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Of course, no one, least of all Pablo, knew that at the
time. In fact, the world would not know this for anoth-
er fifty years. This remarkable story is not really about
the extraordinary coincidences that led that boy to
that store to find that music, but rather why it took so
many decades for the world to discover it.

P re-COVID seems like decades ago. We

sensed at the beginning that our world would

be forever changed by this virus.! That still
seems correct, even as its consequences continue to
play out.

Most importantly is the enormous death toll. Official
deaths from COVID-19 worldwide are close to five
million, but this almost certainly undercounts mortality
from this virus, which is estimated to be two to three
times higher, 15-19 million (Chart 1).2
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Sadly, the United States is still recording 2,000-
3,000 excess deaths daily from COVID-19. That is
40% below the peak in January, but deaths in Europe
are 90% below peak. The daily death rate in the
United States is eight times the rich world average.
Each death is sad; that so many could have been
prevented is tragic.

In the early months of the pandemic, more than 22
million workers lost their jobs. We have recovered
more than 17 million of those jobs, but there are still
5 V2 million fewer people working today than at the
beginning of 2020. One million or so can be ac-
counted for by likely retirement, but that still leaves a
large gap we have yet to fill.

https:/ /www.angelesinvestments.com/insights/videos/michael-rosen-on-
bloomberg-tv-march-5th-2020.

https:/ /www.economist.com/graphic-detail /coronavirus-excess-deaths-
estimates
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Unemployed and Job Openings, Thousands, 2000-2021
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Bewildering, to economists and employers alike, is everything from automobiles to toasters. Used car
the record number of job openings, nearly 11 million prices are up 30%* in past six months (Chart 3).
unfilled positions, well more than the 8 million who o . .
. Shortages are not limited to semiconductor chips.
are unemployed and seeking work (Chart 2). ? ) )
One-third of factories have reduced production due
Labor is not the only shortage induced by the pan- to the lack of availability of non-chip inputs or labor
demic. The lack of semiconductors, the world's fourth constraints.

most traded good,? is causing the short supply of _ _ .
3 After crude oil, refined oil and automobiles.

4 Absolute, not annualized
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S PEPE Container ships at anchor in San Pedro Bay and at berth in Ports of

Los Angeles and Long Beach
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Chart: American Shipper based on data from Marine Exchange of Southern California. Data bi-monthly Jan 2019-Nov 2020; daily Dec 2020-present. https://www.freightwaves.com/news/record-shattered-

61-container-ships-stuck-waiting-off-california

Location of Ships Awaiting Entry to Port of Los Angeles-Long Beach
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The bottlenecks in transportation can be seen by
looking out our office window at some of the 73 ships
awaiting entry into the port of Los Angeles/Long
Beach, (Charts 4, 5) the largest port in the Western
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Hemisphere. Not only are there no berths, there are
no more available anchorages, so half the ships
awaiting entry must simply drift in the ocean until
something opens up.



3RD QUARTER | 2021

Angeles

0001 - 20 YEARS - 2021 W
Even if a ship manages to secure a berth, it takes six that might have been spent on services, from movie
days to off-load its cargo, a record long wait, nearly theaters to travel, has been redirected to goods.
9 days for the cargo to be loaded on trucks, and When demand exceeds supply, prices rise.

almost 12 days for that cargo to be loaded on rails. _
Most economists expect supply shortages to abate

It's worse in China, where more than 150 ships are soon, and investors expect inflation to fall by more
waiting to load export cargo off the port of Shanghai than half in the coming year, from over 5% currently
-Ningbo. The price for shipping one container from to around 2 %%. Some shortages may subside, but
Shanghai to Los Angeles has tripled in the past five these imbalances are likely more than one-off events.
months and is up 850% since the pandemic began Their pervasiveness throughout the global supply
(Chart 6). chain is indicative of a global economy challenged to

