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Earnings Backdrop
S&P 500 Trailing 12-month Earnings per Share and the S&P 500

Source: © Merk Investments, Bloomberg

Analysis: Trailing earnings continue to decline. But earnings estimates have stopped falling. According to FactSet, analysts are projecting an
earnings decline of 21% for calendar year 2020 (unchanged from last month’s report). And Factset’s 2021 earnings growth forecast remains
+29%, which (if accurate) would mean 2021 earnings would be comparable to 2019 earnings. Chart Framework: I’d get incrementally positive if
the trailing 12-month earnings moved back up over consecutive quarters (QoQ), i.e., two or more quarters. This may be more of a coincident or
confirmatory indicator.
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Business Cycle Backdrop
Leading Economic Indicators (LEI) Index and the S&P 500

Source: © Merk Investments, Bloomberg

Analysis: The Leading Economic Indicators (LEIs) Index rebounded in May. This was also confirmed by the OECD’s U.S. leading index. Chart
Framework: I’d get incrementally negative on the outlook for the S&P if the LEI Index ticked back down.
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Global Growth Backdrop
Large Economy Manufacturing PMIs (Purchasing Managers Index) and the S&P 500

Source: © Merk Investments, Bloomberg

Analysis: Major economy manufacturing PMIs moved higher over the past month. China remains above 50, now joined by the U.S. Chart
Framework: I’d get positive if all readings were above 50.
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U.S. Financial Conditions
Chicago Fed National Financial Conditions Index and the S&P 500

Source: © Merk Investments, Bloomberg

Analysis: Financial conditions have loosened over the past month—and are supportive of equities. The big reversal in early April was likely in
large part due to Fed programs. Financial conditions have generally been moving in line with the equity market. Chart Framework: I’d get
incrementally negative on the outlook for the S&P if financial conditions tightened while the equity market remained flat to higher.
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S&P 500 and G3 Central Bank Assets
S&P 500 Index and G3 (U.S., Eurozone, and Japan) Central Bank Total Assets

Source: © Merk Investments, Bloomberg

Analysis: It’s important to not leave policy makers out of your analysis. For their part, central banks have worked to backstop the financial system.
Increased QE is likely supportive of equity markets. Chart Framework: I’d get negative if the YoY rate of change in G3 central bank assets went
negative.
As a side note, you’ll never hear a kind word said about central banks. I hear so many complaints. Just don’t leave them out of your analysis.
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Market Breadth
S&P 500 (black) and Cumulative Advance/Decline Line (grey)

Source: © Merk Investments, Bloomberg

Analysis: The cumulative advance-decline line is very close to making new all-time highs. Historically, when the cumulative advance-decline line
makes new highs, it usually means the market will follow on to make new highs as well. I’m currently neutral/positive on this picture. Chart
Framework: I’d get incrementally positive or negative on the outlook for the S&P if there was a bullish or bearish divergence respectively, e.g., if
the cumulative advance-decline line is making higher highs while the market cap weighted index is making lower lows that would be a bullish
divergence.
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Market Sentiment
Percent that are Bullish (bulls / bulls+bears) and S&P 500

Source: © Merk Investments, Bloomberg

Analysis: Sentiment has fallen to 39% bullish. This chart should be looked at from a contrarian perspective, particularly at extremes. Given that
bullish sentiment is relatively low, my interpretation of this chart is neutral/positive for the market. Chart Framework: I’d get incrementally negative
with sentiment near or above 70, and positive near or below 30. The neutral range is between 40 and 60. Also, the 26-week moving average of
market sentiment is the lowest since 2009.
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Margin Debt
Margin Debt and S&P 500 (top panel), 12 month change in Ratio of Margin Debt / S&P 500 (bottom panel)

Source: © Merk Investments, Bloomberg

Analysis: Margin debt ticked up again. In the previous two major market tops for the S&P 500 (2000 and 2007), margin debt rose significantly
relative to the equity market, possibly reflecting the euphoric phase of the bull market, or long positions switching from strong hands (unlevered)
to weak hands (levered). Margin debt didn’t rise relative to the stock market (bottom panel) coming into the recent crash. Chart Framework: I’d
get incrementally negative on the outlook for the S&P if YoY rate of change of the ratio (bottom panel) moved above 30.
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Correlation and Volatility Framework
On the below diagram Correlation rises along the vertical axis from bottom to top, and Volatility rises on the horizontal axis from left to right

