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All Quiet on the Western Front 
 

 

 

Decades from now, a new generation of investing professionals may have a hard time pinpointing the 

Covid 19 Pandemic and lockdown era on a historic stock performance chart.  With the S&P up more than 

17% in 2020 in a year that saw GDP shrink at an annualized rate of 30% in a single quarter, we should 

not be too hard on this future generation.  What to us appears to have been the second most material 

event of the century so far (second to the 2008 credit crisis), played out to have been a “massive 

buying opportunity”.  With the Federal Reserve flooding the markets with liquidity, and the rapid 

response of fiscal stimulus through the passage of the CARES Act, any immediate market pessimism was 

within a couple of months replaced by risk taking ad nauseum. 
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  Source: YCharts, Sixty Guilders Management, LLC 

 

Like a well-trained dog, market participants have learned that there is no problem big enough that 

cannot be vaccinated by cheap money.  So, while the real world awaits their chance for a Covid 19 

vaccine jab, the Fed has already inoculated its patients with the best elixir around – more fiat currency.  

But, is the market the tail wagged by the Fed, or is the Fed the tail that is wagged by the market?  Is 

every “crisis” that leads to a market selloff that causes the Fed to blink and print the real driver of 

liquidity?  Just like in the NFL draft, where the team with the worst record gets the best draft pick, any 

market tantrum results in the best monetary policy outcome.  We have honestly no idea how many 

iterations of this game are left.  Just like the soldiers of trench warfare during the Great War, we have 

been lulled by the harrowing fear of loss that never comes.  Until it does. 

As we review in this report, we believe the signs of market euphoria are ample and glaring.  What is not 

clear is what becomes the catalyst for a massive revaluation of assets, and the timing of such event.  As 

many investment professionals have learned through the school of hard knocks, asset valuation is not a 

timing mechanism.  But, as Warren Buffett famously says, the market in the short run is a voting 

machine, in the long run it’s a weighing machine.  For those willing to be patient, we do believe more 

attractive valuations will arise again, and in the meantime selective and patient security selection is 

the best mechanism for preservation of capital.  With the S&P 500 trading at 4.0x book value, and a P/E 

multiple greater than 26x (a measly 3.9% earnings yield), any investment will require discernment, and 

more importantly, patience.    

As can be seen in the accompanying chart, the sectors that outperformed in 2020 were the ones 

associated with more risk: consumer discretionary, tech, telecoms and materials. Underperforming were 

the “old economy” sectors such as healthcare, stables, industrials, financials and energy. 

 

Total Return By Asset Class 1 Month 3 Months 1 Year

Gold 6.1% -0.8% 19.7%

S&P 500 2.4% 10.8% 17.5%

60/40 Stock/Bonds 2.0% 7.7% 14.3%

Barclays Agg. Bond Index 1.4% 3.2% 9.6%

High Yield 1.7% 5.5% 5.7%

International (MSCI) Index 3.2% 13.7% 5.7%

Dollar Index -1.1% -3.4% -4.6%

Oil 5.1% 21.4% -24.9%
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Source: YCharts, Sixty Guilders Management, LLC 

 

Apart from US equities, the collapse in interest rates provided the fuel to risk taking throughout the 

year. The US 10 Year Note yield was halved closing the year at around 90 bps, while the short end of the 

curve collapsed even more with the 3 Month T-bill yield of 1.5% a year ago, now hovering just above 

zero. 

 

  
Source: YCharts, Sixty Guilders Management, LLC 

 

The collapse in rates has forced fixed income investors out the risk curve.  As a result, we have more 

than once heard investment grade bonds (currently yielding around 1.5%) being referred to as the 

“new risk-free asset”, implying that the combination of low yields with the assumption that even the 

Sector Performance (Total Return) 1 Month 3 Months 1 Year

Consumer Discretionary 4.2% 14.1% 43.9%

Information Technology 3.9% 11.8% 42.5%

Communication Services 0.9% 17.3% 24.9%

Materials 4.1% 14.3% 22.3%

S&P 500 Total Return 2.4% 10.8% 17.5%

Health Care 2.3% 7.7% 16.7%

Consumer Staples 0.8% 4.9% 8.5%

Industrials 1.2% 13.0% 8.4%

Utilities -1.1% 1.0% -3.7%

Financials 3.6% 20.0% -4.5%

Real Estate -1.0% 3.0% -9.0%

Energy 2.6% 31.3% -36.2%
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Fed would eventually support this asset class, it’s as good as an investment as Treasurys used to be in 

more normal times.   