. conform to a new redlity of fragility, from suppl
US ports handled almost 2.4 million imported con- . Y grtty ) PP y
) . e chains to world health to our economic and political
tainers in August, a record for any month in history, T
. . . institutions.
and are on track to handle 26 million containers in
2021, shattering the annual record of 22 million set tructural bull markets are multi-year, even multi
just last year. * -decade, periods that see markets advance,

not linearly, but persistently.
These supply constraints, in labor, input goods and Y P Y

throughout the transportation system have run head The end of the Second World War began the twenty-
into surging demand for goods. Disposable income is year boom that saw the S&P 500 Index rise seven-
up more than 10% since March 2020, and money fold, from around 15 to 100, by 1968. Economies
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5 Source: Global Port Tracker Report by Hackett Associates for the National
Retail Federation.
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Metric Current Level
Equities

Price/Book 4.8
NTM P/E 21.6
CAPE 34.2
EV/Sales 3.4
EV/EBITDA 16.8
Rates

10-Year Treasury Yield 1.3%
Credit

IG Yield 2.0%
HY Yield 4.0%
IG Spread 0.90%
HY Spread 3.08%

Source: Goldman Sachs. Data since 1976 except for rates (1921) and credit data (1997).

boomed as the US Marshall Plan funneled billions of
dollars into Europe and Japan and new multinational
institutions, such as the World Bank, the International
Monetary Fund (IMF) and the General Agreement on
Tariffs and Trade (GATT) established a structure and
framework that promoted economic development.
Tariffs were slashed 35-40% under GATT, for exam-
ple, leading to a boom in world trade. Rising inflation
brought an end to this structural bull market, and be-
tween 1968 and 1982, equity markets declined by
75% in real terms.

From 1982 to the beginning of 2000, the S&P 500
Index rose from around 100 to over 1400, a com-
pounded 15% annualized return for nearly 18 years.
The Economic Recovery Act of 1981 slashed the top
tax rate from 70% to 28%, many industries were de-
regulated, and in the UK and even in France, public
companies were privatized.® The bull market ended

Historical Percentile

96%
93%
95%
100%
98%

98%

98%
100%
89%
91%
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with the collapse of the Internet bubble,
which had driven valuations to unsus-
tainable levels. A few years later, an-
other bubble formed in the housing
market, resulting in another collapse in
equity markets, ending in 2009 only
when massive fiscal and monetary sup-
port was provided. Between 2007 and
2010, median household wealth fell
44%, to below the level seen in 1969.

The bull market that began in 2009
took the S&P 500 from below 700 to
4300 today. Each of these multi-
decade bull markets experienced some
sharp reversals: there was the
“Kennedy Slide” in 1962, a 23% drop
over a few months; in 1987 markets
lost more than 20% in a single day;
and March 2020 saw a 34% drop
with the onset of the pandemic. These
events disrupted, but did not derail,
their structural bull markets.

Each of these long-term bull markets began with three

similar characteristics: low valuations, a declining

cost of capital, and low profit margins. These condi-

tions fueled the multi-year rise and high average re-

turns of the structural bull markets.

None of these three conditions are present today.

Valuations across asset classes are high in virtually all

metrics (Table 1). Prospective returns in equities have

little correlation to valuation in the short-term, but a

high correlation over longer periods, implying that

we should expect much lower returns in the future.”

¢ Inthe UK, companies in public ownership represented 12% of GDP in

1979 and just 2% by 1997. In 1997 and 1998, the Socialist government
of Lionel Jospin privatized France Telecom.

The R-squared between the Schiller CAPE and 2-year returns is 0.20,
whereas it is 0.65 over 10 years.
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As seen in the valuation table, the cost of capital
(interest rates) is low. Very low. The lowest in 700
years (Chart 7).

The unprecedented decline in interest rates over the
past forty years is due to multiple factors, beginning
with Paul Volker’s prudent (but painful) tightening of
monetary policy in 1979 and a commitment by the

Fed and other central bankers over subsequent dec-
ades to bring inflation down. This taming of inflation

was a principal reason for the bull markets in bonds
and equities.

The third condition for the start of a structural bull
market, depressed profits, is also absent today. Profit
margins in the S&P 500 are nearing 14%, a record
high, and corporate profits relative to GDP are also


















