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January 4th, 2021  
 

A look back, and a look forward… 

Well, here we are in a new year with 2021’s first trading day getting off to a not so good start as all of the 

major averages stumbled by more than 2% at their lows of the day.  Time will tell whether this ends up being 

more than just a one or two day shake out ahead of the Georgia Senate run-off election, where the betting 

markets have pushed the odds to a 50/50 coin-toss on the Democrats taking both seats (more on this and its 

possible implications below).  It’s hard to kick off this first missive of 2021 any other way than to weave in a 

little bit of a look back and reflection on what transpired over the past twelve months.   

 

It’s rather amazing that in a year where so much misery and carnage could befall certain households, 

businesses, and the economy in general that the Nasdaq would rip 44% in 2020 and the S&P 500 would log a 

gain of 16%.  Afterall, we entered December in the heat of another Covid wave hitting the U.S. as case 

counts, hospitalizations, and deaths made new records, and how did markets respond?  The S&P 500 

appreciated by 3.7% and the Russell 2000 ripped by over 8%.  Ah, you gotta appreciate the ability of a well 

measured cocktail of greed, investor speculative fervor, massive central bank liquidity, and fiscal juice to 

keep the party going.   

 

In all sincerity, I attempt to remain measured, prescient, and insightful when writing up these missives, so 

keep that in mind when I say that in certain areas of the capital markets today, we are witnessing some of the 

most speculative and momentum driven activity on record.  I have no skin in the game when it comes to 

Tesla or Bitcoin, but consider that these two securities (one being a company and the other an abstract idea – 

okay, maybe a network, maybe a store of value, maybe a currency, maybe a commodity, maybe a 

technology…pick a day and you’ll get an argument supporting any one of these narratives) rose by 743% 

and 305%, respectively, in 2020.  Last year we saw more than 200 SPACs raise more than $80 billion dollars 

(these are blank check companies).  For sure, some of these listings have merit and value, but many of them 

are pure speculation being improperly rewarded in an environment of excessive liquidity.  Or how about the 

fact that average trading volume in the options market topped 30 million last year, making it a record year by 

far and easily surpassing the 19 million shares that traded hands in 2019.    

 

All I’m getting at is that there are pockets of the investment universe that entering 2021 are rife with 

speculative euphoria, which some investors will make a lot of money on, but these should be considered 

‘don’t touch’ areas for the masses that are unable to afford to see it all go up in smoke.   

 

Getting back to markets, investors who had the courage to start dipping a toe in (or even go up to the knee or 

hip) by allocating some capital to Asia were handsomely rewarded last year.  The Korean Kospi closed out 

the year with a gain of a little more than 30%, Japan’s Nikkei 225 gained more than 22%, China’s Shanghai 

Composite was up more than 21% in U.S. dollar terms, and the Emerging Markets equity index finished 
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2020 at a 23-year high while appreciating by more than 15%.  So, yes, there were many areas outside of the 

United States that investors could have taken advantage of last year and would have been more handsomely 

rewarded for doing so.  This is an investment theme we have been gradually reallocating more capital 

towards since last summer, and in a global economy where economic growth is scarce, some regions in Asia 

offer some of the best risk/reward setups according to our work – Southeast Asia in general, and India and 

China in particular. 

 

A couple thoughts on China, as this is sure to be a contentious point for U.S. investors with the ongoing 

tensions between the two regions.  None of this should be interpreted as anti-American or Corey abdicating 

his national allegiance – it’s about finding opportunities and attempting to capitalize on them if the research 

work suggests it makes sense to do so.  China is one of the few countries that didn’t have to take its interest 

rates to zero (let alone negative) or blowout its fiscal deficit to combat the pandemic.  What’s more is that the 

Chinese economy is one of the few that will register positive GDP growth in 2020.  I know, I know…you 

can’t believe the numbers.  Well, if we are all working off of the same false numbers, then does it really 

matter?  Unlike the U.S., where the S&P 500 is estimated to have 20% of its constituents that could be 

categorized as zombie companies, China has been clamping down on distressed companies and allowing 

them to default.  It’s also an area where the leadership appears to be coming down pretty hard on 

monopolies, and not to mention that through the first 10-months of 2020 they edged out the U.S. as the 

E.U.’s largest trading partner.   

