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What Happened In the Week Ended November 6, 2020:

A massive comeback took place in the stock market last week along with significant declines in government
bond yields. The slapped down yield curve lowered the exchange value of the U.S. dollar, pulling gold and
copper prices higher. Thus, the reflation trade is not dead.

The prospects of stability and bipartisanship in the Oval Office and protective guardrails in the Senate,
cheered investors forcing traders and speculators to flatten their large short positions they had
overwhelmingly accumulated during the previous week. Although the U.S. stocks’ four-day winning streak
paused on Friday, the S&P 500 registered a weekly gain of 7.3%—posting its best performance for any
presidential election week since the 1932 election.

The performance of the market confirmed that investors were happy with the trajectory of the vote count
showing that Joe Biden was inching toward the presidency with the republican party likely to hold the Senate.
The two Senate runoffs in Georgia on January 5 are not expected to flip the Senate to the Democrats.

A Democratic White House paired with a split Congress will likely 1) Slow down the political process on several
hot issues like antitrust legislation, progressive redistribution of income, health care, green transport and re-
regulations of businesses, 2) Protect Trump’s pro-business policies, 3) Prevent aggressive corporate tax
changes, 4) Bloc higher capital gain taxes, and 5) Favour a rapprochement with allies on climate change (Paris
Accord), health care (WHO) and global trade (WTO).

Meanwhile economic prints continued to top expectations as the money supply keeps on increasing with no
apparent financial stress on the banking system. Accordingly, the Atlanta Fed’s High Frequency Model
currently predicts that GDP growth will increase at the annual rate of 3.5% in Q/4.
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| admit that a $2.0 trillion “Blue Wave” fiscal stimulus would have guaranteed a very fast rate of GDP growth
for 2021. However, it remains that a watered down $750 billion relief program is sufficient to bridge the gap
between the present level of economic activity and what it ought to be and the time it will take to immunize
the population from the coronavirus. As a matter of fact, there is enough monetary power in the banking
system and sufficient pent up demand in the household sector to potentially absorb the unused physical
capacity of the economy. The thing is that the economy is not falling apart. On the contrary, it’s bouncing
back. GDP growth of 5.0% in 2021 is feasible.

In this respect, top-down estimates produced by analysts show that 2021 S&P 500 per share earnings of $1.75
are obtainable. Given that 10-year bond yields are around 0.75%, it implies an equity-risk premium of +4.00%.
It’s an excess rate of return over safe Treasury bonds that is sufficient to drive stocks prices higherin 2021. A
seasoned investor looks forward and therefore is much more concerned with the direction of the economy
than its state.
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This publication is proprietary to Palos Management Inc. (along with its affiliate Palos Wealth Management Inc., “Palos”). This publication may
be copied, downloaded, stored in a retrieval system, further transmitted, reproduced, disseminated, and/or transferred, in any form or by any
means, but only as long as it is unaltered and attributed to Palos. This publication and its contents may not be sold or licensed without Palos’
written permission. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no
representation or warranty, express or implied, is made or implied regarding accuracy or completeness. The information provided does not
constitute investment advice and it should not be relied upon on as such. If you have received this communication in error, please notify us
immediately by electronic mail or telephone. This document may contain certain forward-looking statements that are not guarantees of future
performance and future results could be materially different. Past performance is not a guarantee of future performance. “S&P” is a registered
trademark of Standard and Poor’s Financial Services LLC. “TSX” is a registered trademark of TSX Inc. The Bloomberg USD High Yield Corporate
Bond Index is a rules-based, market value weighted index engineered to measure publicly issued noninvestment grade USD fixed rate, taxable,
corporate bonds. To be included in the index a security must have a minimum par amount of 250MM.
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