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Welcome to 1492 Capital Ma n a g e meewsleftes for the fourth quarter of 2020. In each
quarterly newsletter, we provide our perspective on the most recent quarter, preview what lies
ahead, and offer a bit of market trivia.

Our corporate slogan i sDisdovering Opportunityd whi ch s our dai With
our small cap strategies and our wealth management portfolios. Our investment professionals

possess a tremendous amount of experience navigating through multiple marketcycles. 1 4 9 2 6

time-tested strategies are based on a three-step process of identifying investment themes from
hundreds of meetings annually with company executives, extensive tire-kicking of the financial
statements, and a rigorous valuation methodology.

Was 2020 Just a Bad Dream?

If you went to sleep on January 31 and took an 11 month nap, you might have thought you
missed a fairly ordinary year. If you woke up and just looked at the year-end tally for the S&P
500 and Russell 2000, they were up avery i o r d i #1&4foyard +20%, respectively, and the
tit-for-tat tariff war with China seems like a distant memory. However, for those of us who lived
through 2020, we know that it was anything but an ordinary year. We experienced the first
global pandemic in over 100 years, rioting in the streets of cities across America, the first woman
elected Vice President, and multiple Covid-19 vaccines created in a matter of months. The
stock marketds gyr at i onas wevendueed thenaygesh momthly doop in
the history of the Russell 2000 Index (-39.6%). On the way to achieving that milestone, the
index experienced its single worst day ever (-14.2%) and four of the seven worst days in its
history. The March quarter was the single worst quarter on record (-30.9%). However, the
market posted an amazing recovery that has most market observers scratching their heads.
This snapback includes the best quarter ever (December = +31.4%) and two of the four best
guarters in index history. On this road to recovery, the index recorded its best day in history
(+9.4%) and three of the best seven days ever. So was 2020 and the dizzying market gyrations
all just a bad dream? Unfortunately not. Despite nearly two million lives lost to the pandemic
globally and lockdowns that brought industries to a screeching halt and forced companies into
bankruptcy, the global markets, all things considered, had an amazing year.

The magic of fiscal and monetary stimulus from governments around the globe, which was
applied like a liberal sprinkling of pixie dust, did the trick. 2020 is certainly a year that most
would like to forget for a lot of reasons, but the outlook for 2021 looks brighter as a result. Key
early hurdles for the market in 2021 include the Georgia senatorial elections which will likely
have concluded by the time you read this letter and the broad distribution of Covid-19 vaccines.
They will be a key lynchpin to end the pandemic and return the world to some level of normalcy.
Whatever fnormalo means remains to be seen,but wedr e
like days past.

Pleasereadonto see our wuni que vVvi 02K whatfsome bf the lie\sthemes
are that wedr e i nv emttthe key stdckhmatket drieers avill be laadiriylge
in some stock market trivia. We will be providing our strategy webinars and detailed
perf ormance
would like to discuss any of our strategies with us, please contact Tim Stracka at 414-238-3398.
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A Review of 2020: Was 2020 Just a Bad Dream?

If you went to sleep on January 31 and took an 11 month nap, you might have thought you missed a fairly ordinary year. If you
woke up and just looked at the year-end tally for the S&P 500 and Russell 2000, theywer e up a Vv eHl84%rfamdr d i
+20%, respectively, and the tit-for-tat tariff war with China seems like a distant memory. However, for those of us that lived
through 2020 know it was anything but an ordinary year. We experienced the first global pandemic in over 100 years, rioting in
the streets of cities across America, the first woman elected Vice President, and multiple Covid-19 vaccines created in a matter
of mont hs. The stock mar ket 0sasgegeanduted thedasgestwneontidy dimiry thehhistorygof theu t
Russell 2000 Index (-39.6%). On the way to achieving that milestone, the index experienced its single worst day ever (-14.2%)
and four of the seven worst days in its history. The March quarter was the single worst quarter on record (-30.9%). However,
the market posted an amazing recovery that has most market observers scratching their heads. This snapback includes the
best quarter ever (December = +31.4%) and two of the four best quarters in index history. On this road to recovery, the index
recorded its best day in history (+9.4%) and three of the best seven days ever. This topsy turvy market incented investors to
open up a record, ten million new brokerage accounts, many at firms such as Robinhood, which is a haven for day-traders. So
was 2020 and the dizzying market gyrations all just a bad dream? Unfortunately not. Despite nearly two million lost to the
pandemic globally and lockdowns that brought industries to a screeching halt and forced companies into bankruptcy, the global
markets, all things considered had an amazing year.