Source: © Merk Investments LLC

Analysis: This is a very simple diagram to help visualize how volatility and correlation relate to the conventional concept of portfolio “risk.”
Volatility measures how much movement an individual asset has relative to itself, and correlation measures how much movement an individual
asset has relative to other assets in a portfolio. For a given portfolio, the lower the volatility of each individual asset and the lower the correlation
between assets, the “lower risk” the portfolio as measured by portfolio standard deviation—and vice versa for high volatility and high correlation.
Counterintuitively, I would argue that longer-term investors might want to think the opposite way—that is, to become cautious when asset
portfolios appear low risk and consider being more aggressive when asset portfolios appear high risk. To paraphrase Warren Buffett: it’s better to
be fearful when others are greedy and greedy when others are fearful.
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S&P 500 Correlation and Volatility
Avg. 2-yr Correlation of GICS* Sector Indexes to the S&P 500 Index and Avg. GICS Sector Index 1-yr realized volatility

Source: © Merk Investments, Bloomberg

Analysis: Correlation and realized volatility have continued to rise. And are both at multi-year highs. In my view this chart should be looked at
from a contrarian perspective, and currently suggests a positive outlook medium/longer term as both correlation and volatility are at relatively
high levels (particularly correlation). Framework: S&P 500 subsequent medium-term returns are likely to be most attractive when both correlation
and volatility are high and have lots of room to decline, like in 2009.
*GICS = Global Industry Classification Standards. The 10 sectors used for this analysis are: Consumer Disc., Consumer Stap., Energy, Financials, Health Care, Industrials, Information Technology, Materials, Telecommunication
Services, and Utilities. In 2016 Real Estate was added as an 11th GICS Sector, which had been part of the Financials sectors. The S&P 500 stocks are each assigned to a sector. The correlation reading (black line) represents
the average of all sector correlations to the S&P 500 (i.e., Correlation between Financials and S&P 500 + Correlation between Energy and S&P 500 etc., divided by 10). The volatility reading (grey line) represents the average the
sector volatilities (i.e., Volatility of Financials + Volatility of Energy etc…., divided by 10)
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Uncertainty
U.S. Economic Policy Uncertainty Index and S&P 500

Lower Uncertainty

Higher Uncertainty

Source: © Merk Investments, Bloomberg

Analysis: There is still a high wall-of-worry for the market to climb. Uncertainty is little changed over the past month. And uncertainty remains
extremely high historically. Counterintuitively, I would argue that uncertainty is generally a positive for the market on a forward-looking basis as it
provides more room to decline. As the expression goes: if you wait for an all clear signal you’ll buy at the top. This chart also reminds us that
markets don’t bottom on good news. Chart Framework: I’d get incrementally negative on the outlook for the S&P around the 50 level on policy
uncertainty.
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VIX Curve
(3-month futures implied VIX minus 1-month futures implied VIX) and S&P 500

Source: © Merk Investments, Bloomberg

Analysis: The VIX curve is positively sloped. A positive VIX curve means three-month future expected VIX is higher than one-month future
expected VIX (VIX represents an estimate of the 30-day implied volatility of the S&P 500). In my view when the VIX curve is negative a market
drawdown phase is likely still ongoing, when positive it may suggest the drawdown may be over for the time being. Chart Framework: In my view
this chart is best used for judging when drawdown periods might be over. If a negatively sloped VIX curve (i.e., grey area below zero) persisted
that could be a sign of stress remaining in the market.
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S&P 500 Technicals
S&P 500 daily open-high-low-close chart with 50-day and 200-day Moving Averages (MA)

Source: © Merk Investments, Bloomberg

Analysis: The 50-day moving average has crossed above the 200-day moving average—another sign that a new bull market is underway. It
would be rare for an ongoing bear market to witness a golden cross (i.e., 50d MA moving above 200d MA). My current interpretation of this
picture is positive. Chart Framework: I’d get negative if the S&P 500 appears to be making lower highs and lower lows and if the 50d MA
reversed into a downtrend.
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S&P 500 Valuation Indicator
Aggregate Equity Allocation Proxy (From Fed Z.1 Report) and S&P 500 Subsequent 10 year annualized Returns