Asset Classes, Credit Markets, Rates & Currencies 

  

Source: YCharts, Sixty Guilders Management, LLC 

 

Four Examples of Market Euphoria 

Herein, we give four glaring examples of market euphoria that truly define risk-taking in 2020: 

• Torrid Pace of IPOs.  As of the writing of this report, more than 470 IPOs had priced in the US in 

2020, more than double compared to the 2019 pace.  This reflects an annual record going back 

at least 20 years, and is much above the 2014 activity, which represented the post 2008 

financial crisis high water mark at around 300 IPOs.  In October 2020 alone, what should have 

Latest 1 Month Ago 3 Months Ago 1 Year Ago

Economy

Economic Growth (Real GDP) 33.4% 33.1% -31.4% 2.1%

Inflation (Ex. Food & Energy) 1.6% 1.6% 1.7% 2.3%

Nominal GDP 35.0% 34.7% -29.7% 4.4%

Unemployment Rate 6.7% 6.9% 7.9% 3.6%

Money & Commodities

Gold ($/Troy ounce) 1,888        1,779                          1,903                         1,577                         

Oil (WTI Crude, $/barre) 47.50        45.20                         39.12                         63.27                         

TIPS (breakeven rate) 2.0% 0.0% 0.0% 0.1%

Rates

3 Month T-Bill 0.09% 0.09% 0.10% 1.56%

5 Yr US Treas. 0.36% 0.42% 0.32% 1.61%

10 Yr US Treas. 0.93% 0.95% 0.76% 1.81%

30 Yr US Treas. 1.65% 1.70% 1.56% 2.28%

Credit Markets

3 Month LIBOR 0.2% 0.2% 0.2% 1.9%

Inv. Grade (Single A rated) Index 1.5% 1.6% 1.7% 2.6%

HY (Single B) Index 4.6% 5.0% 5.7% 5.2%

Equity Market

S&P 500 3,755        3,671                          3,404                         3,246                         

Price/Book 4.0x 3.6x 3.8x 3.6x

P/E 26.3x 25.8x 23.6x 24.5x

Earnings Yield (E/P) 3.8% 3.9% 4.2% 4.1%

Volatility (VIX) 26% 24% 31% 17%

International Snapshot

MSCI 2,148        2,081                          1,888                         2,032                         

Dollar/Yen 103.5        104.4                         105.4                         108.4                         

EUR/Dollar 1.23          1.21                            1.18                           1.12                           

10 Japanese Bond Yield 0.03% 0.000% 0.00% -0.02%
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been the worst month of the year for the stock market (according to famous quip by Mark 

Twain), the market saw almost 100 IPOs price. 

 
 Source:  https://stockanalysis.com/ipos/statistics/ 

 

Roughly half of the 2020 IPOs have been SPACs, a further point of caution (see next section of 

the report).  Overall, peak IPO years tend to signal market tops, so unless one believes that this 

torrid IPO pace will continue for all of 2021, something which we believe is unlikely, caution is 

warranted. 

 

• SPACs – what could go wrong?  A SPAC is a Special Purpose Acquisition Company which issues 

shares to the public, before it has developed a business plan. IPO investors are essentially 

handing their capital to a shell corporation based on the reputation and track record of the SPAC 

insiders/sponsors.  The SPAC must deploy the raised capital within 24 months, or return the 

money to investors, not something we believe has ever happened to a SPAC; after all who would 

in their right mind willfully return money to investors after all the hard work entailed in raising 

it?  Once a SPAC deploys the capital raised, typically in the form of a merger with an existing 

private company, IPO investors are allowed to exit at cost, or participate in any of the 

operational and valuation upside as a result of the merger. 

 

If this all sounds familiar to some to some of the old timers around, it should.  In the 1980s we 

called these black check companies, given the reality of what the investment process was – 

nothing more than handing money to someone that you hoped would be a decent acquiror of 

value.  Blank check companies did not fare well, and their capital was often squandered by 

insiders without meaningful or successful acquisitions.  The new and improved format, today’s 
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SPACs, come with better SEC regulations and investor protections such as moneys held in a trust 

until an acquisition is identified.  But, in our opinion, these improvements have only increased 

the likelihood that SPAC sponsors will see any deal as a better alternative to no-deal and the risk 

of having to return investor capital. 

 

  
Source: https://www.businessinsider.com/what-is-a-spac?op=1; Sixty Guilders Management, LLC 

 

As the above chart shows, SPAC activity has increased dramatically over the last four years.  

According to CNBC, just since last Labor Day, more than $60 billion has been raised through 

SPACs, with more than 100 SPACs listing publicly.  For those that may be intrigued by the 

opportunity of SPAC investing we’ll try to temper the enthusiasm by pointing the alchemy 

behind raising capital in a blank check company.  As can be seen from the accompanying chart 

(from an actual SPAC offering), when public investors are funding the company at $10 share for 
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20% of the company, the sponsors of the SPAC, retain an 80% ownership for the pennies they 

invested ($0.002 per share in this example). 

