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Thanksgiving is by far my favorite holiday of the year (barely 
eclipsing St. Patrick’s Day, but only if celebrated in Chicago). 
Spending time with family around a table filled with food is a 
highlight, but so is the intentionality with which we pause from 
overly busy schedules to reflect on what really matters and 
contemplate all we have to be thankful for.  

This year has seen more challenges than most, but investors 
have much to be thankful for. Who could have imagined on 
January 1 that we would experience the worst global 
pandemic in a century, a global recession that still impairs 
every economy, portions of 
cities would be shut down as 
demonstrators/rioters attempted 
to create their own 
sovereignties, and we would 
have probably the most 
contentious election in recent 
history (well, maybe that was 
predictable)? Yet, despite all 
this, the markets are higher. We 
experienced the fastest bear 
market in history, only to be 
followed by the fastest recovery 
in history.  

As we head into 2021, we pause 
to reflect on why investors can 
be hopeful about the future. We are reminded, however, that it 
is not always the dramatic that ends bull markets (wars, 
recessions, scandals), but often it is the subtle that almost 
goes unnoticed (policy error, currency appreciation, or interest 
rates nudging higher) that ultimately undo the markets. For 
each aspect we can give thanks there is also a warning, but 
this month we focus on why investors can be thankful. 

1. An accommodative Fed and low interest rates. I believe 
this is the biggest reason stocks have been able to shake off 
the catastrophic and recover to new highs. Congress may get 
an assist in 2020 from the fiscal stimulus of the CARES Act, 

but the ability for the market to forge higher without new 
stimulus suggests monetary accommodation still rules the day. 
The Fed, by keeping rates near zero, has made stocks The 
Only Game In Town (TOGIT). With few alternatives to stocks, 
money has plowed into equities at a staggering pace. Looking 
forward, there is no reason to believe this will change in 2021.  

2. Low levels of inflation. Inflation is the cousin to interest 
rates as they are certainly related, but not as closely as some 
suspect. Changes in price are predominantly a function of 
aggregate demand and aggregate supply. What gives me 
confidence that inflation is going to remain low for the 
foreseeable future is labor productivity. The pandemic is 
forcing companies and employees to figure out how to be 
more productive, and it is showing up in the statistics. 
Productivity jumped more than 10% in Q2 and nearly 5% in 
Q3, the highest gains in decades, and should keep a lid on 
rising prices throughout 2021.  

3. Low and stable oil prices. In 
the past you could just list low oil 
prices, but we have learned that if 
oil prices are not also stable, it 
negatively impacts the economy 
now that we are an oil exporting 
nation. Oil independence, once 
thought impossible, has had a 
tremendous positive impact on 
the economy and stock market. 
Expect consumer spending to 
remain strong if, as expected, oil 
trades between the high $30’s 
and high $40’s next year.  

4. Low corporate tax rates. The 
2017 Tax Cuts and Jobs Act (TCJA) lowered corporate 
income tax in the U.S. and significantly increased 
competitiveness for U.S. companies. The lower taxes also 
made it more attractive for foreign companies to manufacture 
in the U.S. and is, in part, responsible for the period of the 
lowest unemployment in history until COVID hit. The reduction 
from 35% to 21% took America from one of the highest to just 
below average among our major trading partners in tax 
competitiveness benefitting stocks in the process.  

5. A vaccine seems to be on the way. I realize many have 
been critical about the current Administration’s response to the 
pandemic, but critics overlook, intentionally or not, the historic 
steps that have been taken to develop a vaccine. Billions have 
been allocated in public/private partnerships to develop an 
effective vaccine against COVID-19, and are likely to succeed 
bringing a vaccine to market in less than one-half the shortest 
time it has taken in the past. History will likely reflect very 
differently than the portrayal by today’s mainstream media.  