The magic of fiscal and monetary stimulus from governments around the globe, which was applied like a liberal sprinkling of

pixie dust, did the trick. 2020 is certainly a year that most would like to forget for a lot of reasons, but the outlook for 2021 looks
brighter as a result. Key early hurdles for the market in 2021 include the Georgia senatorial elections, which will likely have
concluded by the time you read this letter and the broad distribution of Covid-19 vaccines. They will be a key lynchpin to end

the pandemic and return the worldt o s ome | evel of normalcy. Wh at e vbeurt fAwneddrrnea
certain that |iikedayopasht be exactly |

A Pandemic in Pictures
Nobody reading this letter was likely around for the last global pandemic - the Spanish Flu of 1918. We are truly breaking new

groundhere. Wi t h t he benefit of hindsight, wedre able to go back
has stopped the global economy from plunging into the abyss. Wh a ts@ different about a pandemic-induced recession when
compared with your run-of-the-mill recession is the rapidity with which it happeneddue t o t he | ockdowns.

the global GDP drops 30% in less than a month. The chart below left shows the plummetingi n PMI 6s (pur ddhas
index) which is a gauge of industrial activity for the major economicpower s around the gl obe. | nt
economy didnodét dip |ike the others. Did they kadepiots the Globalt h i

Service PMI. Note the difference between the pandemic drop of 2020 and the financial crisis of 2008/2009. The service PMI
is a gauge of the service side of the economy and includes such things as restaurants, airlines, hotels, etc. The quick response
by governments around the globe is the key to the sharp rebound.
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As we said in our March newsletter, the U.S. government had the stimulus playbooks from the 2008/2009 recession and used
that experience to shorten the downturn. The magnitude of the global response was massive and was something that was
truly unprecedented. Below left is a chart that shows eachc ount r ydés policy response as a
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Note that every country had more than one leg to its stimulus plan. The chart on the right shows the mix between monetary
and fiscal stimulus measures and the total value of these plans. The punchline is that these plans are equal to nearly 33% of
global GDP, a truly massive number. Including the pending $900 billion Coronavirus stimulus package, the U.S. package now
equals $10.4 trillion or 48.5% of U.S. GDP.
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| f you dtbhantbetgoverhmemt learned anything from the 2008/2009 financial crisis, | think the following charts could
change your mind. The chart on the left shows how dramatic of an impact the current fiscal stimulus measures had on U.S.

GDP when compared to the response of 2008/2009, which was slow to be enacted and not nearly as large as the pandemic
response. The initial responseresultedi n a +9. 9% boost to 20206s GDP growth wit
+5.6%. The U.S. government brought out the bazooka without delay. The chart on the right shows the balance sheet of the
Federal Reserve which saw an immediate spike earlier this year when they put in place monetary policy programs to add
liquidity and stimulus to the economy. Once again it shows the size and immediacy of the programs launched versus 2008.
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The pandemic coupled with the economic stimulus programs forced consumer behavior to change rapidly and in ways that we
may not have predicted. As we all know, regional rolling lockdowns across the U.S. caused behavior to differ quite dramatically
state to state. However, we all can agree that it pushed consumers to shift their habits and forced consumers to save, (partially
due to injection of direct cash payments and to PPP loans), work from home, avoid mass transit, move to the suburbs, shop
on ecommerce platforms, limit air travel, and invest. Below are a couple of examples of these changes. The chart on the left
shows the enormous spike in U.S. personal saving. This increase was likely the result of stimulus payments from the
government like direct cash payments and PPP loans and a forced retrenchment in spending due to closures of all things
travel-and-leisure related. The way we spent our money clearly changed as well and likely accelerated the adoption of
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ecommerce spending by three to four years. The chart on the right highlights this phenomenon. Note that ecommerce growth
had been outpacing total retail sales for years but the pandemic sent this trend to another level even while total retail sales
initially slumped due to uncertainty around the virus.
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Despite the ever-present pandemic lockdowns and spiking Covid-19 cases in the back half of the year,t he gover nr
actions and the corresponding i mpact on consumer behavior
Many market commentators uncomfortably squirmed when trying to explain how the stock market could be acting so well
despite the sharpest drops in economic growth in history. If we had a dollar for every time that CNBC had a market
prognosticator on in March saying that it would take years for the economy and stock market to return to pre-pandemic levels,
wedd be vFRortlyoseof wslihat use history as a guide, you would know that this marketr eact i on i sné6
atall. Infact,thestockmar k et 6 s r et ur ns wert én pdr With othdareceshionaryrecaveries as the chart on the

left shows. In all three cases highlighted, the stock market advanced 60% off the lows in the first nine months and then returns
flattened out in the next 12 months. We address our views of the coming year in the section below entitled 2021 Outlook-
Conclusion of Covid is the Clear Catalyst but Tough Comps Lie Ahead. The other outcome that ca
of the NASDAQ Composite. This index holds a disproportionate share in technology and biotech stocks that benefited from

the acceleration of the digitization of our economy and from the efforts to discover vaccines to fight the Covid-19 virus,
respectively. The chart below right shows the accelerating number of new highs the NASDAQ index made during the year.

