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January 8, 2021 – Hopeful New Year

Happy New Year!  We hope that you and your family had as pleasant a holiday season as possible and are as
excited as we are to begin 2021. Before we begin discussing the market and economic year that was, where we
are and what we have on our radar, we’d like to briefly send our best wishes to any of you that may have had a
particularly rough year in 2020.

Whether it was a health scare or worse for you or a family member, a financial set back due to a job loss or
business disruption or a particularly difficult time with the social isolation that the past nine months forced on
many of us, we congratulate you on persevering. As you may know, we Ulmans are a large and extremely close-
knit family, so the inability to spend the recent holiday season together was particularly rough.

We encourage you to maintain your resolve
and continue the behavior that has kept you
safe thus far for just a few more cold, dark
months. With multiple vaccines having
been developed, tested, and approved even
more rapidly than last spring’s most
optimistic projections, a scientific feat some
have referred to as this generation’s Moon
landing, and with the administration of
those vaccines slowly but surely picking up
pace, there is a light at the end of the tunnel.
Our hope is that by the time warm weather
returns, some semblance of what we used to
take for granted as normal life will begin to
reemerge and that by late summer there will
be the typical twenty-plus Ulmans partying
together on the beach in Ocean City.

This, too, shall pass, so keep your eyes on
the prize and try to spend the next few
months focused on what you’re looking
forward to, where you’re excited to go and
most importantly who you’re excited to
spend time with post-pandemic. We’re
almost there!
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As we chronicled in our last two quarterly client letters, 2020 was a year of extremes for US financial markets.
The second longest equity bull market in history came to an abrupt end in February, as the realization of the
magnitude of the Covid crisis and potential economic destruction dawned on market participants the world
over. The S&P 500* lost over a third of its value in just over a month, the steepest decline of such magnitude in
living memory. It also proved to be the shortest bear market in history, as the Federal Reserve, Congress and
the Treasury responded by implementing an unprecedented level of monetary and fiscal support.

The Fed slammed the fed funds rate back down to almost zero, as they did during the Global Financial Crisis
and where they spent the better part of the last decade, and re-instituted yet another massive quantitative easing
program to provide markets with ample liquidity, roughly doubling the size of their balance sheet. Similarly,
the fiscal response was to temporarily double federal transfer payments, which included forgivable loans to
small and large businesses, direct cash payments to most taxpayers and an increase and extension of
unemployment benefits. Market participants responded favorably (to put it mildly) and by late August the S&P
500 had completely erased the first quarter losses and went on to finish the year at a new all-time high.

Despite the stimulus-driven turnaround and incredibly strong second, third and fourth quarters for US stocks,
it is worthwhile to note that our long-favored positions finished the year with roughly similar performance, in
the case of US Treasuries, or by strongly outperforming the S&P 500, in the case of gold, while exhibiting
considerably less volatility along the way.
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As we were painfully reminded by Wednesday’s appalling
and ultimately unsuccessful insurrection at the Capitol
Building in DC, just because 2020 is behind us does not mean
that we should expect an immediate end to the barrage of
political, economic and societal disruptions we experienced
over the past year. The markets have been seemingly
oblivious to much of the recent disruption, thanks largely to
the expectation that the monetary and fiscal stimulus will
continue and will undoubtedly be increased should any of
these situations deteriorate.  However, as we witnessed this
past February, a shift in market sentiment can occur in an
instant so it is beneficial to be aware of potential pitfalls.

Despite the arrival and nascent rollout of vaccines, Covid-19
is still with us and as strong as ever. The rapid spread of the
more transmissible B117 variant in the UK and Ireland,
which has recently been detected in Europe and several US
states, has been met with renewed lockdowns and
international travel restrictions.  Social mobility, as
measured relative to a year earlier, in many of the world’s
largest developed economies is back to its lowest point since
the spring.

Here in the US, daily hospitalizations continue to rise and
many hospitals are sounding the alarms about staffing and
supply shortages. Many parts of the country are running out
of ICU capacity, and it was recently reported that Los
Angeles County hospitals are at the point of rationing care.
It was originally the fear of overburdening the healthcare
system that led to the strictest lockdowns in the early stages
of the pandemic, so we need to be cognizant of the potential
impact a reimposition of widespread restrictions would
have on economic activity in the months to come. The
incoming Biden administration has made clear their
intention to focus on tamping down further spread, so we
can expect the ‘public health vs the economy’ calculus to
shift markedly on January 20th.

