MARKET COMMENTARY Purpose

INVESTMENTS

DECEMBER 2020
PURPOSE INVESTMENTS

R tavLon. Coa NOVEMBER MAKES THE NICE LIST, SETS
CHIEF INVESTMENT OFFICER STAGE FOR A POSITIVE 2021

T:416-915-2442
gregt@purposeinvest.com

In a year which has seen the word unprecedented used more than ever, the month of
November lived up to that distinction. It will be remembered as one for the financial record
books.

November saw the strongest monthly performance ever for the energy and industrial
sectors. It was also the best month ever for the Russell 2000 Index of small-cap stocks and
November saw the the best month since 1987 for the S&P 500. What is even more remarkable is this didn’t

Strongest month Iy happen after a sell-off, but rather was built on the back of an already impressive run to new

all-time highs.
performance ever
Heading into the month, many investors had decided to take down risk, given they had
. for the_ energy and already seen healthy gains since the first quarter sell-off. That quickly proved to be the
industrial sectors.... wrong strategy as it seemed everything that could go right eventually did.

and [was] the best _ _ ‘ _

- The outcome of the US election may still be argued in the courts, but the split outcome
month since 1987 between the house and the senate seems to be the best-case outcome for markets.
for the S&P 500. The Blue Wave of a Democrat sweep seemed nice on paper with the promise of massive
stimulus bills, but it also came with the threat of higher taxes and increased regulation of
the technology giants. By having a split, many are making the prediction it could be the
best of both worlds, with some degree of stimulus but none of the baggage of taxes or

regulation.

As investors were covering shorts on technology stocks and deploying cash from the
sidelines after the election, more good news came in the form of vaccine success. The
By the numbers stunning results from trials being executed by Pfizer, Moderna and AstraZeneca/Oxford

November total return; as at Nov 30, 2020 were able to bring investors a light at the end of a dark tunnel.
S&P/TSX Composite Index 10.57% T ) ) ) ) )
The second (orthird) wave of the virus and the resulting lockdowns are having a devastating
Health Care (top sector) 34.90% T impact in many parts of the world. But the prospect of a return to normal within the first
Materials (bottom sector) -8.00% half of 2021 kicked what was already a rally into a higher gear.
S&P 500 Index 10.95% T The vaccine rally has been impressive on my levels, but importantly it may prove to be the
Energy (top sector) 29.00% T long-awaited catalystto start the rotation from growth towards cyclicals. Upon the vaccine
— news, the biggest beneficiaries were seen in sectors that had suffered the most with the
Utilities (bottom sector) 0.90% T lockdowns - energy, the consumer spaces and financials. To wit, on the day the Pfizer news
Gold US$1776.95 was released, growth and momentum strategies had their worst days in 15 years.
-5.42% o . i,
Interest rates moved higherimmediately, shortly followed by commodities. In effect, what
WTI Oil US$45.34 the vaccine news caused was a massive short squeeze in areas investors had ignored or
26.68% T shorted aggressively since th.e pandemic beggn. While many companies.in the Canadian
- S energy sector remain negative on the year, it wasnt uncommon to find examples of
US 10-Year Treasury Yield 0.84% companies that saw their stocks rally over 50% in November.
-3bps

Now the question will be how much of the gains many were expecting in 2021 were pulled
forward and realized in November? Could there be such a thing as too much good news?
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It seemed like everything worked in November, save for the haven of gold, which saw
some profit taking. Who needs insurance when everything is working? But the realist
may want to keep some insurance in their back pocket.

Not everything will go smoothly and there will be bumps in the road. 2020 has been a
It has become year of twists and turns and there’s still one more month to go. Investor sentiment is as

very unpopular to bullish as its been in years, rebounding off the extreme lows seen in the Spring. It has
be beariSh become very unpopular to be bearish.

The prospects for a positive 2021 remain excellent. Central banks are still very
accommodative, fiscal stimulusis on the way and now we have the prospect of a vaccine
that may finally allow the economy to fully reopen.

The early part of this year saw markets led higher by the few technology companies that
were quickly able to adapt and benefit from the pandemic lockdowns. However, the
reopening trade could be a completely different group of leaders.

A normalization of valuations for the cyclical sector would be a massive benefit to
markets that are over-exposed to this group, such as Canada. In the last few years, many
have called for this rotation trade to begin. November may have been the launch date.

All data sourced from Bloomberg unless otherwise noted.
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