This event has led market commentators to conclude the market is overvalued. We address this topic later as well.

~—
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As we stated at the beginning of the newsletter, all in all it was a very good year for the stock market, especially considering
the roller coaster r i de amddthe stdekensarket.oDuring the fourthmuardeg the nyarkét soareds



followingthe concl usi on of one of the most contentious el ecti,ons
but several, vaccines had successfully met, or rather blown away, their targeted efficacy hurdles and would be available for
immediate distribution. When we review this time period years from now, Operation Warp Speed may be singled out as the

most successful public/private partnership in history due to the extraordinarily quick response and success of the efforts. This
success fueledthe Russe | | 200006s singl e best +3L4%.rin asigiifigantichange in tnendotihhe smadl c o r
cap Russell 2000 pushed past the S&P 500 in the fourth quarter to take the yearly crown. However, it was the NASDAQ
Composite which stole the show with its gaudy +44.9% return on the year. All of the major indices made all-time highs as we
closed out a very memor abl e y eThe table balow bighkghtsilee Geturnsfor Ibothl the Koarth t o
guarter and year-to-date 2020 for the popular indices.

Russell 2000 +31.37% +19.96%
Russell 2000 Growth +29.61% +34.62%
Russell 2000 Value +33.36% +4.63%
S&P 500 +11.69% +18.4%
Dow Jones Industrials +10.17% +7.25%
NASDAQ Composite +15.63% +44.92%

Source: 1492 Capital Management, LLC and FactSet

From a style perspective,we 6 | | d e c-toateste Thie Russell 2000 Growth Index (+34.6%) handily beat the languishing
Russell 2000 Value Index (+4.6%) for the year despite a massive surge in the fourth quarter when some historical A v al u e
sectors like Financials and Industrials began to perform better and providledh ope t o t he #Aval uedo c¢cr owd
was about to turn for the better. However, despite the fourth quarter pop, the Russell 2000 Value Index only outpaced the
Russell 2000 Growth Index +33.4% to +29.6%, respectively, for the three months. From a sector standpoint, Healthcare
(+46.1%) and Technology (+38%) were the two leaders for the year and continueda t rend thatés been in
years. Massive gains in biotech stocks that were fueled by Covid-19 vaccine success propelled Healthcare, and the
Technology sector was strong on the heels of the work-from-home environment. The worst performing sector was Energy as
collapsing demand for oil and gas plagued the sector early in the year and it was never able to recover. The two tables below
highlight the performance of the Russell 2000 and style indices by sector for the fourth quarter and for year-to-date 2020.

Full Year 2020

Russell 2000 Russell 2000 Growth Russell 2000 Value
GICS Sector Absolute Contrib Relative Absolute Contrib Relative Absolute Contrib Relative
Com Serv 5.12 -0.02 -14.84 13.99 0.26 -20.64 -6.12 -0.32 -10.76
Discretionary 32.28 473 12.32 3216 3.94 -2.47 3 4 5.53 26.70
Staples 625 1.19 6.29 1805 0.67 -16.58 @ 1.70 30.68
Energy -1.48 -56.72 .0.39  -68.41 (37.08) -2.31 41.72
Financials -4.45 -4.23 -24.41 17.37 -0.04 -17.25 -8.96 -717 -13.60
Health Care 12.43 26.09 @ 19.77 13.64 32.38 3.28 27.74
Industrials 463 2.82 4.67 35.55 1.48 0.92 11.56 3.91 6.93
Info Tech 6.36 18.04 44 .42 9.70 9.80 27.56 2.24 2292
Materials 16.55 0.96 -3.41 6.81 0.00 -27.82 20.49 2.18 15.85
Real Estate -5.07 -2.31 -25.03 7.59 -0.90 -27.04 -10.02 -3.35 -14.66
Utilities -1.23 -0.50 -21.19 8.42 0.12 -26.21 -3.99 -1.05 -8.63

Source: FactSet; FTSE Russell; Jefferies



Fourth Quarter 2020

Russell 2000 Russell 2000 Growth Russell 2000 Value
GICS Sector Absolute Contrib Relative Absolute Contrib Relative Absolute Contrib Relative
Com Serv 31.61 0.72 0.24 26.52 0.61 -3.09 37.27 0.84 3.91
Discretionary 26.28 3.61 -5.09 23,79 3.38 -5.81 2917 3.86 -4.19
Staples 23.05 0.79 -8.32 m 0.56 -12.84 29.24 1.04 -4.12
Energy 0.84 13.81 @ 0.06 8.13 45.49 1.65 12.14
Financials 3518 5.50 3.81 22.36 1.00 -7.25 37 .46 10.35 4.10
Health Care 30.53 6.31 -0.84 31.83 10.86 222 23.36 1.53 -10.00
Industrials 32.09 4.87 0.72 31.13 4.21 1.52 32.99 5.57 -0.37
Info Tech 37.54 4.88 6.17 35.98 7.13 6.38 43.45 2.48 10.09
Materials 39.60 1.61 8.23 23.11 0.64 -6.50 @ 2.64 14.69
Real Estate 22.55 1.52 -8.82 20.48 0.76 -9.12 23.44 2.32 -9.92