Identifying what investors can be thankful for does not ignore 
the risks that exist today. Valuations are simply unsustainable. 
We are likely to see economy-choking regulations introduced 
that will hurt earnings. Economic growth and a rising stock 
market will be “a” target, not “the” target in the coming year. 
We do not want it too easy for investors; after all, stocks climb 
a wall of worry.  

Brian Lockhart  
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Capitalism 2.0? 

  The Big Get Bigger 

 Switching Gears 

 

The World Economic Forum is most well-
known for the annual meeting in Davos, 
Switzerland. The event is well covered by the 
media, as it brings together some of the 
greatest minds in economics, investments, 
and finance. The Forum and Founder, Klaus 
Schwab, have presented a solution to the 
economic impact of Covid 19, coined The 
Great Reset. The partnerships, thought 
leadership, and capital that relate to the 
Forum and the movement offer a snapshot of 
how the virus will shape global markets. Klaus 
Schwab makes the case that an economic 
depression can be avoided with an overhaul 
of capitalism as it has existed to this point. 
Capitalism 2.0 is an aggressive move toward 
environmental sustainability and the mitigation 
of income inequality. The invisible hand of the 
free market and history will judge whether this 
is capitalism 2.0 or capitalism at all.   

 

By any measure, November has been a 

stellar month for equity returns. The Dow 

Jones Industrial Average is on pace for 

its best month since 1987. It is 

noteworthy that recent gains have been 

broad-based, and not led by a handful of 

mega-cap technology stocks. While 

under the hammer for most of the year, 

value and small cap stocks have done 

remarkably well for the month. The S&P 

500 Value Index and S&P 600 Small Cap 

Index are up roughly 14% and 19% 

month-to-date, respectively. Likewise, 

dividend-paying stocks, as measured by 

the S&P Dividend Aristocrats Index, is 

higher by roughly 15% for the month. 

 

• The objective of “The Great Reset” is to 
rebuild resilience and trust in the global 
economy 

• The Great Reset is broken out in to 
seven categories: Harnessing the 
Fourth Industrial Revolution, 
Strengthening Regional Development, 
Revitalizing Global Cooperation, 
Developing Sustainable Business 
Models, Restoring the Health of the 
Environment, Redesigning Social 
Contracts, Skills and Jobs, and Shaping 
the Economic Recovery. 

• The desired outcomes include a market 
that promotes fairer outcomes, ensuring 
investments that advance shared goals 
such as equality and sustainability, and 
harness innovation pointed towards the 
Fourth Industrial Revolution. 

• It seems that investors now see relative 
value in sectors and industries that 
have been under immense pressure 
from the COVID pandemic. In the past, 
we have mentioned the tendency of 
stock valuations to revert to the mean in 
terms of relative performance (extreme 
overbought to extreme oversold). For 
the month, value, small caps and 
dividend payers have not only outpaced 
the broader S&P 500, but have also 
outpaced the technology sector. 

• Perhaps this trend will continue as we 
work our way through the pandemic. 
Considering that valuations in certain 
sectors have been somewhat stretched, 
it is not unreasonable to assume that 
investors in general will continue to 
rotate their equity positions. 

The pandemic has caused a 
phenomenon that now exceeds anything 
we have experienced in the past. The 
economic disruption caused by 
lockdowns and millions being forced to 
work remotely has helped a small group 
of stocks whose earnings have soared, 
while also causing bankruptcies at an 
alarming rate. Since 2000, only about 
25% of the time are the 10 largest stocks 
in the world bigger in aggregate than the 
next 90 largest stocks. This represents an 
over concentration in portfolios and leads 
to broad market indices moving higher, 
even as most stocks are moving lower. 
When the gap between winners and 
losers is this significant, risk is also 
elevated, as eventually something 
happens to cause a rush for the exits on 
the mega cap names.  

• Not surprisingly, technology companies 
dominate the list of the 10 largest 
companies in the world, led by Microsoft, 
Apple, Amazon and Alphabet. Only Saudi 
Aramco (#1) and Berkshire Hathaway 
(#9) are non-tech companies.  

