and retirees.” -- Fox Business

March 26, 2020 John Hussman: "I continue to expect the S&P 500 to lose about two-thirds of its
value over the coming years." -- Hussman Funds

March 31, 2020 Jeff Gundlach: “The low we hit in the middle of March ... | would bet that low will get
taken out... The market has really made it back to a resistance zone and the market continues to act
somewhat dysfunctionally in my opinion... Take out the low of March and then we’ll get a more
enduring low.” -- CNBC

April 1, 2020 George Soros: "We're going to have the worst bear market in my lifetime."
-- Business Insider

April 23,2020 Albert Edwards: "Many equity bulls think it is inevitable that massive central bank
liquidity will boost equity prices. This strikes me as ludicrous... The collapse in profits is highly likely
to fatally undermine the argument that equities can look through the valley. I expect instead ample
liquidity to flow into government bonds." -- Business Insider

May 12, 2020 David Rosenberg: “So even as the stock market is telling you that it is all figured out, I
can assure you, what we face at this very moment is a highly uncertain economic future, and
unfortunately, most of the longer-term risks are to the downside, not the upside. We are in a
depression, not a recession. It's a depression. I didn't say the Great Depression; it's a depression.”

-- Advisor Perspectives

Selective reporting no doubt, but for those keeping score, it was zero for eight on these insights...
from some of the best and brightest no less. Nobody said this is easy, but jeez.

Source for all quotes: Michael Cembalest of ].P. Morgan Asset Management.
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Worst of 2020

What changed here?

Everything is political these days, including our mood. People enjoy hating the other side more than
they embrace their own team. There was a time most Americans hoped their President succeeded,
remembering that, as JFK noted, a rising tide lifts all boats.
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No Shame

In governance and health care, it is not always easy to get it right, but at least try not to get it
horribly wrong. Governor Andrew Cuomo of New York not only allowed Covid-infected patients into
vulnerable nursing homes, but directed that it be done. By last count, and that was months ago,
Governor Cuomo had over 5,000 deaths to answer to.

Sweden’s government decided its modern society need not follow the health guidelines of other
advanced nations. Instead, it took a laissez-faire approach to quarantines, lockdowns, distancing and
other precautions we practice. Its people were enlightened and could be trusted to act responsibly.
The result? Compared to its neighbors Finland, Norway and Denmark, the Swedes suffered a fatality
rate over six times what it should have been. That’s about 7,000 extra deaths.

While Sweden recently reversed its policy, it shares a common trait with Governor Cuomo.
No apologies.
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2020 Personal Selections

Investor Foresight
”... the dominant consideration for investors: the lowest prospective returns in history.”
-- Howard Marks, Oaktree Capital Management, October 2020

Brave New World

Herd immunity, 1800-2019: a campaign to inoculate a sufficient portion of the population so that a
disease is either suppressed or eradicated.

Herd immunity, 2020: the concept that, if we Kill everyone who is susceptible to Covid-19, there will
be no one left to die, at which point we can return to our normal lives.

Humility

"That's way beyond my expertise." -- Robert Wilson, winner of the Nobel prize in economics, when
asked a question outside his specialty but certainly within his knowledge base.

The world would be wiser if everyone applied this rule. Also duller. Much duller.

Bye Bye California

Silicon Valley is on the move. Software giant Oracle recently announced its decision to move to
Austin, Texas. Hewlett-Packard Enterprise decided to relocate its corporate headquarters to
Houston. Elon Musk, founder of Tesla and SpaceX, has changed his residence from California to the
Austin area. Lesser-known analytics company Palantir moved from Palo Alto to Denver.

[s the trend-setting state seeing the start of a damaging trend -- a corporate exodus?

Sad To See

More than 100,000 restaurants closed last year, twice the normal level.

The shift from traditional retail to e-commerce accelerated by some five years in 2020.

Brands filing bankruptcy include Ascena Retail, Brooks Brothers, Century 21, Gold’s Gym, Guitar
Center, J.C. Penney, Lord & Taylor, J. Crew, Neiman Marcus, and Tailored Brands.

Shattering An Icon

You can always pick out a ski instructor on Vail mountain. They wear spiffy blue Helly Hanson outfits
and shuffle through express lift lines. They also wear badges with their name and hometown, which
is where this story begins.

One day on a lift line an instructor’s badge caught my eye and I just had to ask,

Q: “Hey Allison from Rumson, New Jersey, did you know the Boss?”

A: “He was my tee-ball coach!”

In other news, [ am offering to sell a Born To Run poster, circa 1975. It has lost its meaning.
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https://www.barrons.com/quote/HPE

Worth Pondering Once Again

“But how do we know when irrational exuberance has unduly escalated asset values, which then
become subject to unexpected and prolonged contractions as they have in Japan over the past
decade?” -- Then Federal Reserve Chairman Alan Greenspan, December 1996

Social Justice Capitalists

In December it was announced that Stevie Nicks of Fleetwood Mac fame had sold the rights to her
music catalogue for upwards of 100 million dollars. Now, there is plenty to like about Ms Nicks, but
100 million? Really?

Within weeks it was reported that Bob Dylan was also selling his music rights. While the sale price is
undisclosed, it will surely exceed Ms Nicks’s haul. Tangled up in green.

Gratitude

For the front-line medical workers who took on a deadly virus to assure our health care system and
society continued to function. Sure, they are trained in this, and sure, they are paid for this, but
nobody really signed up for this.

For the scientists at Pfizer, BioNTech, Moderna, Astra Zeneca, University of Oxford, Johnson and
Johnson, Merck and other companies, who have shortened the vaccine development timeline by
anywhere from 75 to 90 percent.

