
January 2021 Konvergent
Market Update

Presenter
Presentation Notes
You do not need me to tell you that 2020 was a challenging year in many ways and that we have already had a challenging start to 2021 as well.  As a company, we learned a lot in 2020 and have added to our process to make it even better going forward and look forward to sharing some of that with you in this Quarterly Themes presentation today.  We will be doing this deeper dive each quarter going forward to give you more insight into what we saw in the most recent period looking back and what we see in the coming 3 months. We do not have a crystal ball but will give you what we see from our research as to where the economy is headed from a growth, inflation and policy standpoint, and our interpretation of how that might impact the market and your portfolio and how we are navigating that.



Agenda

January Market Performance
Economic Data 
Death of the 60/40 Portfolio

Presenter
Presentation Notes
In our Q1 2021 Quarterly Investment Themes, we are going to cover 3 key main topics:A review of a volatile and surprising 2020 that included a pandemic, the sharpest drop in the market and GDP in history, followed by the sharpest recovery in market history but mixed results in the economy.Our outlook on where we see things headed in Q1 of 2021.  We will take you through the data we are looking at and new research we are using to help guide us and to introduce you to the Quads!Finally, we will discuss the Death of the traditional 60/40 Portfolio and what that might mean over the long term for how you should be thinking about allocating your money.



January Market Update



January 2021 Update – How We are Investing

Model Adjustments Based on Themes

1. Equities in General with Growth Focus

2. Emerging Markets
3. Commodities

Presenter
Presentation Notes
Based on our analysis of the US and much of the globe being in Quad 2 (higher growth and inflation), there are investment themes that we have added to the portfolio that do well in a Quad 2 regime. Those are:Equities in general, but especially technologyEmerging MarketsCommodities



January Review – Market Falls as Volatility Strikes

Markets took a rollercoaster ride to a small loss in January.

Presenter
Presentation Notes
January was a volatile month for Equities. After a heavy crash on the first day of trading in 2021, dip buyers came in and limited the losses. Supported by the promise of economic stimulus and encouraging vaccine distribution, the market surged back to all time highs. Strength continued for a majority of January, but a spike in volatility at the end of the month brought the S&P down 4% in the final trading days. With many Investors heavily fixated on the once in a lifetime battle between Retail Traders and Hedge Funds, the S&P quietly finished the month down over 1%.



January Review – Tech Outperforms

The Tech heavy NASDAQ outperformed, gaining 1.34%.

Presenter
Presentation Notes
Despite speculation that the Technology industry may struggle throughout the COVID reopening, the NASDAQ continued to be the most reliable major cap Index and closed January at +1.34%.



January Review – Small Caps Remain Strong

Small Caps built upon a strong finish to 2020, up 4.85% in Jan.

Presenter
Presentation Notes
Small Caps Equities built upon a strong fourth quarter, finishing nearly 5% higher. Because many Small Cap companies heavily struggled during the 2020 COVID shutdown, they have the most to gain from the reopening. 



January Review – Commodities Inflate Further 

Commodities extend historic run, up 3.34% in Jan.

Presenter
Presentation Notes
In line with our 2021 themes, Commodities moved higher in January. With inflation expected to rise further over the next year, the outlook for Commodities continues to brighten. 



January Review – Emerging Market Strength

Global Quad 2 remains intact with an outperformance in Emerging Markets up 2.9%.

Presenter
Presentation Notes
With nearly every global economy looking forward to soft 2020 YoY comparisons, Emerging Markets have launched higher. This is a trend we see continuing throughout the first two quarters of 2021.



January Review – Retail Trading Frenzy

GameStop exploded to the upside as Retail Traders battled against large Hedge 
Funds. 

Presenter
Presentation Notes
In one of the most volatile short squeezes in recent history, GameStop stock surged by more than 600% in the just four trading days. This alone is a crazy number… but what is even more insane is that the stock was at one point up over 18,500% from its lows in April! But GameStop was just one of the many companies targeted by retail traders. Koss Corporation, AMC Theatres, BlackBerry, and others more than doubled in under a week. However, the fun came to an end when many of the major brokers began limiting purchases of the highly volatile stock. 



January Economic Update

Presenter
Presentation Notes
You do not need me to tell you that 2020 was a challenging year in many ways and that we have already had a challenging start to 2021 as well.  As a company, we learned a lot in 2020 and have added to our process to make it even better going forward and look forward to sharing some of that with you in this Quarterly Themes presentation today.  We will be doing this deeper dive each quarter going forward to give you more insight into what we saw in the most recent period looking back and what we see in the coming 3 months. We do not have a crystal ball but will give you what we see from our research as to where the economy is headed from a growth, inflation and policy standpoint, and our interpretation of how that might impact the market and your portfolio and how we are navigating that.



January Economic Review – New Claims

New Claims continue to trend higher after spiking in early January. 

Presenter
Presentation Notes
New claims began the year at 787,000 but the following week to 965,000. This was the highest level of claims since August and came as COVID cases were spiking around the country(NYT). While claims have decreased in the past two weeks, they remain well above the 200,000-count seen at this time last year. Pandemic Unemployment claims remained elevated throughout the month, coming in at 426,000 in the most recent reading. Together, the average 875,000 new claims plus 426,000 pandemic unemployment claims equate to a combined total of 1.3 million.



