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Capital Market Update

As quickly as the market fell late last quarter, it rose almost as rap-
idly this quarter. We had mentioned in the last Capital Market Up-
date that “Generally, with little data to work with, the market prices
in extreme scenarios. We will see if this is the case this time.”

Indeed, it appears that is exactly what happened. The S&P 500 for
the quarter rose over 20% and at the close of the 2nd quarter the
price change of the S&P stood at —4.04%.
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As we progress, we have a lot of issues to sort out in the market.
When everyone gets this newsletter we will be in the midst of earn-
ings season and it seems to us that in regards to what companies will
actually earn moving forward, will be anybody's guess. That is what
makes this earnings season so important. It will highlight what
company’s business models have the wherewithal to function in a
rapidly changing economy.

On top of that, the election should come into people’s focus near the
end of the coming quarter. And, of course, daily news related to the
COVID 19 pandemic will move the markets up and down.

Never a dull moment in 2020!!
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FEAR!!

The legendary investor, Warren Buffett, has many quips and sayings relative to the in-
vestment world. One of those sayings is, “The market runs on fear and greed. When the
market 1s fearful lean towards greed and when the market is greedy lean towards fear.’

Here at MRP Capital Investments, we understand and firmly believe in that ideology giv-
en that Behavioral Finance has a big role in how we invest. Many people think the market
and the world of investments is a strict and rational place where mathematics and elegant
formulas rule the day. And, indeed, those things play a big part in understanding fair val-
ue for investments, but emotion usually overwhelms that logical and common sense ap-
proach to the making investment decisions.

When people see the market rocketing higher, they are compelled to buy because they fear
missing out on big returns...especially if their friends are bragging about how much money
they are making in the market. Conversely, they tend to sell when the market is falling
because they get rattled over the fall in market prices.

We think it is important to do all the math concerning fair value of investment options in
regards to earnings, cash flows, balance sheet strength, and the like. That work gives us
an understanding of what the “fair value” is for any specific investment. From there we
can compare the price the market is giving it versus this fair value analysis. Any over (or
under) valuation can, potentially, be an opportunity, but understanding why there is the
discrepancy is a key part of the process.
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Many times undervaluation of investments, especially if the undervaluation is widespread
across many investment options, can be a result of fear in the minds of investors. Frankly,
we think we saw this develop last quarter. And in our 1st quarter Newsletter, we tried our
best to explain what we were seeing in the market relative to the panic caused by the coro-
navirus. What we discussed was the virus itself and its mortality rate versus the response
by the world’s governments to the virus. What we saw was something akin to a giant dis-
connect.

We saw the global economy being shut down because of a virus that had a 2% (ish) mortali-
ty rate. According to the Centers for Disease Control, the death rate of COVID-19 is al-
most identical to that of the Flu (Influenza). And, of course, the world’s economy is not
shut down every flu season.

And, it appears, we aren’t the only ones who noticed that fact, as the market rallied about
24% 1in the 2nd quarter.
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Nevertheless, there is a tremendous amount of fear related to this virus. However studying
the numbers and data related to the virus, it doesn’t appear the market’s fear is related to
the virus itself. It is the fear that the government will shut the economy down because of
the virus spreading and, of course, this would have a devasting economical impact and,
therefore, most likely, pull down asset prices.

However reconciling these two points makes us believe that any sell off would create great
investment opportunities because if the virus isn’t that deadly, when the economy opens
back up (assuming it gets shut down again) asset prices should rise again...just like they
did this quarter.
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Of course, we will be monitoring that situation very closely. On another note, we do think
the election is the most important thing to be paying attention to. As I type this, Biden
has picked up a huge lead in the polls and the market has fallen about 6% from its July
8th high.

We do think who wins the Presidential election is important, as are the Congressional
elections. However we have a controversial opinion that the markets are set up for a ma-
jor Bull Market run at the end of this year and well into 2021, regardless of whether Biden

or Trump win the election. i ‘ S _

A g

Why? Certainty and Stimulus!!

After the election, the markets will no longer be in the dark about what Congress will look
like and/or who the President will be. Therefore, the market will know what the policies
will be, what tax rates will do, and what regulations will look like. Obviously, there will
be bad things for certain industries, sectors, and countries. But, the inverse is true as
well. For instance if Trump wins again, we expect corporate taxes to remain low and this
bodes will for U.S. company earnings. If Biden were to win, we expect international in-
vestments to outperform U.S. investments, as U.S. tax rates should rise and Trump’s
“America First” mantra and policies will be reversed and globalism will take center stage
again.

Nevertheless, our eyes will be wide open and we will be tracking all the moving parts to
the very best of our abilities. As we mentioned in our last newsletter, 2020 is certainly not
a boring year.
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Discipline

This year has been an incredibly wild one. As we discussed in the last article, we've seen
20% moves in each of the two quarters of this year. Fear and greed have overwhelmed the
markets on a seemingly unrelenting basis. This can lead to an incredible amount of anxie-
ty among investors. This anxiety can drive people to make knee jerk emotional decisions.
And, most of the time, decisions like that are usually not the most appropriate. Instead of
an emotionally driven decision process, we firmly believe that a disciplined investment

process always makes sense.

