Evoke | ARIS Insights: Investment Lessons from 2020
January 2021
We have officially turned the calendar and 2020 is finally in the rearview mirror. Highlights include a global pandemic
unimaginable a year ago, zero (or negative) interest rates across most of the world, multi-trillion-dollar fiscal deficits in
the U.S. and the greatest degree of political polarization since the 1930s. Other than causing gray hair, the 2020
experience offered many valuable investment lessons. We would like to summarize two of the most important in this
edition of Insights.

Lesson #1: Markets are Unpredictable
Upon the sudden realization that a global pandemic was underway, the global stock market plummeted 34% over a 5week period. 1 This was the fastest decline of this magnitude in recorded history. While there was clearly a sense of panic,
the degree and speed of the drop was understandable considering that an overwhelming percentage of businesses
essentially shut down overnight. An economic outcome this extreme was certainly not discounted up to that point and
not contemplated by the vast majority of market participants. At the market lows near the end of March, the outlook was
dire with little sense of how we could come out the other side intact. This completely unpredictable experience should
rank among the most remarkable in our lifetimes and serves as another reminder of how difficult it can be to time markets.
The market madness of 2020 didn’t end there. Despite seemingly parabolic surges in global COVID-19 cases and
ongoing economic strains, the stock market fashioned a complete reversal, with several indices reaching new all-time
highs. The diametrically opposed outcomes between the stock market and underlying economic fundamentals has
baffled a large number of professional investors and pundits. For those who sold in February or March, the breathtaking
market recovery may have been an even more stressful experience than the downturn.
Exhibit 1. Global Stocks Suffer Historically Rapid Decline, Followed by A Raging Bull Market 2
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An interesting dynamic within equities also amazed investors in 2020. Prior to the downturn, many argued that the market
was becoming top heavy led by a few technology companies with promising stories materially outperforming the rest
and achieving stratospheric market capitalizations. The narrative was reminiscent of the late 1990s just prior to the
historic tech crash when many of the tech darlings during the boom subsequently went out of business.
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Source: Bloomberg. MSCI World Index (BB: NDDUWI) returned -33.97% from 2/19/20 – 3/23/20.
Source: Bloomberg. Return of global stocks based on MSCI World Index (BB: NDDUWI).
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Similar to 2000, we entered a substantial bear market in the first quarter of 2020, but this time rather than leading the
decline the tech stocks surged, further distancing themselves from the competition. Forcing people to stay home increased
the demand and spending in technology at the expense of the old economy, which suffered an astonishing hit. In fact,
the pandemic likely accelerated the ascendancy of the digital age. The extraordinary market impact can be condensed
with a few astounding statistics:
1. The 6 biggest companies in the U.S. (Amazon, Apple, Facebook, Alphabet, Netflix and Tesla) represent 23%
of the S&P 500 Index, the heaviest weighting in 40 years. 3
2. At one point, Apple’s market capitalization of over $2 trillion surpassed the entire Russell 2000 Small Cap
Index, which includes over 2,000 public companies. 4
3. Tesla surged 743% last year during a pandemic when global automobile sales dropped 17% from the prior
year. 5 The current Tesla valuation now exceeds the next 9 largest automobile companies combined. 6
4. Growth stocks (which tend to overweight technology) outperformed value stocks (which emphasize old
economy companies) by 35% in 2020. This far exceeded the difference we saw leading up to the tech bubble
in the late 1990s and over the course of the year reached the largest spread we have seen in 90+ years of
market history. 7
Exhibit 2. Rolling 1-Year Value Trails Growth by Largest Margin in 90+ Years7
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As an indication of the challenges of predicting market behavior, this unique outcome caught some of the smartest
investors off guard. Many of the most sophisticated quantitative investment managers in the world, who utilize decades
of data and vast computing power to develop their strategies, suffered significant losses as long-term market relationships
broke down.