Source: © Merk Investments, Bloomberg

Analysis: If history is any guide, this chart suggests annualized S&P 500 returns (w/o dividends) might be in the low single digits over the 10-year
period starting 3/31/2020. The grey dotted line is the market value of US equity divided by the total market value of US equity and debt, which is
used as a proxy for aggregate equity allocation. While it declined, a 39.5% equity allocation is still relatively high (as of 3/31/2020). The data
comes from the quarterly Federal Reserve Z.1 report, the series will be updated again next in late June. Chart Framework: I’d get positive on the
longer-term outlook for the S&P 500 at an allocation below 30%, which would likely only be after a substantial bear market.
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Calendar Year S&P 500 Returns
1928-to-Present Calendar Year Returns (dividends not included)

Source: © Merk Investments, Bloomberg

Analysis: As of 7/10/2020 the S&P 500 is down about 1% year-to-date. Coming into 2020, sell-side forecasts were for a 3% to 8% return this
year. Usually the consensus forecast is wrong (either too high or too low). From 1928 through 2019 the S&P 500 average annual return was
7.7%, (w/o dividends). The S&P 500 returned between 0-10% in only 16 of those 92 years (17% of the time). In other words, average years are
actually rare. 51% of years had returns above 10%, and 32% of years had negative returns. It may be worth noting that the S&P 500 is up over
10% in most years.
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Checklist
Chart

Time Horizon

Per Framework Characterization

Earnings

Short/Medium Term

Negative (but getting better)

Business Cycle

Short/Medium Term

Positive

Global growth

Short/Medium Term

Negative (but getting better)

Financial Conditions

Short/Medium Term

Positive

Central Bank Support

Medium Term

Positive

Market Breadth

Medium/Longer Term

Positive

Market Sentiment*

Short/Medium Term

Neutral/Positive

Margin Debt*

Medium/Longer Term

Positive

Correlation/Volatility*

Medium/Longer Term

Positive

Uncertainty*

Medium Term

Positive

VIX Curve

Short Term

Positive

S&P 500 50d v 200d MA

Medium Term

Positive

Valuation

Medium/Longer Term

Negative

Time Horizon

Overall Characterization

Short Term (<6 months)

Neutral/Positive with high uncertainty

Medium/Longer Term (6m-5years)

Neutral/Positive with high uncertainty

© Merk Investments LLC
*contrarian indicators
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Conclusion/Thoughts
While near-term downside volatility may be likely, my base-case view is that we’re in an ongoing secular bull market. The medium-term
outlook continues to be supported by leading economic indicators, a high remaining wall-of-worry, high allocations to cash, and by
revisions to earnings expectations. Depressed Q2 2020 earnings (coming out now) have long since been discounted by the market.
In bullish tone, the market has been shrugging off deterioration in Covid data, which now shows an uptrend in daily deaths. Ongoing fits
and starts and rolling reopenings and closings will likely be the norm until a vaccine is available. The fiscal and monetary policy tools to
address economic fallout appear to be in place, as does the political will. The next round of fiscal relief measures are expected to be
announced by the end of the month.
The S&P 500 is trading slightly below its June highs, and about 6% below all-time highs (as of writing). But market leadership (Nasdaq
100) has been pushing to new all-time highs since early June. Nasdaq 100 is currently trading at the top end of its trend range and is
likely due for a near-term correction. Leadership has been well entrenched this year. In other words, we haven't seen the change in
leadership that often accompanies a new cycle.
Taking a step back, the February market high was unlike the 1929 or 2000 market tops. The market had performed relatively poorly in
the years coming into the Covid crash whereas the market had performed exceptionally well coming into 1929 and 2000 (see additional
charts). So those analogs were never convincing. Also, as mentioned above, we’ve seen the old market leaders continue to
outperform—very unlike the 2000 market where the old leaders immediately started underperforming after the market topped. If we’re in
an ongoing secular bull market, the best analog for the current period might be the early-mid part of the 1960s or 1990s, which might be
setting up a GoGo 60s Nifty Fifty type dynamic in global big tech. It’s hard to say how far into that we might already be, and how many
years it might still run. On the 90s analog, Greenspan’s “irrational exuberance” remark was made in 1996, more than three years before
the market peaked.
Separately, international markets, and emerging markets specifically, might benefit from what I think may be a secular shift in the U.S.
dollar cycle. Based on my purchasing power parity model, the dollar bull market started August 2011, and possibly ended March 2020
(time will tell). If so, that will act as a tailwind for emerging markets (a segment of the market that has underperformed over the past 10
years).
This is a challenging market environment to analyze. Secular bull markets, if that’s what we’re in, tend to last longer and rise higher than
most people think possible, but then usher in prolonged periods of weak stock market returns.
-Nick Reece, CFA