One phenomena contributing to this anxiety is the level of disparity in returns of common-
ly referenced indices. At the end of the quarter, the year-to-date price change of the Dow

Jones Industrial Average was approximately —7.14%.
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The Russell 2000 (a small cap index) was down about 12.5%.
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The MSCI EAFE Index (an international index) price return through the end of the 2nd

quarter was -12.3%.
IEFA Daily ==

APy Lt |

-
+ T b
AT

t

&-30-20
TO

=]

&0

55

a0

43

40

Vo lume -

20 Feb Mar Apr Ma

©BigCharts.com
&0

40

Hill ions

20

Jdur

The S&P 500 was down approximately 3.14%
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And the NASDAQ was UP about 11.11%!
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With the numbers presented, we see that the spread between the best performing index
and the worst performing index was 23.61%. Historically, that is a massive spread be-
tween the best index and the worst. And if you exclude the NASDAQ), the average return
of those indices was —8.77%.

Frankly, the answer to “Why?” that happened is simple. A handful of technology stocks
drove the NASDAQ higher, while most of the other stocks in the world struggled in the
face of coronavirus and a recession led by an economic shut down.

amazon
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Digging deeper into the performance of the NASDAQ), the top ten stocks in that index
make up 55.31% of that index. The other 90 make up 44.69% of it. That is an incredible
amount of concentration in just a few stocks for an index. In fact, that is more akin to how
an extremely aggressive hedge fund would invest. And understanding that the S&P 500 is
a market cap weighted index with over 20% of its assets in tech stocks helps explain why it
performed better than the other indices which are more diversified.

Historically this type of narrowing and concentration of the market happens soon before
the market begins to rotate assets into other investments. Given the apparent cheap valu-
ations of the other stocks in the world, we believe we could be getting very close to this
time. With the earnings that come out this quarter, we should see exactly what companies
can earn in this new era of COVID 19 lifestyle and that could be the catalyst for this rota-
tion.

Frankly, it makes sense that this type of return disparity and narrowing of market leader-
ship would cause investor’s anxiety to rise. In our over two decades of professional invest-
ment management experience, we have seen these kind of events take place time and time
again. One thing we’ve noticed during times like this is that investors frequently attempt
to switch investment styles when they see another style posting short term returns that
appear to be fantastic. However, they usually make that change at just about the time the
market rotates to another style. And this is why we believe sticking to proven long term
Investment strategies and a disciplined investment process is so important.

One final thing to consider when thinking about this market is that many people are beat-
ing the drum that this time “its different.” And that is true, we’ve never had COVID 19
before, but we've dealt with SARS, MERS, World Wars, The Great Depression, Civil
Rights protests and riots, Terrorist attacks, oil embargos, and many more crisis’ that made
people exclaim “its different this time.”
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Despite those events the market continued to perform just like it historically had, which
shows up mathematically as 10% average return with a 16% standard deviation. We be-
lieve this is because the market is made up of human beings making decisions about how
to invest and human beings, historically, have behaved similarly crisis after crisis. You
could say that history may not repeat itself, but it rhymes. Given this, we will continue to
monitor developments and invest our client’s assets in a manner that 1s appropriate for
them given their goals, objectives, financial position, and risk tolerance while using a disci-
plined investment process.
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Non-Financial Events occurring this quarter

April 27th, Pentagon releases May 26th, protests and riots breakout across
videos of “unidentified aerial phe- the USA after the death of George Floyd.
nomena”

June 1st, ANTIFA designated a Terrorist Organi-
zation

May 27th, USA recognizes Hong Kong no longer
autonomous.




INFORMATION AND DISCLOSURES

This publication is a snapshot of the research and opinions of MRP Capital Investments,
LLC. And with that, the opinions and predictions set forth in our publications are our pro-
fessional beliefs at the time of publication. We are not under duress or pressure from any
of the corporate entities mentioned, nor do we intend to do business with them on the in-
vestment banking or advisory side of things. This report is not a solicitation or induce-
ment to take action, whether buying or selling, based upon the opinions presented.

Although MRP Capital Investments, LL.C is an investment advisor, these publications are
not to be construed as investment advice. We strive to be as impartial, insightful and accu-
rate as possible. We do base our opinions, analysis, and calculations on information and
analysis that we believe to be reliable, but we cannot guarantee that they are either accu-
rate or complete. We may change our minds about any item mentioned and we will not
necessarily update them in print.

Please contact MRP Capital Investments, LL.C if there are any changes in your financial
situation or investment objectives, or if you wish to impose, add or modify any reasonable
restrictions to the management of your account. Our current Form ADV Part 2A disclosure
brochure is available upon request.

MRP Capital Investments, LLC and/or its officers or employees, may have a position in the
securities mentioned in this report, and may purchase or sell such securities from time to
time.

Finally, we must disclose that investments have the potential for profit and loss and that PAST
PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS.

MRP CAPITAL INVESTMENTS, LLC
8440 Holcomb Bridge Road, Suite 520
Alpharetta, GA 30022
404-274-7851

WWW.mrpci.com