• There were spikes in this graphic in 2003, 
2008, and today, but only one company 
was able to make the list as one of the 10 
largest companies in the world each time: 
Microsoft. Companies among the top 10 
in 2003 rank an average of 112 today. 

• In 2008, 5 of the 10 largest global 
companies were energy or financial 
companies, and 2 of the top 10 were car 
manufacturers. There are no energy, 
financial, or automotive companies 
currently in the top 10 largest global 
companies.  
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While division in the U.S. and globally has been well 
documented, it appears there is agreement that debt over 
austerity is part of the cure to the pain caused by Covid-19. 
This is true among nations across the government, 
households, and non-financial companies. The Deutsche Bank 
chart below shows the change in debt to GDP between Q4 
2019 and Q3 2020. The Institute for International Finance 
suggests global debt will increase by 365%, reaching $277 
trillion, by the end of 2020. This is an increase of $20 trillion 
over the course of 2020. Canada is leading the charge with an 
increase of nearly 90% over the time period. Australia 
demonstrated the greatest restraint with a change of just over 
10% of households showing savings over the time period. The 
rate of change in debt to GDP coupled with the level of debt 
are likely to provide meaningful headwinds to growth.  

Macro View – A Slave to Debt 

It was announced that Tesla (TSLA) will be added to the S&P 
500 index on December 21st, according to S&P Dow Jones 
Indices. As of November 19th, Tesla had a market cap of just 
over $420bb. Following the announcement of being added to 
the index, Tesla’s market cap increased approximately 10%.  
The S&P 500 is a market cap weighted index. Based on Tesla’s 
market cap, one can calculate that Tesla will make up about 1% 
of the index and 10% of the consumer discretionary sector 
(Silverblatt). Following the announcement, TSLA increased in 
value by about 22% in two days in anticipation of Tesla’s 
inclusion in approximately $11trillion dedicated to investments 
dedicated to S&P 500 access (WSJ). While the stock price has 
made a rapid rise in 2020, exceeding 550% as of November 
24th, the price to earnings ratio is noted as 1,079.65 (CNBC).   

Taking Stock – Joining the S&P 500 

Global expectations for future inflation continue to fall, even as 
hopeful news about a COVID-19 vaccine dominates the 
headlines. The average inflation rate has remained below 
inflation expectations almost continually since late 2012, with 
only a brief period in 2018 where it actual rose above expected 
inflation levels. What has been truly historic is how the 10-year 
Treasury yield has been able to remain at or below inflation 
expectations for more than a decade. Prior to 2010, the 10-year 
Treasury yield was typically 2-3% above inflation expectations. 
What remains unknown today is the long-term impact that 
trillions in stimulus responding to the pandemic will have on 
inflation. The risk that too many dollars chase too few goods 
and services driving prices higher may be offset by the 
deflationary impact of high debt levels. This is a tug-o-war that 
only time will answer.  

 

Technical analysis is all about interpreting and understanding 
charts and data. It is often difficult to detect patterns or 
inflection points that suggest changes need to be made to 
your portfolio. This chart needs no explanation. An alarming 
56% of Millennials state that they are not satisfied with 
Democracy. This may be because they did not study history 
enough to know the carnage of other forms of government or 
because they wrongly attribute the world’s problems to 
Democracy instead of poor leadership or governance. 
Regardless, this chart has tremendous future implications if 
the trend continues, because the oldest generation listed on 
the chart will not be voting for much longer. That is also the 
generation that experienced firsthand the devastation of 
leadership opposed to Democracy. Let’s hope future 
generations do not have to learn the hard and deadly lessons 
the World War generations were forced to learn.  

Fixed Income - Falling Expectations Technical - Losing a Generation? 