Additional Charts
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Overallocated to Cash
Money Mark Fund Assets and 12-month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: The recent decline in total money market fund assets is a good indication that market participants are likely overallocated to
cash. This might be one of the most important charts right now. If portfolios need to re-allocate to long-term target weights that could
keep pushing stock prices up for a while.
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Earnings Multiple and Demographics
CAPE Ratio (“Cyclically Adjusted Price to Earnings Ratio”) and Investor to Spender Ratio (35-49 years-olds / 20-34 year-olds)

Source: © Merk Investments, Bloomberg

Analysis: According to an INSEAD paper written by David Munro, demographics influence the price/earnings multiple in the market.
PDF of the paper here: https://sites.insead.edu/facultyresearch/research/doc.cfm?did=46200&vid=190
Demographic analysis is somewhat unique in that we can be reasonably certain what the future will look like. E.g., babies born in
1990 will turn 30 this year, 31 next year etc. And we know how big these birth years are relative to each other.

U.S. EQUITY MARKET REPORT - JUL 2020

Secular Bull and Bear Markets
S&P 500 Index (black) with shaded gray areas for secular bear markets

Multi-year break in the
secular bull market?

Source: © Merk Investments, Bloomberg

Analysis: Ongoing secular bull market is my base-case scenario. From 11/29/1968-8/18/1982 the S&P traded sideways at 108. Similarly, from
3/24/2000-3/4/2013 the S&P 500 traded sideways at 1527. Both are considered secular bear markets. Both periods represent 10+ year periods where
the S&P went nowhere (dividends excluded). Subsequent periods were/are considered secular bull markets. Within past secular bull markets, the
market has taken a multi-year pause- maybe we are coming out of one now. The last two secular bull markets ended in a boom: the GoGo 60s ended
with a boom in the “Nifty Fifty” stocks and the 90s ended with the tech bubble. One old veteran trader who traded the 1929 crash and Great Depression
said the toughest market he ever traded was the 60s: “the market kept surprising people to the upside.”
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Stock Market Reward/Risk Performance
Dow (black) and Rolling 5yr Grain-to-Pain Ratio (GPR = 5yr sum of all weekly returns / absolute value of sum of all weekly losses) (grey)

Source: © Merk Investments, Bloomberg

Analysis: Big crashes (1929, 1987, 2000) were preceded by equity market performances far superior to the one leading into this
crash. So those who say this was like 1929, or that this was a bubble looking for a pin might be stretching it. As another reference,
the Nikkei 225 5yr GPR reading was between 0.8 -1.2 before their 1989 crash. (I prefer the GPR over the Sharpe Ratio, but they are
conceptually very similar.)
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S&P 500 and “COVID19” Search Interest
S&P 500 Index and Google Trends “COVID19” Search Interest (inverted)

Source: © Merk Investments, Bloomberg

Analysis: This chart suggests that the market bottomed on peak coronavirus fear. And has continued to track closely with the market.
As the maxim goes: markets don’t bottom on good news.
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S&P 500 and Earnings Momentum
S&P 500 Index and Rate of Change of S&P 500 Earnings

Source: © Merk Investments, Bloomberg

Analysis: The market is forward looking and tends to move based on the marginal rate of change of underlying future earnings
expectations. Sometimes the market moves ahead of, and sometimes behind, fundamental changes. In March, the market rallied
“early” relative to the fundamentals, which subsequently caught up.
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Nasdaq 100 Trend Range
Nasdaq 100 with regression line and +/- 1 and 2 Standard Deviations

Source: © Merk Investments, Bloomberg

Analysis: The Nasdaq 100 has been in a trend channel over the past 10 years. It’s currently trading at/above the top end of the range
and likely due for a near-term correction or pause.