Utilities 0.72 -10.08 22.74 0.40 -6.86 1.08 -12.61

Source: FactSet; FTSE Russell; lefferies

The rebound that we witnessed in the U.S. marketswasndét replicated in international
year with better results in most Asian markets. As the year progressed, emerging markets did better than developed markets
overseas as they began discounting a synchronized global recovery fromt he pandemi cds expected
European markets finished the year in the red, whereas South Korea (+30.8%), Japan (+16%) and India (+15.8%) led the
Asian markets as Covid-19 impacted their economies less. Stimulus initiatives abroad should put wind in the sails for these
markets as we enter 2021. On the commodity front, metals and lumber were the big winners as lumber exploded higher
(+115%) on insatiable housing demand. Metals were surprisingly strong as inventory levels around the globe were rightsized
despite lower demand from autos and other heavy metal industries. Copper was the clear beneficiary as it rose +26%.

France +15.6% -7.1%
Germany +7.4% +0.4%
Brazil +25.8% +2.9%
India +25.4% +15.8%
China- A Shares +7.9% +13.9%
China- Shenzhen A Shares +8.4% +35.2%
Japan +18.4% +16.0%
Long-Term Treasuries (TLO) -3.4% +16.1%
Investment Grade Corp Bonds +3.2% +9.7%
Gold -0.0% +24.4%
Volatility- VIX index -13.7% +65.1%
oil +20.6% -20.5%
Natural Gas -0.0% +15.4%
Lumber +42.6% +115.4%

Source: 1492 Capital Management, LLC

A Look Back- Predictions and Prognostications for 2020: How Did We Do?

Whil e we arendt i n t malfoleecasts on theeconamy or moratkei stoak mérket;, we thought it would be
interesting to review our 2020 outlook from a year ago and see where our prognostications hit and missed the mark. Our
predictions/prognostications from our fourth quarter 2019 newsletter are in italics below.



fif you simply deconstruct the returns of the S&P 500 in 2019, the two heaviest hitters in the S&P

500 index, namely Apple and Microsoft, soared 89% and 58%, respectively, and accounted for

nearly 20% of the S&P glefediliondodar megacap sfoeks areturlilely y e a r .

to repeat this feat in 2020. Wedre not predicting any
are still very well positioned, but their returns are likely to be much more muted.0

Well we were clearly wrong on this one as Apple and Microsoft layered another spectacular year onto their 2019 returns with
gains of +83% and +43%, respectively. Apple became the first U.S. based company with a market capitalization greater than
$2 trillion. The acceleration in the digitization of the global economy due to Covid-19 was the catalyst behind these stocks
moves.

iwvhile webre not in the business of making predictions,
on where we think the market will trend over the next year. We expect 2020 will get off to a slow
start from an economic standpoint due to an earlier Chinese New Year and remaining uncertainty
about the go-forward rules around trade (although this should quickly be resolved with China).
Another headwind is the uncertainty around Boeing and their production issues related to the
ongoing 737-Ma x j et saga. Whi | e it i s just a single con
disproportionate impact on certain economic statistics and resonate through its huge supply chain.
Based on the latest forecasts, Boeing should be back up and producing at more normalized rates
late in the first or early second quarter of 2020. The GM strike, which was a headwind to the
economy late in 2019, should turn to a tailwind in 2020 as production normalizes. We also face
easy comparisons in the first half of 2020 in many industries due to the excessively wet weather

that much of the country experienced in the first half
impact could be muchworsein2 020 but it, as always, is a wild card.
a year of intense political noise as we approach the November Presidential election. Election years

can be very interesting from a stock nidisappeiitdo per specti v

While a couple of comments that we made in the preceding paragraph turned out to be correct, they were correct for all the
wrong reasons as Covid-19 made any call for a slowing economy look prescient. The sluggish start to the year was due to the
start of the pandemicand not an earlier Chinese New Year. Bviaejét isguéss |
extended until nearly Thanksgiving before they were cleared to fly. Unfortunately for them, their customer base was basically
incapacitated as Covid-19 restrictions pushed the airlines to the brink of bankruptcy. When we made our prediction that election

years can be very interesting, what transpired in 2020 was!|
fthe first half of the year may notbe much t o wr i te home about, and wedl |l al
significant gains that were tallied in 2019. The earn
half of the year wild/l be quite easy given the economioc
the past sever al mont hs. However, itdéds the rate of <ch