Source: Peak Capital Management, LLC 
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Capital Market Assumptions 

For the past 25 years, JP Morgan has published their annual 
capital market assumptions about potential returns for major 
asset classes and their overall economic outlook over the 
foreseeable future. While there is no crystal ball – nobody 
knows the future, obviously – we find their forecast report 
thoroughly researched and insightful. Below are excerpts 
from JP Morgan’s most recent report with additional 
comments. The full report is available to the public at the 
following address: https://am.jpmorgan.com/us/en/asset-
management/institutional/insights/portfolio-insights/ltcma/. 
 
Macro-Economic Assumptions: 
 
From JPM: The macroeconomic forecasts underlying our 
annual asset class assumptions grapple this year with the 
changes wrought by the global pandemic, the long-term 
impacts of which are not yet clear. Given that the 
coronavirus recession depressed economic starting points, 
we add a small cyclical bonus to most growth projections. 

Based on JPM’s GDP and inflation assumptions (see table 
above), we generally see GDP growth over the next year 
across developed countries at less than 2%, except for 
Australia. Japan is the laggard at 1% projected GDP growth 
while the U.S. is estimated at 1.8%. Meanwhile, GDP growth 
across emerging markets is projected at 3.9%. Inflation 
expectations remain largely unchanged. 
 
From JPM: Our inflation forecasts have not moved much this 
year, but we see notably more uncertainty than historically 
around the long-term outlook. On the one hand, the creation 
of significant slack in most economies, at a time when 
central banks had been persistently missing their targets, 
points to the risk that inflation expectations become 
unanchored to the low side. At the same time, some of the 
forces that generated that extended period of disinflation 
may now be diminishing – and we see new possible factors 
that may drive inflation upward. As a result, we find 
noteworthy tail risks on both sides of our projections. 
 

While the expected rate of inflation remains unchanged, 
there is heightened uncertainty around the estimate. Could 
2021 be the year where the combined effects of prolonged 
monetary easing and fiscal spending finally push inflation 
higher, or does sluggish economic growth keep inflation 
under wraps? According to JPM, it’s not worthwhile to make 
an investment decision based inflation forecasts, at least for 
now. 
 
Asset Class Return Assumptions: 
 
(Fixed Income) From JPM: We foresee three phases for 
major economy government bonds: In the first phase, we 
expect stable risk-adjusted returns for government bonds. In 
the second phase, we see capital depreciation as yields rise; 
in the third phase, as equilibrium yields are reached, we 
expect core fixed income returns to improve and return to a 
positive level. 
 
We might experience stable returns from government bonds 
in the near-term, until we reach a point where yields 
normalize somewhat (perhaps 2-3 years from now). An 
increase in yields would push bond prices lower in the short 
run, but would ultimately make government bonds a more 
attractive asset class. Bear in mind that any run up in yields 
will be closely followed by the Fed. 
 
(Equities) From JPM: We lower our long-term (10- to 15-
year) equity return assumptions across most regions, with 
developed markets and emerging markets both down year-
over-year. The projected gap in returns between emerging 
and developed equities compresses to 2.30% in U.S. dollar 
terms. 

Overall, JPM expects lower forward returns across equities 
in the near-term given current valuations (which are high 
based on historical measures). Likewise, they expect that the 
outperformance of U.S. equites over developed international 
markets could be coming to an end.  

Clint Pekrul, CFA  
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You could easily make an argument that 
Irrational Exuberance has been in the rear 
view mirror for most of 2020, if not before that 
time. Let’s try to put today’s market in context. 
Forward 12-month earnings estimate on the 

S&P 500 today is around $150, down about 20% from 
the $180 level at the end of 2019. The last time forward 
EPS was at the $150 level was mid-2016, a little over 4 
years ago. The price of the S&P 500 in mid-2016? 
Around 2,200 compared to today’s value of over 3,600. 
This means stocks have gone up in price almost 65% 
without any higher earnings to justify the increase.  

If you think analysts might be too conservative in their 
estimates and earnings will be higher than forecasted, I 
have some beachfront property to sell you, in Arizona! 
According to FactSet, over the last 20 quarters (4Q2015) 
only twice have earnings come in higher than what was 
forecasted. The average “miss” where earnings come in 
below estimates over that same period is approximately 
3.5%, suggesting actual earnings on the S&P 500 could 
be closer to $140 in 2021.  