U.S. EQUITY MARKET REPORT - JUL 2020

“This Was a Bubble Looking for a Pin”?
Nasdaq 100 / S&P 500 Equally Weighted Index

What a bubble
bursting looks like

Not what a bubble
bursting looks like

Source: © Merk Investments, Bloomberg

Analysis: Some say that the market (pre-Covid) was a bubble looking for a pin. But market leadership continues. Nasdaq 100 (e.g., Apple,
Microsoft, and the FANG names) continue to outperform the broader equally weighted market. The Covid crash wasn’t a valuation-led decline. In
other words, we don’t see former market leadership collapsing in the way we saw during the dotcom bust. Some analysts suggest we will see
market leadership underperform before the end of this bear market, although that’s looking less likely as time moves on. For now, the old winners
are the new winners.
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FANG Index
Market Capitalization Weighted Index of Facebook, Amazon, Netflix, and Google: the “FANGs”

Source: © Merk Investments, Bloomberg

Analysis: The FANG Index continues to push to new highs. I’ll put this chart into log scale going forward. I remember when people said
Facebook’s IPO in 2012 would mark the bursting of the new tech “bubble.” But as my dentist in San Francisco presciently said in 2013, this one
feels more well entrenched than the last one. The FANG+ group may be becoming the new nifty fifty of the 1960s.
(Merk may own securities mentioned. Past performance is no guarantee of future results. Not investment advice.)
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“This was the Most Expensive Market Ever”?
Top Five Companies by Market Cap in the S&P 500: 1999 vs 2019

Source: © Merk Investments, Bloomberg

Analysis: Some say this was the most overvalued market ever (coming into 2020). The above table compares the top companies in 1999 vs
2019. Also note that the U.S. 10yr Treasury yield was 6.44% on 12/31/1999 and was 1.92% on 12/31/2019. Arguably stocks were still relatively
cheap in 2019 compared to 1999.
(Merk may own securities mentioned. Past performance is no indication of future results. Not investment advice.)
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Amazon
Amazon indexed to $1 at IPO (log scale)

"We believe that a fundamental measure of our success will be the shareholder value we create over
the long term… Because of our emphasis on the long term, we may make decisions and weigh tradeoffs
differently than some companies… we will continue to focus relentlessly on our customers. We will continue
to make investment decisions in light of long-term considerations rather than short-term profitability
considerations or short-term Wall Street reactions… When forced to choose between optimizing
the appearance of our GAAP accounting and maximizing the present value of future cash flows, we’ll take
the cash flows… We will continue to focus on hiring and retaining versatile and talented employees, and
continue to weight their compensation to stock options rather than cash. We know our success will be
largely affected by our ability to attract and retain a motivated employee base, each of whom must think like,
and therefore must actually be, an owner." Jeff Bezos (1997 Shareholder Letter)

Source: © Merk Investments, Bloomberg

Analysis: Amazon stock has compounded at over 39% per year since its IPO in 1997. Each dollar invested at IPO is worth over $2,100 now.
Amazon is a good example of a founder-led company. It’s also clear that maximizing long-term shareholder value comes with taking care of other
key stakeholders (customers and employees most notably).
(Merk may own securities mentioned. Past performance is no guarantee of future results. Not investment advice.)
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Value vs Growth Style Cycles
S&P 500 Value Index (black) and S&P 500 Growth Index (grey)

Source: © Merk Investments, Bloomberg

Analysis: Markets tend to be cyclical and mean reverting. As the above chart shows: growth outperformed value in the 1990s bull
market, then value outperformed growth in the 2000s bull market, and growth has outperformed value in the bull market starting in
2009. We have yet to see a meaningful leadership change so far coming out of the Covid19 crash/recession. If/when there is a
regime change, value will likely outperform growth for some period of time.
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Value vs Growth
S&P 500 Value / S&P 500 Growth