year-over-year growth in the second half of 2020 as a result. Many of the things that have been
supportive to the economy will remain in place like historically low interest rates, low
unemployment, and accelerating wages with subpar inflation. This environment should be
supportive of M&A activity given the low relative valuations of small caps as we mentioned above.
The wild cards remain Trump, the election, and China. Therefore, our prediction is that the market
in the first half of the year will likely digest gains and assess the trajectory of the second half
recovery before putting in another strong upside move in the second half. If our assessment is
right, we should see accelerating earnings growth that approaches the high single digits in the
second half of the year. This acceleration will lead the market higher as we move toward the end
of the year and as the Presidential election is behind us. The bottom line is that there is a larger
gap between small and | arge cap valuations that we hayv
gap leads to small cap outperforming large caps and an advance approaching 10% for the
broader market and potentially more for small caps.o

As we predicted, the wild cards of Trump, the election, and China were certainly that - wild cards. Trump held form by simply
being Trump. The election was a wild card as we elected a President who barely made it out of the New Hampshire primary,
and we elected the first woman to the post of Vice President. Lastly, China was the source of the virus that ravaged the world
as we now know. Our correct prediction that the second half of the year would be better than the first was simply a function of
having one of the worst first six months of the year on record due to the pandemic and not from our keen insight. Our call for



small caps to outperform the large capsémarket advance of 10% for the yearwasdar n c|l os e . However ,
admit that this isnét at all/l how we envisioned getting her

2021 Outlook: SPACsar e t he FIl avor of t he Day but We Think

SPACs or Special Purpose Acquisition Companies, are the hottest thing on Wall Street since the Dotcom era. Opinions on
the legitimacy or efficacy of this type of stock offering are mixed, but before we offer our thoughts, let me explain what they are
and why they exist. SPACs are companies that raise money through a public offering of stock with the purpose of using the
proceeds to make a future acqu-thbeéetkonc oAgdeoyentyrieads thé SPAC thaa | |
issues the shares into the market (usually management teams that have a strong reputation from a prior successful business
or Investment Banks). Each SPAC targets a capital raise that they believe will be of sufficient size to make an acquisition in
their target industry. Many SPACSs target a specific industry that the sponsor team has experience in to give them credibility,
but there are some entities that are looking to buy a target in any industry and are just searching for a strong target candidate.
The shares are almost always issued at $10 per share and usually contain a fraction of a warrant per share (.25-1 warrant per
share is the norm) with an exercise price which is at a premium to the offer price of $10. The combination of the stock and
warrant are called a unit, which may trade separately after issue. Warrants are usually struck at $11.50 and give the holder
the right to buy a share of the target company at $11.50 for a period of five years, for example. The proceeds of the initial
SPAC offering are put into a trust where they are held in ultra-safe investments like short-term treasury securities for
safekeeping until a target is identified. The SPAC has a two year term in which to identify a target and execute a transaction.
I f the SPAC doesno6t c omp Ineaithiethatwo yaactqrm,ithe trustiretums ther$a0nback o tnvestors.
The SPAC typically has a management structure similar to a normal corporation with a board of directors and management
team. The sponsor group usually receives up to 20% of the shares of the post-IPO SPAC as compensation for doing the work
on the transaction. However, this percentage has been shrinking of late as investors have become increasingly savvy and
wonot give up as much asfthe marlet hascbetpneeringreasingly mare cempetitive. Similarly, the
number of warrants granted to SPAC investors has been falling over time. Years ago when SPACs first debuted, investors, in
many cases, received one warrant for every share they purchased. Now many SPACs are being issued with only 1/4 to 1/3 of
a warrant per share to reduce future dilution. Once a target is identified and the valuation is agreed to by all parties involved,
the sponsor usually raises additional capital in the form of a PIPE (private investment in a public equity) transaction which is
used to fill the gap between the capital raised in the initial offering and the value for the target company. Once this process is
complete, the De-SPACIing phase takes place in which the original SPAC investors elect to go along with the transaction or
receive their $10 back from the trust. Ifit 6 s vi ewed as a s tinitial mgestodsevdl elect taago alongwith theo s t
announced transaction and become shareholders in the new entity.

For a time, SPACs had a bad reputation as many viewed this form as a get-rich-quick scheme that benefitted the sponsors.
Many hedge funds invested in these vehicles at the inception of SPACs because they would have a low volatility investment

of $10 that sat in trust earning a very low interest rate, and once a target was identified, they could choose to approve the
target or get their $10 back if they disapproved. If they approved the target transaction, many would sell their shares into the
market and keep the warrant for their own account and play for the upside that may come with the success of the target
company in the future. This process minimized the capital that they had invested while still allowing for participation in the
upside of the company over time. The reason that SPACshavenowb ec ome very popul ar i s tdwart i
to the surge in Private Equity assets over the past 15 years. Essentially, SPACs are a publicly traded vehicle that allow an
investment in a company that may not have gone public for a variety of reasons.