 

 

 
Source:  https://www.sec.gov/Archives/edgar/data/1706946/000114420417029620/filename1.htm#t6DI 

  

In other words, the minute the SPAC is funded through its IPO, new shareholders experience 

massive instant dilution (to the tune of 96% in this case example): 

 

 
Source:  https://www.sec.gov/Archives/edgar/data/1706946/000114420417029620/filename1.htm#t6DI 

 

To put this into perspective, the equity market is currently trading at around 2.9x book value 

(with the S&P 500 at 4.0x).  For a SPAC investor to see their stock ownership at a similar multiple 

under our current example book value per share would have to increase to $2.50-$3.50 from 

$0.42 at the closing of the offering.  Even assuming the SPAC only mergers with assets valued 

at 1.0x book, it will take a massive increase in future retained earnings for investors to see 

their ownership “grow into” a market multiple. 

Some may argue that SPACs are not much different than private equity search funds, whereby a 

sponsor may take up to two years to find an acquisition target, after which the committed 

capital funds the purchase.  But, there’s a significant distinction in search funds.  Search funds 

only fund the operating expenses related to the due diligence phase (the salaries and expenses 

of just a handful of employees), so there is no material dilution prior to an actual transaction).  

Once again, what works in the private markets turns into a pandora’s box in the public markets. 

 



BRC Wealth Management  
   

300 MCGILL AVE NW SUITE 200  CONCORD NC  28027 
T 336-544-5827       U WWW.BRCWM.COM 

So, what market need do SPACs meet, and why now?  To us, the answers are pretty straight 

forward:  too much cheap money looking for a place to generate a return, and now because 

now markets are frothy.   

 

• TSLA – Bitcoin on Wheels.  As most investors are aware, Tesla has been a speculator’s darling 

stock, that only seems to be going up.  Its inclusion in the S&P 500 in late December came as a 

vindication to those that believe that Tesla represents the future of the automotive industry, 

and by extension, technological innovation beyond the internal combustion engine and reliance 

on fossil fuels. This broad-based belief has propelled Tesla’s stock to the largest market 

capitalization in the global automotive industry – quite a feat for a company that still makes a 

fraction of the cars compared to most other top 25 market capitalization companies.   

 

Top 25 Global Automotive Companies 

 

 

As others have noted in the financial press, the current market cap of Tesla not only dwarfs its 

much bigger competitors, but even dwarfs the combined market cap of the non-China based 

Rank Company Symbol Mkt Cap (USD $B)  Price/Share

1 Tesla TSLA USA 626.5 660.93 USD

2 Toyota TM Japan 213.69 153.82 USD

3 Volkswagen VOW.DE Germany 100.04 170.3 EUR

4 Daimler DAI.DE Germany 76.37 58.29 EUR

5 BYD 1211.HK China 73.34 192.5 HKD

6 NIO NIO China 69.53 44.6 USD

7 General Motors GM USA 59.91 41.86 USD

8 Ferrari RACE Italy 57.95 231.53 USD

9 BMW BMW.DE Germany 57.69 73.01 EUR

10 Honda HMC Japan 48.72 28.33 USD

11 SAIC* 600104.SS China 42.93 24 CNY

12 Hyundai HYMTF South Korea 39.27 41.24 USD

13 Fiat Chrysler FCAU Italy/USA 37 18.04 USD

14 Ford F USA 35.33 8.88 USD

15 Maruti Suzuki MARUTI.NS India 30.67 7,447.50 INR

16 Geely 0175.HK China 30.19 23.85 HKD

17 Xpeng XPEV China 28.36 39.77 USD

18 Li Auto LI China 25.28 28.16 USD

19 Groupe PSA UG.PA France 24.53 22.58 EUR

20 Suzuki SZKMF Japan 22.8 46.52 USD

21 Nissan NSANY Japan 21.47 10.9 USD

22 Changan 000625.SZ China 15.37 21.23 CNY

23 Subaru FUJHY Japan 15.1 9.87 USD

24 Renault RNO.PA France 12.9 36.29 EUR

25 Mahindra M&M.NS India 11.98 706.9 INR

Source:  https://docs.google.com/spreadsheets/d/1HflVng6sYIb6Gs4pOKiDGtqU5YJ2-hgdM4pRNaT62gs/edit#gid=1052727546
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competitors that comprise the remaining top 10 companies (from Honda and up, on the 

attached table). 

Just like Senator Bernie Sanders ran a very successful money raising operation when running for 

the Presidential nomination in 2015, by only raising small dollar amounts from supporters, but 

from millions and millions of them, TSLA stock has been benefiting from retail investors more 

focused on where the stock may trade tomorrow, rather than fundamental analysis or valuation 

(more on this in the Robinhood section of this report).  The same investors that have been 

bidding up TSLA unabated are often the same folks to buy other risky assets that don’t require 

much “analysis”.  The poster child for these alternative investments is Bitcoin, the mother of all 

crypto-currencies (for a primer on crypto-currencies read through our 2018 Outlook Report - 

Strolling Through the Tulip Fields available at www.sixtyguildersresearch.com). 