 

Yes, it is a communist led regime where the politburo and CCP act as technocratic dictators, but a reasonable 

argument could be made that over the past year, it is China that has moved closer to acting like a capitalist 

economy than most other developed economies around the world.  Money supply growth in China is 1/3rd 

the rate of the U.S., the total debt load relative to GDP in China is 270% versus the U.S. at 365% (I know, I 

know…you still can’t believe the numbers, and I don’t, but we all have to work off of something), and the 

PBOC balance sheet relative to GDP is at a two-decade low versus the Federal Reserve’s being at an all-time 

high.  As you can see, there are more than a couple fundamental drivers supporting the investment merits of 

having some capital allocated on these trends continuing, and the currency markets are baring that out with 

the Yuan appreciating substantially against the U.S. dollar.   

 

As for the dollar, the DXY index continues to slide and has recently slipped below $90, and it will be 

interesting to watch the $88 level which was the lows it put in back in February 2018.  The chart looks ugly, 

and if that level goes then investors will be scurrying to be even more aggressive than they have already been 

in swapping their dollars for any other form of non-dollar-based asset.  Keep in mind that positioning on the 

dollar is pretty bearish at the moment and a countertrend rally should be of little surprise, but as the WSJ 

pointed out last week in very blunt terms in a story titled “King Dollar Abdicates and That is OK”, a weak 

dollar is welcome: 

 

“As most assets are priced in dollars, a weaker dollar often means higher asset prices on everything 

from stocks to commodities to emerging-markets bonds…the perennially strong dollar may be a thing 

of the past.  Investors are unlikely to miss it.” 

 

The greenback has been declining for 10 months now, and this gives us a reasonable enough time period to 

see how this has been one of several other variables that have assisted in the appreciation in many assets.  

Bitcoin is definitely one of those that has been on fire, but suffice it to say this parabolic rise is about more 

than just a couple of percentage points decline in the U.S. dollar.  The move in Bitcoin has garnered a lot of 

attention and has perhaps distracted the masses from realizing that gold gained nearly 25% last year in its 

best year in a decade, and silver surged by 48%.  Precious metals and hard assets in general are not solely 

driven by moves in the U.S. dollar, but when the central bank that oversees the world’s reserve currency 
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increases its balance sheet by 75% in a little over eight months, it’s little wonder why these instruments 

performed like they did.   

 

Not to mention that we ended the year with nearly $18 trillion worth of bonds carrying a negative yield and 

three quarters of global investment grade debt trading with a yield below 1%.  Money has to find a home 

somewhere, and as long as the bond market is offering such putrid returns, it’s not hard to understand why 

investors are seeking out alternatives wherever they can find them and however they can justify them.  But 

keep this indicator on the top of your watch list this year, because it is one of a few metrics that I think will 

be key in how almost all markets trade, and that is the level of 5- and 10-year real yields in the U.S., with the 

10-year real yield just today slipping to its most negative level since August at -1.06%.   

 

We also still have the pandemic to deal with, and I must admit that I continue to be surprised at how casual 

markets have been in overlooking the most recent wave, but perhaps the renewal and enhancement of more 

lockdowns will test the fortitude of all of us who are dismissing the potentially negative impacts on the data 

over the next three months as we focus on Q2 and beyond.    

