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Wednesday, January 6, 2021 


Year End 2020

Happy New Year. It is hard to know where to start to describe what has been a nerve-wracking year for all of us. In January, the WHO warned of a new virus in China. By February we knew it was spreading around the world. From February 20 to March 24, as Europe locked down, “the MSCI World Index lost more than a third of its value, hemorrhaging a staggering U.S. $18 trillion.” (Reuters in The Globe and Mail, Dec. 22)

Liz Ann Sanders, Chief Investment Strategist at Charles Schwab, (interviewed in Barron’s, Jan. 1) had a good characterization of 2020’s bust and boom: “It’s this monster mashup of so many other periods and crises. The severity of the downturn in the economy is akin to what happened in the Great Depression, albeit hopefully much more short-lived. The speed with which the market crashed was reminiscent of 1987. It also makes me think quite a bit about Sept. 11 because of the human toll, and the financial crisis because of the effort that the monetary authorities have taken.”

In 2020 the best-known U.S. stock market index, the Dow Jones Industrials, which contains 30 of the biggest blue chips, was negative for most of the year but ended with a total return (which includes dividends) of 7.6% (measured in Canadian dollars, 9.7% in $U.S.). The S&P 500 returned 16.1% in Canadian and the NASDAQ a bubbly 40.7%. The lowly S&P/TSX returned 5.6%. The more technology in the index, the better it did. The S&P 500 returns were mostly down to the big 5 stocks: Alphabet, Amazon, Apple, Facebook and Microsoft. It was only in the last few months of the year that some of the other groups rallied.

Comparisons to the dot-com bubble of the late 1990s abound. The S&P 500 outperformed the Dow by the biggest margin since 1998. Nearly 500 companies went public in 2020, the most since 1999 (Barron’s, Jan. 1). As in the late 1990’s, day-traders have become a force. Commission less trading apps like Robinhood have made speculative investments as attractive as a videogame. Call option buying by individuals has forced the underlying stocks higher. 

The huge disconnect between the worst economy and record stock prices is glaring. Near zero interest rates have stimulated speculation and asset prices, the economy not so much. People haven’t been able to spend their money so government stimulus has gone into savings and speculation, not restaurants and travel. To an extent the stock market has been sorting out winners and losers from the new normal, such as stay at home beneficiaries. The stock market may also have spent these last 9 months anticipating the reopening that we hope vaccines will allow.

When I think about the huge macroeconomic forces that whipsawed markets this year – pandemic lockdowns, near-zero interest rates, massive government spending. I feel it all seems so obvious – in hindsight.  Let’s talk stocks instead. Some of companies listed below have stock prices that have arguably outrun their fundamentals, which hopefully will catch up.

Amazon, one of the big 5 stocks in the S&P 500, was up 76% in 2020 and has not paid a dividend.  Founded by Jeff Bezos in his garage as an online bookstore, AMZN is now selling in every major category. It accounts for about 20% of U.S. online retail sales and has some 300 million customers. Its Amazon Web Services is one of the 3 largest cloud computing companies. It is also a major entertainment company, electronic manufacturer and transportation company.

Berkshire Hathaway follows AMZN alphabetically in this list and makes a nice counterpoint. BRK.B gained 2.4% in 2020 and has not paid a dividend. BRK.B has underperformed the S&P 500 for two years in a row and now trades at about 1.2 times book value, a level at which 90-year-old Warren Buffett has said BRK.B would happily buy back shares. BRK’s largest public investment by far is Apple, valued at about $125 U.S. billion at the end of the 3rd quarter. BRK has about $145 U.S. billion of cash.

Boralex gained 93% in 2020 and now has a dividend yield of 1.4%. It was founded by Cascades, the Canadian tissue manufacturer, which had some of the original distributed power generator sites attached to its old paper mills. From its roots in hydroelectricity, BLX now makes electricity mostly from wind, mostly in France but also in Canada and the U.S. Besides wind and hydro, BLX also makes electricity from wood residue and natural gas and is expanding into solar. BLX shares have obviously benefited from the enormous enthusiasm for green energy.

Labrador Iron Ore Royalty Corp. gained 32.4% in 2020 and remarkably paid dividends of $2.95.  LIF is a somewhat unique investment in the mining industry. It owns 15.1% of the Iron Ore Company of Canada and receives a 7% royalty and a $0.10/tonne commission on all of IOC’s iron ore products.  IOC’s high quality iron is cleaner to smelt than low grade material and is in demand around the world. LIF is a sentimental favourite because my father engineered the transshipment facilities at Sept Isles, Quebec in the 1960s.

Microsoft rose 41% in 2020 and now yields 1%. MSFT sells a range of software products, and, along with Amazon and Alphabet, is one of the 3 large cloud computing companies via its fast growing public cloud business called Azure. MSFT also sells devices for computing and gaming. Like AMZN and GOOGL, MSFT has been among the big beneficiaries of stay-at-home orders. MSFT’s cloud based office software suite, Office 365, has been successfully introduced as a digital productivity and collaboration tool for a location-flexible work force.

Park Lawn Corporation is the newest stock in the portfolio. PLC fell 4.6 % in 2020 and now yields 1.6%. PLC owns and operates 230 cemeteries and funeral homes in North America. The death care industry is highly fragmented. Family owned operators are 70% of the industry. The industry leader has 16% of the industry revenues. PLC is number 2 with revenues estimated to be $330 million in 2020 which is a 1.6% share of the industry. PLC has an opportunity to grow by consolidating smaller operators. It is headquartered in Toronto but 70% of revenues come from the U.S.

I often conclude this quarterly letter with a personal anecdote. The pandemic has been hard on everyone. I wish you all good health in 2021. 

Sincerely, 
George Stedman, CFA
Portfolio Manager, Vice-President
Please visit us at www.georgestedman.com
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