The accompanying chart shows the stock performance of TSLA year-to-date versus the dollar 

price of bitcoin.  The correlation of the two assets is a whopping 87% with an R Squared of 76%.  

To put it in simple terms, 87% of the time during 2020 TSLA and bitcoin have moved together.  

So, is it really too much of a stretch to call TSLA “bitcoin on wheels”? 

 

  
Source: YCharts, Sixty Guilders Management, LLC 

 

• Robinhood and Reddit.  In the 1920s, after the depression of 1921, strong economic growth 

launched a decade of consumerism and the extension of credit to individuals.  Credit became 

available not only for consumer purchases but also for stock market investing.  After the teens, 

and the carnage of The Great War, there was pent up demand for growth, and it didn’t take 

much for the improved outlook to feed on itself, leading to the roaring economy and stock 

market speculation.  We all know this didn’t end well, as most speculative periods invariably do 

not. 

 

http://www.sixtyguildersresearch.com/
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This time around, following a generation of young adults that shied away from investing as they 

came to adulthood during the carnage of the 2008 financial crisis, there appears to be pent up 

demand for speculation once again.  The improved access to trading platforms such as Robinhood 

(transforming stock investing into a game-like phone app) and “information” (using the term very 

loosely) through forums such as Reddit (r/wallstreetbets and others) that turn analysis into the 

equivalent of an electronic cocktail party where the most recent tips, rumors, speculations, and 

outright misinformation become gospel, are creating a tinder box of speculation.  Add to that the 

boredom of Covid lockdowns and the absence of sports to bet on, have left the stock market a fair 

game for gambling and entertainment.  As the accompanying two charts show, the relative 

popularity of Robinhood and r/wallstreetbets according to Google Analytics has skyrocketed in 

2020. 

 

Robinhood Web Popularity Chart 

 

 
Source:  https://trends.google.com/trends/explore?date=today%205-y&geo=US&q=%2Fm%2F011q8ct1 

 

  

r/wallstreetbets Web Popularity Chart 

 

 
Source:  https://trends.google.com/trends/explore?date=today%205-

y&geo=US&q=%2Fg%2F11j8_7q6wl 
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The impact of this double-barreled weapon of mass wealth destruction can be illustrated by the price 

activity surrounding the bankruptcy filing of Hertz Global Holdings (HTZ/HTZGQ).  The company filed for 

Chapter 11 protection on 5/22/20, and while the stock initially dropped significantly, as is customary 

following a bankruptcy filing, within a few weeks it was back up above its pre-filing price, reaching 

almost $6.00 up from less than $1.00 soon after the filing (see chart and note the massive spike in 

volume as well).  The reason for this was Robinhood investors bidding up the stock on news of potential 

debtor in possession capital becoming available to the company.  Investors failed to realize that such 

funding is customary for Chapter 11 filers, and is predicated on the likely elimination of equity interests 

as well as significant haircuts to unsecured creditors.  The geniuses of Robinhood/Redditors thought it 

was good enough for the stock, pushing it up to this ludicrous level on massive volume. 

 

Hertz Global Stock Price 

  
Source: YCharts, Inc.; Company reports; Sixty Guilders Management, LLC 

 

Although fundamentally we believe that the democratization of financial information, trading tools and 

wealth accumulation vehicles through technology are both inevitable as well as long term positive, it 

cannot be ignored that over the near term, there is such thing as too much of a good thing.  It seems like 

every person under 30 we personally know has asked us what we thought of airline stocks, one of the 

most battered down sectors post Covid lockdowns. Not one of those conversations ever led to questions 

of liquidity, debt maturities and sustainability of business models in a long-term scenario of reduced 

business travel.  What everyone wanted to know is whether these stocks could be a quick double. 

We appreciate your support, and always welcome your comments and feedback. 

 

Dimitri Triantafyllides, CFA 
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Disclosure Statements 

This report is for your information only and is not an offer to sell or a recommendation to buy the securities or instruments 

named or described in this report. Additional information is available upon request. The information in this report has been 

obtained or derived from sources to be reliable, but we do not represent that this information is accurate or complete. Any 

opinions or estimates contained in this report are current as of the date of the report and are subject to change without notice.   

Copyright © 2021  

Conflicts of Interest.  The company, its employees and its affiliates may from time to time hold securities mentioned in this 

report, either long or short, whether relying or not on information provided in this report.   
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Appendix 

 

 
Source: YCharts, Sixty Guilders Management, LLC 