A lot depends on where you are investing as well. 3rd 
quarter year-over-year earnings are down 6.3% 
according to FactSet, but if you eliminate oil and gas, 
airlines and hotel industries, then earnings would actually 
show a rise of 4.3%.  

 

As I am writing my response, the Dow Jones 
Industrial Average just broke 30,000 and is on 
pace for its best month since 1987, which is 
quite an accomplishment considering we are 
in the middle of a pandemic. At this point, I 

think the market is looking past the record number of new 
COVID cases to the promise of a vaccine as early as the 
end of the year. In other words, the market is telling us 
that while the number of new cases and hospitalizations 
is alarming, in the not-too-distant future the vaccine will 
bring us back to normal.  

When thinking about equity valuations, you must 
consider the alternatives. With interest rates close to 
historic lows, there is not much competition from bonds in 
terms of asset allocation. The current dividend yield on 
the S&P 500 index is higher than the yield on 10-year 
Treasuries, even though the index is trading at all-time 
highs. Still, earnings ultimately matter. Either earnings 
must rise to meet expectations and support current 
valuations, or prices must fall back in line. If you look 
under the hood, there are swaths of the market that are 
trading below historical valuations based on earnings 
ratios. Broadly speaking, I think it is a stretch to draw 
valuation comparisons between now and the late 1990s.  

 

 

They are extremely important in my opinion. 
Markets perform much better when 
government is divided and a single party 
does not hold all legislative and executive 
power. Democrats in the House of 

Representatives hold a razor thin margin after losing a 
double-digit number of seats in 2020. Even this could 
change as potentially a dozen or more House members 
leave their seats to work in the Biden Administration. 
Republicans would only need to pick up a couple of those 
open seats to gain control of the lower house.  

If Democrats were to control the House, Senate, and 
White House by sweeping the Georgia Senate runoffs, it 
is almost a certainty that policies the markets would view 
as negative would be pursued. There would likely be a 
dramatic rise in costly regulations that would impact 
earnings. Taxes would go higher as Biden has stated he 
would reverse the 2017 tax cuts. Possibly most 
damaging would be the ability of Congress to do away 
with Capital Gain treatment and eliminate the step up in 
basis. These policies would cause an investor revolt that 
could take the markets back to levels seen in 2016.  

Everyone knows the stakes are incredibly high and 
record amounts of money are being poured into Georgia 
to try and influence the election. Elections have 
consequences, and the Georgia contests will 
demonstrate this as well as any election.  

 

Considering that the balance of power in the 
Senate hangs in the balance, I would say the 
Senate seats in Georgia are important. 
Neither the Republican nominee David 
Perdue, nor his opponent Jon Ossoff, a 

Democrat, achieved 50% of the overall vote. A victory for 
the Democrats would swing the Senate to the majority, 
with vice president Kamala Harris casting the deciding 
vote in the event of a tie. This scenario would obviously 
allow President Biden to push through his agenda. The 
GOP would be unable to block his major policy initiatives.  

However, it does not appear, at least for now, that the 
market is giving much weight to the Georgia senate 
runoff election. President Biden has already appointed 
Janet Yellen, the former Federal Reserve chair, as 
Treasury secretary. Yellen seems to be well received on 
Wall Street, given her accommodative views on monetary 
and fiscal policy. Meanwhile, there are hints that Biden 
might retain Jerome Powell as Federal Reserve 
chairman. As far as the market is concerned, both the 
appointment of Yellen and potentially Powell seem to 
have paved the way for a smooth transition from the 
Trump administration and have put the Georgia runoff 
election in the rearview mirror. 
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How important are the Georgia Senate 
run-off elections to the markets? 