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For fixed income investors, 2020 presented yet another instance of interest rates falling when the universal expectation
was for rates to finally start rising. Interestingly, rates have been trending down over the past 40 years and are lower
now than they were during the Global Financial Crisis. Talk of a future with higher rates started in the mid-2000s when
it first appeared that they couldn’t possibly go any lower. Those who bet against high quality bonds or shortened their
duration because of fear from rising interest rates have generally been on the wrong side of that trade for over a decade
and were again surprised by a massive bond rally in 2020.
In the world of commodities, an unprecedented event occurred when the May WTI futures contract turned negative for
the first time in history, reaching a record low of -$37 on April 20, 2020. 8 This unfathomable incident indicates a brief
period during which investors were paid for taking oil as we faced a collapse in demand and very limited storage. This
was far outside the range of imagined possibilities for market participants and likely missing from most sophisticated
financial models.
The violent swings last year reminded us once again how challenging it can be to time markets. The recent experience
highlights the importance of maintaining proper diversification and strong balance in portfolios. It is also another
confirmation that the benefits of a disciplined process are more reliable than attempting to time markets. Importantly,
with good balance there is less need to react to drastically shifting market environments. We all appreciate that investors
are supposed to buy low, but frightening events such as those we all lived through last year often lead to impulsive
decisions to sell low to a material detriment over the long run. Holding a balanced allocation before random “black
swan” events can instill greater confidence to hold on through the trough. It is easier to maintain conviction when your
portfolio has performed defensively while markets are crashing around it.

Lesson #2: The Fed Will Do Whatever It Takes
Last year, we also gained precious insight into the perspective of key policy makers that should inform our investment
decisions looking ahead. The Federal Reserve revealed its full arsenal and its intent to do whatever it takes to save the
economy at the depths of the collapse in early 2020. They took swift and forceful action by cutting interest rates to zero
and announcing an “unlimited” quantitative easing program, which ultimately financed over $3 trillion of fiscal stimulus. 9
They followed these actions by backstopping various credit markets including some high yield bonds. This was a clear
signal that they stand willing and able to do everything within their power to come to the rescue.
Later in August, they communicated a major shift in how they plan to set interest rate policy going forward. Over the past
40 years the Fed’s goal has been to head off inflation by pre-emptively raising rates at the first hint of rising inflation
expectations. Now that the greater concern is the risk of deflation, the new approach is to keep rates low for an extended
period until actual inflation forces their hand. 10 This marked a major inflection point in their longstanding mindset that has
prevailed since the inflationary 1980s.
The sheer speed and magnitude of the pandemic-led economic decline also accelerated the introduction of Modern
Monetary Theory (MMT) from theory into practice. MMT refers to the next stage of monetary policy. The Fed’s normal
tool for stabilizing the economy is to control short-term interest rates. With rates stuck at zero, that traditional tool has
been exhausted. The next approach is to print money and buy assets, which helps to lower long term interest rates and
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boost asset prices. This tool, termed quantitative easing (QE), also has limited effectiveness as long-term interest rates
near zero. The third policy tool is MMT, which involves a coordinated response between monetary and fiscal policy. In
other words, the Fed prints the money that Congress spends. The pronounced plan is for the Fed to print trillions of dollars
and give it to the government to inject directly into the economy with fiscal spending packages. During the crisis,
Congressional approval on how to distribute the funds was enacted relatively quickly, however there is a question about
the efficiency of the coordination during non-emergency environments.
These major changes in the Fed’s stance and associated policy moves demonstrate a clear shift that can have major
investment implications for the foreseeable future. U.S. borrowing rates may stay low for a long time. The odds of an
economic or market collapse are probably lower given the Fed’s cited emphasis and demonstrated ability to prevent
such an outcome. Historically, recessions had typically been preceded by Fed tightening to fight inflation. The next
recession, like the one we just suffered, will probably be caused by some other catalyst.