Key benefits of SPACs are the following:

T Lower regul atory costs to the target company as the tar
IPO would require.

1 Once the target is identified, the target management team can provide forecasts about their future to prospective
investors. This process provides a clearer picture to prospective investors of the company and allows the target
company to talk more openly about their future prospects. This disclosure was never allowed in a normal IPO.

1 Itis a better outcomeinmanyi nst ances for the target because they don
equity firm that usually assumes management control of the firm and drives cost cutting measures, etc. The target
can choose to take some money off the table at the closing of the deal, yet keep a controlling stake in the ongoing
publicly traded company which has liquidity and a readily identifiable market value.

1 SPACs have an advantage with respect to Section 11 liability under the 1933 securities act. Under this provision, a
normal IPO company can face lawsuits for not disclosing certain risks or misstatement of key issues.

1 Investors in a SPAC know the value of the company in advance of the transaction. This disclosured o e s n 6t me a
t he SPAC s har dateagspatdation ang enthesiasm build for a target company prior to the closing of the
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deal. In contrast an IPO prices the day before the offering and either you take it or leave it without much certainty
around valuation.

1 Underwriting fees for an IPO are usually between 5-7%, whereas SPAC fees are generally below this level now as
theydve become more competitive.

At 1492, webve participated in SPACs as an upfront invrgdtor
orwronganswer,but youdr e c | eaenrhe sponsoaikydbunnyestaipfrong This upfront bet is a low risk one as you
can get your initial $10 investment back with interestifyoud on 6t | i ke t h eSPAGs hayertallytakem pffan2§20

as capital has been plentiful and cheap due to the low interest rates. However, like anything, too much of a good thing is bad,

and wedre starting to see certain sponsors who were succes:
of the apple. As the chart below left shows, SPACs have become a key driver of the surging volume of the IPO market this

year. The chart on the right shows how significant of an impact SPACs had on the entire IPO market. | t 6s t he most
market since the 1999/2000 tech bubble. We know how that ended, so buyer beware.
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U.S. IPO Activity (SBN)

330 5160

$175 billion

150

.- i 5140
LD .
5120 125
520
5100 100
315 350 Other
75 M Blank-check IPOs
510 %0
si0 | P
ik I ‘ I ||“|| ||‘|| !l ol
0 |||I|I|I.| || ||| || | | ||| ||||Il||‘||| ||| | 0
I' \ . \ I' [] T T T . . . T I- I~
1995 2000 ‘05 10 15 20
m Monthly — ------- Rolling 12-Month Sum Note: 2020 asof Dec. 24

Source: Dealogic
Source:Strategas Research

2021 Outlook: Not Quite 1999/2000, but Signs of Excess are Building in Several Sectors

When a stock marketrisesr el ent |l essly as wedbve seen since the market bc
irrational exuberance surface, which is what has happened in the last few months as every U.S. index has hit new all-time
highs. While these calls seem to come out every time the market has a nice run, in my opinion, this time there is some
creditability to it. To illustrate this point, there are 410 publicly traded companies that are currently trading with an enterprise
value to sales ratio greater than ten times (excluding the REIT sector). This level is incredibly high,and i n fnor ma
periods this number typically hovers around 100 companies. What this valuation meticmeans i n | aymanods t
company was trading at 12 times revenue and had 100% margins, which no company does, it would take 12 years to get your
investment back. There are many examples of software companies with recurring revenue streams that are currently trading

with valuations north of 30 times revenue. Keep in mind that most of these companies have operating margins that are at best

30% with many of them losing money on an operating basis. Growth at any price has certainly becomear eal i ty i n
stock market. The 10 million new brokerage accounts that have come online this year, which includes the now-infamous
Robinhood investors that pile into the same investments regardless of valuation, were a key driver of this rally. Irrational
exuberance has returned in the form of some recent| P Otbas defy logic. For example, Snowflake, a cloud storage company
which recently came public a few months ago and is forecast to have about $1 billion in revenue in 2021, traded as high as

110 times revenue. Thisleveli s absurd even for a company growing 100% per
disregard for valuation. The first company is Doordash which delivers food from restaurants to consumers across the U.S.

Just Eats acquired Grubhub, Do o r dearssh dorapetitor, for about 3.3 times revenue this year. On its IPO, Doordash
more than doubled the first day and trades at a dizzying 14.5 times revenue. How is it possible that two companies which
address the same end market should trade at such wildly different multiples? Lastly is the example of Airbnb, the popular
home rental service. It recently came public, and after the offering price range was increased a couple of times prior to the

IPO, it still traded up over 100% on its first day of trading. It is currently valued at a revenue multiple of 25 and has a market
value of $115 billion. Pretty heady stuff.



