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As we are all aware, the economy has changed substantially over the past six months. Many 
businesses and industries have stumbled and many have closed all together, many of which are 
in an area of the economy that had previously proven more resilient – services. One of the best 
movements of our economy over the past 40 years has been the transition to more of a service 
driven economy from a manufacturing economy (something China is trying to emulate now). 
That has tended to lead to a more stable economy with less severe recessions. However, the 
service economy has been the weakest part of our economy during this current COVID-driven 
downturn, with many industries still in a deep recession. You can see from the charts below that 
many of those industries have a long way to go in order to get back to previous levels. The big 
question is whether people want to go to restaurants, hotels, movies etc., like they did before. We 
will only know this in the fullness of time.
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This next chart is difficult to see, but ‘Leisure and Hospitality’ unemployment is still down 25%, 
and that’s just the official number. It is likely much higher than that when we factor in COVID-19 
“temporary” layoffs. As we’ve been saying, does it really matter what the cause of unemployment 
is? The bottom line is you are not receiving a paycheck. 

Concurrent to this emergence of the services sector over the past 40 years has been an 
explosion in technology driven disruption, a trend that has meaningfully picked up steam in 
recent months. Disrupted economies tend to embrace disruptive technologies. As companies 
rethink how they do business and consumers rethink daily life, technologies that were waiting 
in the wings suddenly experience mass adoption (think Zoom) and new technologies emerge 
to meet previous unrealized needs. Not unsurprisingly, we are seeing new industries sprout up 
that bring with them new opportunities and jobs, as well as wealth creation. Think about all 
the jobs that have been both lost and created by the personal computer. Same thing with the 
internet. Many of today’s largest companies weren’t around when we had the tech bubble and 
subsequent crash. Some of these companies are new even in the last few years. Below is a 
picture of the many disruptive innovations that are currently changing our lives, courtesy of our 
friends at ARK Invest. Some we are aware of, many we are not. If you would like to read the entire 
research report, click here.

As for us, we have made a 
sizable allocation to innovation 
and that has certainly been a big 
winner in this COVID recovery 
(see chart below). The question 
is how much is the right amount? 
5%, 10%, more? I will point out 
that because it is a new area 
of investing, many of these 
investments are quite volatile. If 
you look at the chart below, you 
will see many periods that you 



 
 

could lose 20%, 30%, or more. As we know, everybody likes volatility when it’s to the upside, but 
when things go down, we all want to shy away from those assets. So we are left with a precarious 
balancing act to find that “right” amount. I have noted the two buys we made over the last 
couple years and you will notice there were drawdowns from those points and into the COVID 
pullback, only to see it rocket higher over the last six months.

We expect that those innovation platforms will continue to evolve over the course of the next 
10-20 years, with many of the companies that are here today not necessarily being around when 
some of these technologies are fully developed. Think about all the first-generation internet 
retailers like Homegrocer.com that were a bit ahead of their time. Not bad ideas…just bad timing.

As always, we welcome your comments and questions. In the meantime, we’ll continue to test 
our assumptions, dig into our research, and lean into our model as we seek to be ever mindful 
of risk while pursuing long-term returns for your portfolio. Our model has partially flipped to 
more stocks, so if we see this continue over the course of the rest of the month, we will likely be 
making some adjustments.
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