The final repercussion from these shifts in policy is a growing risk of inflation. The Fed has promised to utilize every
instrument in its toolkit (including innovative solutions like MMT never used before in the U.S.) to prevent deflation and
economic stagnation and to err on the side of higher inflation. However, this can be a dangerous game as inflation can
quickly get out of hand and make the Fed’s job much more difficult. It’s easy to print money to stimulate growth when
inflation is a distant concern, but if pressures increase then the trade-offs between growth and inflation can introduce
significantly greater uncertainty about future Fed decisions. Market volatility and downside risks could increase in this
type of environment.
As a result, we urge clients to consider owning more inflation hedges. It is also important to think about the different types
of inflation that may ultimately unfold in the years ahead. The print and spend policies have limits if a tipping point is
reached and there is a loss of faith in paper money. Thus, we believe a diversified mix of inflation-hedged assets such
as gold, commodities, inflation-linked bonds and perhaps real estate may be appropriate as a critical part of a wellbalanced portfolio.
The markets ultimately survived the scare in 2020 and posted surprisingly attractive returns for the year. That said, it
would be imprudent to overlook the important lessons offered in the process. These valuable insights will help us as we
continue to improve portfolio composition to be resilient in the next market surprise.
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IMPORTANT INFORMATION
Past performance is not an indication of future results.
Advanced Research Investment Solutions, LLC (“ARIS”) and Evoke Wealth, LLC (“Evoke Wealth”) (collectively referred
to hereinafter as “Evoke Advisors”) are SEC-registered investment advisers that provide investment advisory services and
investment consulting services to a select set of clients and pooled investment vehicles. None of Evoke Advisors’ services
are intended to represent a complete investment program.
This publication is for educational, illustrative and informational purposes only and does not represent investment advice
or a recommendation of or as an offer or solicitation with respect to the purchase or sale of any particular security,
strategy or investment product, or any Evoke Advisors investment product mentioned herein. Past performance is not
indicative of future results.
Different types of investments involve varying degrees of risk, including possible loss of the principal amount invested.
Therefore, it should not be assumed that future performance of any specific investment or investment strategy (including
the investments and/or investment strategies recommended and/or undertaken by Evoke Advisors), or any noninvestment related content, will be profitable, equal any corresponding indicated historical performance level(s), be
suitable for a client’s portfolio or individual situation, or prove successful. Nothing contained herein is intended to predict
the performance of any investment. There can be no assurance that actual outcomes will match the assumptions or that
actual returns will match any expected returns.
This publication does not constitute, and should not be construed to constitute, an offer to sell, or a solicitation of any
offer to buy, interests in any Evoke Advisors-sponsored fund, which can only be made by means of an offering
memorandum and other governing documents for the respective fund.
This publication does not take into account your particular investment objectives, financial situation or needs, should not
be construed as legal, tax, financial or other advice, and is not to be relied upon in making an investment or other
decision.
Certain information contained herein constitutes forward-looking statements (including projections, targets,
hypotheticals, ratios, estimates, returns, performance, opinions, activity and other events contained or referenced
herein), which can be identified by the use of terms such as “may,” “will,” “should,” “expect,” “anticipate,” “project,”
“estimate,” “intend,” “continue” or “believe” or other variations (or the negatives thereof) thereof. Due to various risks,
assumptions, uncertainties and actual events, including those discussed herein and in the respective analyses, actual
results, returns or performance may differ materially from those reflected or contemplated in such forward-looking
statements. As a result, you should not rely on such forward-looking statements in making any investment decisions.
Certain information contained herein has been obtained or derived from unaffiliated third-party sources and, while
Evoke Advisors believes this information to be reliable, neither Evoke Advisors nor any of its affiliates make any
representation or warranty, express or implied, as to the accuracy, timeliness, sequence, adequacy or completeness of
the information.
The information contained herein and the opinions expressed herein are those of Evoke Advisors as of the date of writing,
are subject to change due to market conditions and without notice, and have not been approved or verified by the United
States Securities and Exchange Commission (the “SEC”), the Financial Industry Regulatory Authority (“FINRA”), or by
any state securities authority.
This publication is not intended for redistribution or public use without Evoke Advisors’ express written consent.
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