Q: Q: 
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Income 
Mortgage Backed 
Bond 54.64% 
Investment Grade 
Credit 16.29% 

High Yield Bonds 7.73% 

Preferred Stock 13.80% 
US Dividend       
Equities 4.54% 

US REITs 3.00% 

Balanced Income 
US Dividend       
Equities 14.77% 

International      
Dividend Equities 17.09% 

US REITs 10.54% 

High Yield Bonds 28.07% 

Long Term     
Treasuries 29.53% 

US Growth 
Low Volatility 
Factor 14.47% 

High Quality Factor 13.04% 

Small Cap Factor 10.74% 

Value Factor 14.64% 

Momentum Factor 9.40% 
Long Term 
Treasuries 37.69% 

Global Growth 
Low Volatility Factor 7.22% 
High Quality Factor 6.24% 
Small Cap Factor 5.15% 
Value Factor 7.09% 
Momentum Factor 4.52% 
Developed Market 
Equity 17.05% 
Emerging Market 
Equity 18.39% 
Long Term Treasuries 34.34% 

Weights are approximations only and are subject to change. 

All weights as of December 1, 2020 
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This material is for general information and education purposes. The information contained in this report represents the opinions of Peak Capital    

Management, LLC, as of the report date and does not constitute investment advice or an offer to provide investment management services. Before 

purchasing any investment, a prospective investor should consult with its own investment, accounting, legal and tax advisers to evaluate independently 

the risks, consequences and suitability of any investment.  

To the extent this deliverable incorporates statements of expectation, belief, projection, prediction, anticipation, or otherwise corresponding to future 

conditions, those statements are forward-looking statements. Please note that any such statements are inherently susceptible to uncertainty and 

changes in circumstances.  Forward-looking statements are not guarantees of any future performance and actual results or developments may differ 

materially from those projected. Any projections, market outlooks, or estimates in this material are forward-looking statements and are based upon 

certain assumptions and should not be construed as indicative of actual events that will occur.  Any forward-looking statements herein speak only as of 

the date on which they were made.  Peak Capital Management is under no obligation to, and expressly disclaims any obligation to, update or alter its 

forward-looking statements, whether as a result of new information, subsequent events, or otherwise.  

An investor cannot invest directly in an index.  Index performance does not represent the performance of any investment product offered by Peak  

Capital Management, LLC. The performance of client accounts may vary from the Index performance. Index returns shown are not reflective of actual 

investor performance nor do they reflect fees and expenses applicable to investing.  Portfolio composition will change due to ongoing management of 

the Funds. References to specific securities or sectors should not be construed as recommendations by the Fund, its Advisor or Distributor. 

Past performance is not indicative of future results, loss of principal is possible. Please consider charges, risks, expenses and investment objectives 

carefully before investing. No representation is intended that any security discussed in this presentation was or would be profitable to any investor. 

The data and information presented and used in generating this report are believed to be reliable. Peak Capital Management, LLC. does not warrant or 

guarantee the accuracy or completeness of such data.  

Peak Capital Management, LLC, is a fee-based SEC Registered Investment Advisory firm with its principal place of business in Colorado providing 

investment management services.  A copy of our current written disclosure statement discussing our advisory services and fees is available for your 

review upon request. Advisory services are only offered to clients or prospective clients where our firm and its representatives are properly licensed or 

exempt from licensure. No advice may be rendered by Peak Capital Management, LLC unless a client service agreement is in place. Nothing herein 

should be construed as a solicitation to purchase or sell securities; this can only be done by prospectus, which can be obtained by contacting Peak 

Capital Management, LLC or other financial professional. Likewise, nothing herein should be construed as an attempt to render personalized         

investment advice. A full listing of investment decisions made by PCM in the past year and relative performance is available upon request. It should not 

be assumed that recommendations made in the future will be profitable or will equal the performance of the securities presented here. Opinions     

expressed are those of Peak Capital Management and are subject to change, not guaranteed, and should not be considered recommendations to buy 

or sell any security.  

GIPS® is a registered trademark of CFA Institute.  CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or 

quality of the content contained herein. 
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