The comparisons to the 1999/2000 tech bubble are used all too frequently. However, as | mentioned above, there are clearly
pockets of the market that are overvalued, but the current market valuation metrics are much more deserved than in 2000. For
example the current valuation of the S&P 500 is shown graphically in the chart below left. As you can see, the current forward

P/E ratio is 21.7 times earnings, whichiswe |l | bel ow t he peak of
a higher multiple than in prior periods. This opinion is due to one simple valuation input,a n d

t he

1999/ 2000
that 6s i

bub
nt erest

U.S. Treasury rate was 6% in 1999 compared with just 0.9% today. As interest rates drive the calculation used to discount

ear ni

future ngs streams,

todayo6s

t r eme nd o uigd Yhislcaneepgt can bezder s
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in the chart below right. Earnings yields and interest rates have historically been closely tied but have widened out of late,
which provides equities with more headroom to appreciate.

TINA Says Buy Stocks

The all-in yield from stocks is almost as low as in the dot-com bubble, but this time is far
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I n addition, todayobs |l argest companies that are drivingf th
which trade at reasonable P/E ratios of 25-30 times. These valuations are justifiable due to their organic growth rates and
strong margin profiles. The chart below shows that the NASDAQ currently trades at its highest level since 1999/2000 but

again, when relative i nter e stockmaketevauatians are rauckcnwre justifed dué, o ipart, td

od
the lack of compelling investment alternatives.
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2021 Outlook: Covid-19 Conclusion is the Clear Catalyst but Tough Comps Ahead

Undoubtedly, the largest catalyst ahead for the U.S. economy is the conclusion of the Covid-19 pandemic. Assuming the
vaccination rates that are projected in the U.S. are correct, we should achieve herd immunity in the May/June timeframe.
Presumably this event will allow a level of normalized economic activity to resume. The real question is what does normal look
like and how quickly do we get there?

The Economic Outlook

The economic stimulus programs that we referred to earlier in the newsletter are, and will be, the key drivers of the economy.
Theyodor e agdaeatyedd to GDP growth in 2021. Amazingly, despite the global lockdowns, the U.S. economy is
projected to grow dramatically into 2021 off of easy comparisons, but even as we approach the fourth quarter of 2021, the
economy should be advancing at a 6% year-over-year rate. As a reference point, GDP growth for much of the past 10 years
has been sub-3%. Obviously much of this growth is predicated on ongoing stimulus measures and a return to a normal
economy that is free of lockdowns. The substantial expected rebound in GDP growth can be seen in the chart below left.
Amazingly, the annualized 2021 earnings for the S&P 500 are projected to be nicely above the pre-Covid-19 levels of 2019
despite all of the global lockdowns. This earnings level is stunning when you considert he pandemi cd6s i mpa
economy. As an investor, |l 6ve been amazed at the | evel o f
despite the pandemic headwinds. Productivity has been off the charts. Corporate management teams have to be asking
themselves if they need all the office space and global travel in order to be successful going forward. Given what transpired

in 2020, | bet many concltude that they donbd
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As 2021 opens wedl |l be ushering in a new government al a-d mi
setter for the market. Will the new policies be reminiscent of the low growth/high regulation era of the Obama/Biden
administration, or something more economically friendly? Unfortunately, the only real details thatwe 6 v e emsearging from

the new administration are related to taxes, which are forecast to increase for both corporations and individuals. This news

i sndét a tapdrangptsuceessfally pushed U.S. corporate taxes down to a level that is comparable and competitive with
most other countries around the globe. In my opinion, this change is how unemployment levels hit record low levels prior to

the pandemic. Whencompani es have a bigger bottom I|Iine, whether itds
spend it on hiring and R&D in the unending quest to gain market share in their respective industry. Unfortunately, Biden has
already indicated that he plans to raise taxes to a level that would be much higher than those of our three largest trading
partners as shown in the chartbelow. | t 6 s pr o] e detigod waultl lawer e@rhings of the S&P 500 by 7-10% as a
result. One potential offset that is being bandied about is a large infrastructure package. However, by the time something of
significance is agreed upon and passed it will likely be too late to impact 2021.