The rapid recovery of jobs that began in April has lost steam
in recent months and the US actually lost -140,000 jobs in
December. We now have 9.7 million fewer jobs than we had
pre-pandemic, which is obviously a drag on economic
activity. The latest aid package from Congress will support
spending in the short-term, but the nation will need millions
of new jobs to fully recover and that could take years.
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As mentioned above, market participants have seemed
intent on looking past all potential obstacles. Case in
point, the S&P 500 finished the day on Wednesday in
positive territory at the same time the Capitol was being
occupied for the first time since the war of 1812. Despite
the dumpster fire of a year that was 2020, US equity
markets have regained and even surpassed the
historically elevated valuations that have kept us hesitant
to fully allocate to stocks for the past several years.

From GMO Asset Management founder and legendary
investor Jeremy Grantham’s most recent client letter:

The long, long bull market since 2009 has finally matured
into a fully-fledged epic bubble. Featuring extreme
overvaluation, explosive price increases, frenzied issuance,
and hysterically speculative investor behavior, I believe this
event will be recorded as one of the great bubbles of financial
history, right along with the South Sea bubble, 1929, and
2000.
These great bubbles are where fortunes are made and lost –
and where investors truly prove their mettle. For positioning
a portfolio to avoid the worst pain of a major bubble breaking
is likely the most difficult part. Every career incentive in the
industry and every fault of individual human psychology
will work toward sucking investors in.
But this bubble will burst in due time, no matter how hard
the Fed tries to support it, with consequent damaging effects
on the economy and on portfolios. Make no mistake – for the
majority of investors today, this could very well be the most
important event of your investing lives. Speaking as an old
student and historian of markets, it is intellectually exciting
and terrifying at the same time.

- Jeremy Grantham, GMO - January 5, 2021

For years we have used the phrase “with the exception of
the tech bubble of 1999-2000” when referring to the
unprecedented overvaluation of the US stock market.
This past year’s surge in stock prices and collapse in
profits and GDP have pushed many equity valuation
metrics beyond even those lofty extremes. Investing
legend Paul Tudor Jones recently warned, “There are
more companies with a price-to-earnings ratio of over 100
than at any time in the history of the market. I think it’s
50% more than at the top in the 2000 Nasdaq* bubble.”
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Going into 2021 we are cautiously aware that we could
see another deflationary impulse in the very near term
as federal, state and local authorities respond to what
many epidemiologists are afraid could be the darkest,
deadliest months of the pandemic. We currently favor
those positions that most aided our portfolios during
the market turmoil of last February and March: an
underweight to equities and an overweight to long-
dated US Treasuries and a defensively and
opportunistically elevated cash position.

As mentioned earlier, we expect the next year to
include continuous and potentially increasing fiscal
and monetary support, especially if we see another
deflationary crunch in the first quarter. For this reason,
we will maintain our exposure to precious metals and
precious metals producers. By mid-year, we will have
likely jettisoned our US Treasury overweight as more
and more of the country is vaccinated and travel and
leisure activities begin to return.  We expect inflation
expectations in the second half of the year to intensify,
further increasing investor demand for real assets like
real estate, commodities, and precious metals.

Longer term, as we return to a more traditional level of
equity exposure, our preference will be to underweight
the overvalued US equity market, absent a long-
overdue repricing, and overweight the regions of the
world with the most favorable demographics and most
rapidly growing middle classes.
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Of course, none of this is set on autopilot. We will continue to monitor developments and attempt to identify
and take advantage of opportunities as they arise.  We welcome you to contact us with any questions or
observations as this first quarter plays out.

Thank you for taking the time to read this quarter’s letter. We hope the next few months go as smoothly as
possible for you and the ones you love.  Stay safe!

Sincerely,

Clay Ulman, CFP® Jim Ulman, ChFC, CLU, MBA

*The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure
performance of the broad domestic economy through changes in the aggregate market value of the 500 stocks representing
all major industries.  The Dow Jones Industrial Average (Dow) is a price-weighted index of 30 significant stocks traded on
the New York Stock Exchange and the Nasdaq. The Nasdaq 100 Index is a basket of the 100 largest, most actively traded
US companies listed on the Nasdaq stock exchange. Indices such as the S&P 500 Index, the Dow Jones Industrial Average
and the Nasdaq 100 Index are unmanaged, and investors are not able to invest directly into any index.  Past performance
is no guarantee of future results.

The opinions voiced in this material are for general information only and are not intended to provide specific advice or
recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult your financial
advisor prior to investing.  The economic forecasts set forth in the presentation may not develop as predicted and there can
be no guarantee that strategies promoted will be successful. All investing involves risk, including loss of principal.  No
strategy assures success or protects against loss.

All indices are unmanaged and cannot be invested into directly.