Fading Predictions

This is the time of year when Wall Street’s self-anointed gurus offer their insight in the form of
guesses about the coming year. In the wake of a global pandemic, a short yet severe bear market,
followed by an equally surprising bull market, fiscal stimulus on steroids, zero interest rates and the
Federal Reserve buying junk bonds -- none of which anyone foresaw a year ago -- perhaps it is time
to end the charade of playing clairvoyant. It seems the only wisdom on the subject came from Yogi
Berra, who observed: “It’s hard to predict, especially about the future.”

Personal Achievement

Out went the health club membership, in came a home gym. Istill need a better work-out mirror, as
mine makes me look old, fat, and slow. The latter is especially perplexing.

Also, I vowed to give up tofu, green peas, and political banter, forever; and strived not to falter on
these. Status report: Two out of three ain’t bad.
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Tidbits...

International Monetary Fund sees slightly better global economy, expects decline of 4.4 percent for
2020. Expect most economies to remain below 2019 levels until end of 2021; pandemic damage is
permanent and will not be recovered.

International Energy Agency forecasts long-lasting drag on oil markets from coronavirus, with
demand taking years to recover and peaking at lower level; end to oil’s century-long growth in sight.

US federal budget deficit hits record high 3.1 trillion dollars in fiscal year 2020, as pandemic blows
away any pretense of fiscal restraint.

Short-form mobile streaming app Quibi, upstart with big-time management chops and financial
backing, calls it quits after six months.

Walmart stops using robots to track inventory in stores, finds humans are better at the task.
Commerce Department backs down on plans to effectively ban TikTok in US.
Federal Aviation Administration lifts grounded order for Boeing 737 Max after 20 months.

Peru, last bastion of fiscal responsibility, sells 100-year bond at yield of 3.25 percent.
Just kidding about the fiscal responsibility

Study projects US government will lose 435 billion dollars from defaulted student loans, one-third of
total outstanding balance.
Surprise

California prison scam: state is duped into paying 140 million dollars in unemployment claims to
prison inmates.
Surprise, surprise

Government report says US botched its measurement of unemployment, payroll support payments,
in midst of pandemic.
Surprise, surprise, surprise

Facebook is sued by Federal Trade Commission, 46 state attorneys general, for monopolistic

practices.

38 states, Justice Department file lawsuits against Google over anti-competitive behavior.
Big Tech in the crosshairs

US population grew eight percent in last decade, slowest pace since 1930s.
Time to revise our immigration policy

Russia-based hacking scheme claims 200+ US government and corporate victims.
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Source:

Bloomberg

]J.P. Morgan

Seeking Alpha

The Wall Street Journal
Wikipedia
www.Worldometers/info
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Equities

S&P 500 Index
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A short, severe bear market set in, only to be followed by record high stock prices. Nothing says
expensive stocks cannot move higher, but the risks are also enhanced.
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US small cap stocks re-joined the equity party, setting new highs.
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MSCI EAFE Index
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Developed international markets, carried higher by a rising tide, are still laggards. Sluggish, heavily-
regulated economies with high costs and little innovation make for unappealing investments.

MSCI Emerging Markets Index
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Emerging market action is somewhat more encouraging, and its prospects brighter. Hard to believe,
both developed international markets and emerging markets made their all-time highs in 2007.
If mean reversion ever kicks in, there is plenty of catch-up room for emerging markets.
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Bonds

Bond Yields % from top: High Yield (top line), Baa rated, AA rated, 10-Year US Treasury (bottom line)
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Yields plummetted since March as central banks became huge buyers of bonds, junk included.
The global bond market must be the most over-priced asset class, now offering return-free risk.
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If Treasury yields are lower forever, how long does forever last?
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Monetary Policy

Federal Funds Target Rate %, Upper Bound of Range

.50

Mar Jun Sep Dec. Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec
2016 | 2017 | 2018 | 2019 | 2020 |
FDTR Index (Federal Funds Target Rate - Upper Bound) 3 year simple D CopyrightZ 2020 Bloomberg Finance L.P. 02-Dec-2020 16:31:06

The Federal Reserve has made it clear, short-term rates will remain near zero for years to come.

Money Supply Growth
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Money supply has exploded, testing the long-held belief that inflation is always a monetary
phenomenon.
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Commodities

Continuous Commodity Index
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A broad basket of commodities is showing some life after a lost decade, and would be further
supported by a weaker US Dollar.

Gold Spot Price
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Gold should continue to benefit from the low-rates, easy money, free spending policies of
Washington, along with Dollar wekaness.
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West Texas Intermediate Oil Price
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Oil briefly traded at a negative value in 2020, which is supposed to be impossible. The long-term
outlook for oil came into further doubt with the demand destruction of the global recession.
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Natural gas finally shows some strength, but in the context of a plentiful commodity at low prices.
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US Dollar Index
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The US Dollar made a major reversal in 2020 and seems to have entered a weakening phase.
A moderately weaker dollar is generally seen as favorable for many asset classes.

US Corporate Profits in $billion
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US corporate profits, on a pre-tax basis, recovered surprisingly quickly to record levels. The
recession did not hit all segments of society equally.
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US Privately-owned Housing Starts (000s)
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The housing market recovery shifted to a higher gear in 2020, supported by lower mortgage rates.
The biggest problem for home buyers is a dearth of available homes for sale, thereby boosting new
construction.

US Household Real Median Income $
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One of the understated achievements of the last five years has been the acceleration in household
median income, inflation adjusted, after a lost generation of stagnant incomes.
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US Unemployment Rate %
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The job market will take years to fully recover from the damage of the recession.
US Labor Force Participation Rate %
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Labor participation rates were already in a long-term downtrend before 2020 and only worsened in
the pandemic.
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