11



Corporate Statutory Tax Rate (OECD)

43% -
41%
3%%
37% .
Biden Target? 33%
35% ,
33% ®
Mexico IQI

31% 2019:30%
29% Canada

’ 2019:27% I*I
2% Mo am=- L—_ us. =
250 UURUORUUUINUUORU oo 2019:26% ——

’ China -
23% 1 ; : - — 2019:25.0%

00 02 04 06 08 10 12 14 16 18 20
SourceCornerstone Macro

Our Fearless Forecast for 2021 - Setup for Stock Mar ket Appears Chall enging Gi v

Whil e wedbre not in the business of making predictions, we a
will trend over the next year. Assuming a successful and timely rollout of the Covid-19 vaccines, there will undoubtedly be
many green shoots that investors will be able to point to in the global economy as businesses and borders reopen around the

gl obe. The question i n our,ancinouw viewgsit iswiita a kit.s Howdvar, ¢his thqughpd d e erdd
mean that t hadvanee frdméere. &t 2rs6 tj u s depegdoi oy quickdy economies turn back on after pandemic
lockdowns. The first major hurdle for the market will arrive in the first week of the year when the Georgia Senatorial elections

take place. If Republicans do not come away with at least a split of the two seats up for grabs, we would expect the market to
pause for a time to see what the new administration proposes as Democrats would take control of Congress. The stock market

|l i kes a split government and as we write this newslettadr i
we expect equities to tread water early in the year. We will be busy digesting the massive fourth quarter 2020 gains, gauging
what® an appropriate expectation for the rollout of vaccinations, and determining how the Biden administration will deal with

the far left wing of the Democratic Party. If the far left drives his policies, the stock market may retreat as there is concern over
higher spending and inflation. Inflation is still the one bogey man that most investors fear due to the massive stimulus measures
launchedar ound t he gl obe.,butdnys@msficantiinereaselisyikelly to spook thewmarket. The Federal Reserve

has stated that they have no intention of raising interest rates until after 2022 and if this view changes, then watch out below.
Their interest rate policy coupled with stimulus have been the two key drivers of the current stock market bounce.

As we progress through 2021, the inevitable question has to be how does the global economy look without stimulus? This
guestion is likely to come into focus sometime in the second half of the year as all major global players conclude their stimulus
efforts, and economies are left to fend for themselves. Even though this issue may be more of a 2022 event as stimulus likely
impacts much of 2021, the stock market is a discounting mechanism, and the market will begin to digest what that may look

ike. The first half of 2021 wil!/| have very easy comparisons a
second half comparisons will become increasingly difficult but still relatively easy from an historical perspective, all things
considered.

With interest rates remaining historically low, they will be a key determinative factor for the economy and the stock market. To
see how important rates are, just look how robust the homebuilding and home sales numbers were in 2020 despite the
pandemic. If rates move too high too quickly, we could see homebuilding slow just like in 2018. Homebuilding is always a key
cog in the U.S. economy. Low interest rates are also important for determining equity valuations as discussed earlier. We
predict that the low interest rates and increasing business confidence will set off an epic wave of mergers and acquisitions,
which follows the record capital raising year of 2020.

Bringing it back to small caps, the growth expectations for this asset class in 2021 look compelling but too high in our opinion,
as the economy recovers post-pandemic. Regardless of how overstated the expectations may be, in our opinion, small caps
will still show outsized growth compared to large caps as long as the economy continues to normalize as Covid-19 recedes.
The chart below shows the expected growth for both small and large caps by quarter in 2021. This growth is the likely reason
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that small caps have outperformed large caps late in 2020 as the market is sniffing out the growth disparity ahead. Small cap
outperformance cycles typically last eight years so there may be much more ahead for small caps.

Source:Strategas Research

Therefore, our prediction is that the stock market will likely digest gains in the first half of the year as it looks for any setbacks
in Covid-19 vaccine deployments and Biden administration surprises. As we move through the second half, inflation
expectations will/l be key as we may begin to see coaclusioR ofdhe i
Spanish Flu Pandemic of 1918 and there was a tremendous amount of pent up demand for going out and having fun once the
pandemic subsided. We see a high likelihood of this effect taking shape in the second half of the year which could send the
sectors that were heavily impacted by Covid-19 (travel and leisure to name a few) skyrocketing. This event will be a nice offset
to those sectors of our economy that were beneficiaries of
all things involved with the accelerated digitization of our economy. We expect the stock market to grind higher in the second

half of the year as uncertainties dissipate. The small cap valuation gap versus large caps has been narrowed somewhat due

tos mal | late 2320 autperformance, but it was the largest differential thatwe 6 ve seen i n al wecespect 20
that to continue to narrow. This position leaves advances for large caps approaching mid-to-high single digits as valuation
levels are unlikely to expand significantly from here with interest rates poised to move higher, and small caps will outperform
and yield returns in the low double digits. The best guide as usual is history. The table below shows that performance in the
nine months following the first nine months off of the lows of the market, yield an average return of +8.1% with an average
intermediate decline of -9.7%.
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Thematic Investing: Unleash the Hounds - Consumers Shift Their Spending in 2021

With COVID-19 likely to create nearly a full year of consumer spending that is focused on nesting items for the home/home
office or on sporting goods for acceptable socially distant outdoor activities, we believe that the spread of the Coronavirus
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