 

As for the Senate run-offs in Georgia, yes, they are a big deal as the outcome will have a significant impact 

on policy over the next two years.  Recently the odds have shifted in the favor of Democrats perhaps 

procuring that blue wave, and I can’t help but wonder if the price action in markets today (where equities 

sold off hard, gold rallied +2%, and silver ripped by +3%) are the markets’ way of repricing for such an 

outcome.  We’ll find out soon enough, but I wonder if this could be a classic case of ‘be careful what you 

wish for’ when it comes to stimulus.  A Democratic sweep brings back into the equation a platform of 

redistribution of income from capital to labor, and while this would likely spell good news for Main St., it 

isn’t necessarily good news for Wall St.  If (and it’s still a big if…) both Georgia seats were to flip, we’re 

talking about an explicit move towards MMT, universal basic income, and higher tax rates on capital, and 

while I’m not making any moral or value argument for or against, I am confident that markets will be 

impacted both in the near-term and long-term.  Interest rates, inflation expectations, currency values, and 

equity valuations will all be impacted and likely forced out of the regime that has governed asset prices since 

the GFC of high liquidity, low rates, and expanding valuations.  Just thinking out loud here, but these are all 

things we need to consider.    

 

Let me try and simplify some of my thoughts and views as we kick off this year.  I am of the view that 

investors are carrying a lot of optimism into the year that life is very close to returning back to the way it was 

prior to the pandemic.  That is a little more optimistic than I expected, but that is what markets are signaling 

nonetheless.  What is much clearer to me is that the Fed or any actions they may take this year are not a 

concern for investors.  It was the Fed that put a floor under markets in late March with its aggressive moves 

by stepping in to backstop the sovereign and corporate debt markets.  Their actions were viewed as credible 

at the time, and while ultimately we can see today that they didn’t actually end up doing much with the 

facilities they created, it was the threat and markets responding to that threat which ended up being enough.  

And frankly, markets haven’t really looked back since with spreads collapsing and equities surging without 

really much of any hiccup to speak of along the way.  This is all in the face of an economy that has definitely 

recovered off of depressionary levels in March/April, but is far from repairing all of the harm that was done 

with the labor market in particular still roughly 10 million jobs short of where it was in February.   

 

Through all of the ups and downs that 2020 was, the one constant for investors was the Fed.  Sure, the 

vaccines coming to the fore much sooner than many of us expected was a big kicker for risk appetites 

towards the end of the year, but even this development did not cause the Fed to waver even one iota.  Only 

time will tell how long the Fed will be able to remain stoic in adjusting its extremely accommodative policies 

(well, employment and inflation will also have something to do with it…), but we are talking about Chair 
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Powell who cut rates and implemented QE-lite in Q4 2019 with the unemployment rate below 4% and 

inflation at the Fed’s 2% target. 

 

Go back through the history books and look at previous market and economic cycles, and the one variable 

you’ll see that is consistent in ending a bull market or economic expansion is Fed tightening.  That being the 

case, investors don’t have much to worry about on this front given the Fed is on record in indicating it 

doesn’t expect to raise rates through 2023.  Wink, wink, nudge, nudge – all of this is subject to change if the 

facts change, so do not let yourself be shocked if this gets adjusted along the way.  Such a backdrop does 

provide the foundation for today’s bubble areas to become even crazier or broaden out to even more areas, 

and that is why it will be important to have hedges in place in the portfolio – that could be treasuries, options, 

volatility, gold, and/or cash.  But most importantly, investors need to take responsibility and have awareness 

for how they are exposed, the risks they are taking, and be disciplined in staying on top of the ebbs and flows 

in the data and markets that could hurt them in a material way.  

 

When looking at U.S. equity markets today, it is difficult for any reasonably intelligent and objective 

investor to suggest that valuations in either the equity or credit markets are cheap relative to historical 

averages.  Sure, one could make the preferential argument on a relative basis or justify one’s valuation view 

based on current fundamentals, but don’t fool yourself into thinking that the S&P 500 trading at a CAPE of 

over 30x or a 10-year T-note yielding 0.9% with inflation at 1.6% is not an extremely rich valuation for 

either asset class.  Add to this sentiment readings that are currently at extremes, and a ‘can’t lose’ investor 

mentality that has been aided and abetted by global central bank policy over the past decade.   