Source: © Merk Investments, Bloomberg

Analysis: Value has been underperforming growth. And anecdotal sentiment towards value stocks is starting to get extremely
negative. So I’m keeping an eye out for value to start to prove itself (i.e., start to outperform the broader market). In theory, there
should be a period of years when value again outperforms growth. But that still may take years to start. And value traps abound.
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The Value of Value
S&P 500 Value Index Valuation Metrics minus S&P 500 Growth Index Valuation Metrics

Source: © Merk Investments, Bloomberg

Analysis: The value of value is measured by the difference in Price/Earnings, Price/Sales, and Price/Book ratios between the S&P
500 Value Index and the S&P 500 Growth Index. It still has a ways to go to be at 2000 levels (and very well may go through those
levels) but is starting to look more compelling.

U.S. EQUITY MARKET REPORT - JUL 2020

Small Cap Value relative to Large Cap
S&P 500 Index (black) and S&P 600 Small Cap Value index / S&P 500 index (grey)

Source: © Merk Investments, Bloomberg

Analysis: As I said earlier, I’m keeping an eye out for U.S. value stocks to start to prove themselves, meaning start to outperform the
S&P 500. But it’s not happening yet.
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Emerging Markets relative to Large Cap
S&P 500 Index (black) and MSCI Emerging Markets index / S&P 500 index (grey)

Source: © Merk Investments, Bloomberg

Analysis: Emerging markets, led by China, are starting to show some outperformance relative to the S&P 500 (as shown by the grey
line moving higher).
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Emerging Markets vs Developed Markets
MSCI Emerging Markets Index / MSCI World Index

Source: © Merk Investments, Bloomberg

Analysis: Emerging markets have underperformed developed markets over the past decade, and might outperform for a period of time going
forward. The dollar is a key variable here. As I wrote last year “In my view the dollar is likely to strengthen in a U.S. or global downturn, so I might
be looking to get long EM coming out of the next U.S./global recession.” We saw dollar strength in the Covid crisis and now might be in that
environment where EM will start to outperform.

U.S. EQUITY MARKET REPORT - JUL 2020

China Stock Market
CSI 300 (black) and long-term downtrend (grey)

Source: © Merk Investments, Bloomberg

Analysis: China’s broad equity market index, the CSI 300, looks like it might be about to breakout of a long secular bear market. As I
write in my summary note, some pockets of international markets might get a tailwind from a turn in the dollar cycle.
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U.S./Emerging Markets and U.S. Dollar Valuation
S&P 500/EM Ratio and U.S. Dollar G10 Average Relative Purchasing Power Parity (PPP) Valuation

Source: © Merk Investments, Bloomberg

Analysis: The dollar bull market since 2011 has been a headwind for Emerging Markets. I think now the dollar cycle may have turned, which should
provide a tailwind for Emerging Markets. Emerging markets have dramatically underperformed and represent attractive long-term value in my view.
(PPP Framework: Nominal exchange rates tend to gravitate toward their long-run purchasing power parity (PPP) equilibrium values. The foundation for
PPP is the so-called “law of one price,” which suggests that identical goods should trade at the same price across countries when valued in terms of a
common currency. Relative PPP extends the law of one price to a broad range of goods and services and takes into account trade impediments.)
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S&P 500 Fibonacci Levels
S&P 500 2020 Drawdown and Fibonacci Levels

Source: © Merk Investments, Bloomberg

Analysis: The market has been chopping sideways over the past month. As of close on 7/10/2020, the market was trading around the 80%
retracement level. My view is that the market will go on to make new all-time highs without a retest of the March lows.
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2009 Analog
2009 market (grey) vs current market (black) (indexes the March 9th, 2009 low to to March 23rd, 2020 low)

Source: © Merk Investments, Bloomberg

Analysis: This chart indexes the March 9, 2009 low to match the March 23, 2020 low. The grey line is the 2009 analog. As of last Friday’s close,
the market is currently slightly above where the market was in the 2009 analog. But the degree and duration of the advance are similar so far.
New bull markets are usually disbelieved by many for months, and eventually years. If the analog plays out, the market will trade sideways to
lower over the next month.
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Intermarket Analysis
AUD.JPY Exchange Rate (grey) and S&P 500 (black)