January Economic Review – Continuing Claims

Continuing Claims extend downward trend.

Presenter
Presentation Notes
Outside of small hiccup in early on, continuing claims followed a similar downward trend in the first month of 2021. Despite the encouraging progress, January’s average of 5.04 million continuing claims remains well above the 1.7 million level seen at this time last year. 



January Economic Review – Total Claims

Total Claims spike as unemployed workers rush to sign up for emergency benefits

Presenter
Presentation Notes
Total claims for unemployment spiked in last week’s reading to 18.2 million, although the main catalyst for that was the extension of emergency assistance from the most recent fiscal package(CNBC). This number is likely to remain elevated for an extended period as displaced workers look to receive enhanced benefits. 



January Economic Data – Corporate Profits

SPX Companies have reported an average 3.91% earnings per share growth. 



January Economic Review – Update on GDP and CPI

GDP and CPI on track for massive YoY growth in Q2 2021

Presenter
Presentation Notes
Q4 GDP was released last week and came in slightly worse than economist estimates. On the QoQ basis, GDP grew for the second straight quarter to an annualized rate of 4.0. Given that Q2 of 2020 was the worst GDP reading ever, speculation remains exceedingly bright for a strong YoY reading in Q2 of 2021. For this reason, our bullish outlook on GDP for the first half of 2021 remains well intact.Headline CPI ticked marginally higher in Q4, falling in line with Hedgeye and Bloomberg estimates. Similarly to other economic data points, the major jump in CPI is expected to come in Q2 of 2021. The result of this could be bullish for the stock market in the near term but could become troubling if it is not contained. 



January Economic Review – Consumer Sentiment

Consumer Sentiment fell slightly in January and remains well below pre-pandemic 
levels. 

Presenter
Presentation Notes
The lack of a recovery in Consumer Sentiment helps to illustrate how disconnection between the stock market and economy. While the S&P 500 trades at 13% above the pre-pandemic highs, consumer sentiment remains at levels not seen since 2014. This level of a disconnect is not sustainable and will likely lead to some form of a correction. 



Death of the 60/40 
Portfolio

Presenter
Presentation Notes
You do not need me to tell you that 2020 was a challenging year in many ways and that we have already had a challenging start to 2021 as well.  As a company, we learned a lot in 2020 and have added to our process to make it even better going forward and look forward to sharing some of that with you in this Quarterly Themes presentation today.  We will be doing this deeper dive each quarter going forward to give you more insight into what we saw in the most recent period looking back and what we see in the coming 3 months. We do not have a crystal ball but will give you what we see from our research as to where the economy is headed from a growth, inflation and policy standpoint, and our interpretation of how that might impact the market and your portfolio and how we are navigating that.



Death of the 60/40 Portfolio – Interview with Jason Buck

Check out our recent interview with Long Volatility expert Jason Buck.



Death of the 60/40 Portfolio

The 60/40 Portfolio has performed well over the last 40 years…

What has worked for the last 40 years may not work for the next decade.

Presenter
Presentation Notes
Over the past 40 years, a portfolio of 60% equities and 40% bonds has worked extremely well as steady economic growth and steadily lower interest rates has provided fuel to both the stock and bond market.  However, if we are headed down a path of cyclical change, what has worked for the last 40 years while we have had steady economic growth, low taxes and low inflation, will not likely work as well in the next decade.



Death of the 60/40 Portfolio

What does Dennis Rodman have to do with a 60/40 Portfolio?

Just like adding Rodman to an already successful duo, adding asset classes to a 
traditional equity/bond portfolio can improve performance, especially when you 
need it most.

Long Volatility and “musical chairs”

Presenter
Presentation Notes
So what does Rodman have to do with investment portfolios?Just like adding Rodman to an already successful basketball duo, we believe that you should consider adding supporting asset classes to traditional portfolios to deal with the cyclical changes that are potentially coming.There are asset classes that tend to be anti-correlated with the market and tend to do best when there is a lack of liquidity, when stocks are crashing, when bonds are malfunctioning, when there are terrible credit drawdowns. When the rest of the world is drawing liquidity out of the system, these asset classes bring liquidity back into your portfolio.  Those asset classes are:Long VolatilityCommodity Trend FollowingPrecious Metals



Summary

1. Global Quad 2 Remains the call in Q1 2021
2. Death of the 60/40 and next steps for your portfolio

Presenter
Presentation Notes
In Summary, we expect the US and much of the globe to be in Quad 2 in Q1 2021 with rising GDP and inflationThere are reasons to be cautious with many parts of the economy still struggling to recover and risks of the vaccine rollout being slower than expected as well as continued socio-economic tension.Finally, longer term, we see a larger cyclical shift coming that will require the consideration of additional asset classes beyond stocks and bonds that we will be discussing in future blogs and videos as well as upcoming meetings.We hope you have enjoyed getting a deeper look into our investment research and look forward to providing this to you each quarter going forward.  Thank you from the entire Konvergent Team!
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