 

This isn’t my way of sounding the alarm or attempting to scare you, on the contrary I find myself carrying 

the most risk in client portfolios that I have in many years, but I am more than acutely aware of the risks and 

what off ramps I’ll be taking to pull in this risk if/when things change that I determine would warrant such 

action.  In the meantime, I think the Fed finds itself in a very peculiar situation in which it is more boxed in 

than at any other time in the post-WWII era.  It is committed to maintaining a monetary policy stance that is 

prescribed for a deflationary recession well into the recovery phase of this cycle.  Last cycle it took the Fed 

nearly six years to start easing its foot off the accelerator, and as odd as it sounds, back then the Fed had a 

little more wiggle room via forward guidance than I believe it has today with its current open-ended 

commitment.   

 

So even though there is no policy risk from the Fed in 2021, it doesn’t mean investors should not be prepared 

for episodic bouts of downside volatility and perhaps a correction of 10-15%.  It’s what you do going into, 

during, and coming out of these corrections that will determine your financial success not only this year, but 

for other years as well.  As for where I’m leaning in a general sense with exposures: 

 

• Favor equities over fixed income, but still believe there is a place in the portfolio for the latter due 

to diversification, capital preservation, and liquidity purposes.   

• More inclined to increase equity exposure overseas while trimming exposure to the U.S. – favoring 

India, Southeast Asia (including China), and I like the U.K.’s equity market.  Portfolios are still 

overweighted to U.S. equities relative to international, but on the margin, I am more inclined to 

increase the latter, assuming the U.S. dollar bear market continues – as I suspect it will. 

• In the U.S. I still like energy, big-Tech (while I don’t expect their outperformance to be what it was 

last year, these are some of the best companies the world has to offer), industrials, healthcare, and 

materials. 

• Real assets of all kinds: precious metals (gold and silver), still a big fan of uranium (which finally 

started to move in my direction last year), rare-earth metals and materials that will benefit from the 

electrification of the global energy grid, and copper (although it had quite a run last year). 
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• On the fixed income side, I much prefer inflation protection securities and short-duration.  With 

spreads so tight and high yield interest rates so low, why bother accepting such low yields when 

you might as well take the risk in the equity market?  Keep in mind this view invites higher overall 

portfolio risk and volatility, so carrying a higher cash position is a way to adjust for the overall risk 

profile. 

• Income: safe, reliable, and growing income streams where ever you can find them.  I am of the 

view that a larger part of investor returns this year may come from the income component than has 

been the case with capital appreciation over the last couple of years.   

 

Lastly, for anyone who still thinks that there are not asset bubbles in certain areas of the capital markets or 

economy, have a look at the residential real estate market.  Let me throw in the caveat that I don’t think this 

is 2006 or the housing bubble part-deux, as the fundamentals are different today than they were then.  But, 

looking at the latest Case-Shiller home price index and seeing the year-over-year price trend through October 

increase +7.9% while the historic norm is +4.0% really has me scratching my head.  Not to mention that the 

annual trend in wage and salary income is running at 2.0%.  So, what we are all seeing is that home price 

appreciation on a national level is outpacing income growth by a factor of 4x, something tells me that this 

decoupling can’t last indefinitely.   

 

This is a big week for data with the ISM manufacturing and non-manufacturing indices being reported on 

Tuesday and Thursday, respectively.  We have the Georgia run-off on Tuesday and Friday is the 

employment report, with a reasonable chance that we may actually see jobs losses for the month of 

December and expectations for the unemployment rate to tick up to 6.8% from 6.7%.     

 

Let me sign off this first missive of 2021 with the following thoughts.   

 

Investors need not forget that they are not entitled to consistent gains in their portfolios.  Investors would be 

well served to remind themselves that the process of investing is inherently uncertain – that is an adage that 

is easy to forget after reflecting back upon last year with 20/20 hindsight.  It is so easy to look back and 

claim that how asset prices ultimately performed is obvious, but such a statement is downright foolish as it 

ignorantly dismisses the numerous days of sheer panic that manifested in late-March / early-April.  So, my 

advice for investors this year is to stay humble, be nimble, keep an open mind, and by all means, act with 

discipline and prudence.   
 

 

 

 

 

 

 

 

 