Source: © Merk Investments, Bloomberg

Analysis: AUD.JPY is often a good proxy for global growth prospects. The exchange rate bottomed before the market bottomed and has since
made new highs for the year. The recent correction/pause also coincides with the recent market consolidation.
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S&P 500 Underwater Chart
S&P 500 Index (upper panel) and drawdowns (lower panel)

Source: © Merk Investments, Bloomberg

Analysis: The market is currently only about 6% off of all-time highs. The depth at the low was about 35%, less than the average recession bear
market but there is wide range in terms of historical recession bear market drawdowns. The dot-com bust was about a 50% S&P decline, and the
GFC/Great Recession was about a 55% decline. Recession bear markets going back to the mid 1920s were (from best to worst): -22%, -27%, 30%, -36%, -48%, -49%, -57%, -60%, -86%. The mean was -46%, the median was -48%, the central tendency was -27% to -60%. The Covid19
shutdown is shaping up to be something like the ‘87 crash combined with the 1990 recession.

U.S. EQUITY MARKET REPORT - JUL 2020

Equities vs. Fixed Income
U.S. Treasury 10yr Yield (black) and S&P 500 Index Current Earnings Yield (grey)

Source: © Merk Investments, Bloomberg

Analysis: Stocks continue to appear cheap compared to bonds. According to the so-called “Fed Model,” which compares the earnings yield on
stocks to the yield on a 10yr Treasury note, stocks appear to be relatively cheap as they offer a substantially higher yield. One could even argue
that stocks are egregiously cheap compared to Treasuries, and Treasuries are egregiously cheap compared to Bunds and JGBs.
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Equities vs. Fixed Income
U.S. Treasury 10yr Yield (grey) and S&P 500 Index Dividend Yield (black)

Source: © Merk Investments, Bloomberg

Analysis: The trailing 12-month dividend yield on the S&P 500 is over 3x higher than the US 10yr Treasury bond yield. Even with some expected
dividend cuts over the near term, stocks offer better cash flow to investors than Treasury bonds.
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Election Years
Average Cumulative Election Year Return Path

Source: © Merk Investments, Bloomberg

Analysis: The above chart shows the average calendar year cumulative (year-to-date) return path for the S&P 500 during election
years (e.g., 2016, 2012, 2008… 1928), i.e., on average the market was flattish through May, and then finished the year up about 7%
(dividends excluded). The theory is that at the beginning of a presidential election year there are a lot of candidates, many running on
extreme positions—as the year progresses there is clarity on the candidates as well as a move to the center, which reduces risk.

U.S. EQUITY MARKET REPORT - JUL 2020

Presidential Party and the Stock Market
Dow Jones Industrial Average (log scale) and Presidential Party (red and blue bands)
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Source: © Merk Investments, Bloomberg

Analysis: The above chart shows the Dow (log scale) and Presidential party. Fwiw, from election date to election date: GOP
presidents have presided over average annualized Dow returns (dividends excluded) of 4.6% vs Dem presidents 6.2%.
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S&P 500 and the U.S. High Yield Index
S&P 500 Index (black) and the U.S. High Yield Bond Index (grey)

Source: © Merk Investments, Bloomberg

Analysis: It’s often thought that the credit market leads the equity market. The U.S. high yield bond index has been trading closely in
line with the equity market in past few months. I’m keeping an eye out for any meaningful divergence. For now, it seems the two are
mostly trading in lock-step.
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S&P 500 and Bond Market
S&P 500 Index (black) and the U.S. High Yield Bond Index (grey)

Source: © Merk Investments, Bloomberg

Analysis: Related to the previous slide, the corporate bond market has historically led the S&P 500 to new highs. Corporate bonds
have reached new highs, a sign that the S&P 500 is likely to make new all-time highs in the near future.
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Prior Bubbles
Relative Performance of Subsectors: Tech and Homebuilders vs Equally Weighted S&P 500

Tech Bubble

Housing Bubble

Source: © Merk Investments, Bloomberg

Analysis: I think it’s possible, if not likely, that we are in the early stages of another tech bubble. Just as the “housing never goes
down” mantra entrenched the housing bubble in the 2000s, the fact that big tech has gone up more in the bull market and down less
in the recent bear market may reinforce a coming global big tech bubble.
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