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Three takeaways from the COVID crisis

The Covid-19 pandemic continues to be a major theme,
but the focus has shifted from the number of cases and
hospitalizations to the number of people being vaccinated
and progress towards “normalcy”. This is in stark contrast
to where things stood a year ago. The economy went from
running at full steam to a forced shutdown. Unemployment
rose from 3.5% to 14.8%*. The S&P 500 declined 34% in a
matter of 23 days? but then went on to set all-time new
highs less than six months later and hasn’t looked back.
So, after a stomach-churning year, here are three key
takeaways.

First, the stock market is not the economy, but the
stock market is not entirely disconnected from the
economy either. Despite a slumping economy, the stock
market surged in 2020, leaving investors wondering if the
stock market was disconnected from the economy. In
reality, a closer look at the composition of how the US
economy is made up, relative to S&P 500 index, helps
partly explain the gain in the markets and the slump in the
economy. For example, as the market set new highs in
September 2020, the technology sector made up nearly
39% of the S&P 500 index, but only 2% of total payroll
jobs3. Within technology, some of the largest companies
like FANAMA (Facebook, Apple, Netflix, Amazon,
Microsoft, Alphabet (Google’s parent company)) strongly
benefitted from stay-at-home orders and drove nearly 67%
of the annual returns for the S&P 500 index in 2020. This
handful of stocks thrived, while the rest of the market
slumped. Looking further, the industries most impacted by
the pandemic such as retail, tourism, and restaurants,
represent 20% of all jobs but only represent 7% of the S&P
500 earnings. In sum, looking under the hood of the stock
markets helps explain a bit more of the connection than
previously understood and thus, an important lesson for
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investors to not make drastic changes in their plans based
on headlines alone.

Second, the market is dynamic. While the “stay at
home” technology stocks performed well during the
pandemic, market themes and leadership are not
stagnant. The news of an effective vaccine in late 2020
led to a rotation in new winners allowing the broad market
outside of FANAMA stocks not only to catch up, but also
lead the markets to date in 2021. In short, investors
should be wary of chasing last year’s winner, as that would
be like driving a car by only looking in the rear-view mirror.
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Lastly, volatility is normal, and pullbacks are part of
the course of investing. According to JPMorgan, in 22 of
the last 40 years the S&P 500 has suffered an average
intra-year drop of more than -14% and yet the index has
managed to end the year with a positive return in 31 of the
40 years*. The pandemic-related pullback is an extreme
example of that trend and a reminder that markets over the
long-term reward investors who stick to their plans.
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T 96 CHENEE ISP E00 Tdex extremely unusual, however a great learning moment as

40% miCalendarYeacReturn;  (@[MaxiDrawdown well. Investing can be complex, but some of the most
30% 6 26 27 2 - 2 important habits of successful investors are pretty simple.
20% M v . - Investing begins with building a smart plan and sticking
1 . . - - - . .
104 II I I I |I I with it. It also requires discipline to not being swayed by
%1 | '."'. """ Jeooxs, T BSIARCE N the latest headlines and realize that markets are dynamic
(0% oo Me®rs, t8><8>""°)‘°’“’°> ‘%, a (m .@)”“S)' Il e and without risk, there is no reward.
20)% 5% ° . 16)® °
8) (20) a9 @ poet 19) (20)
(30)% ° o - °
(40)0/0 (34) (349) a8 (34)
(50)% °

(49)
'80 '82 '84 '86 '88 '90 '92 '94 '96 '98 '00 '02 '04 '06 '08 '10 '12 '14 'l16 '18 '20

Sources: FactSet, J.P. Morgan. Data is as of December 31, 2020.

1 https://www.bls.gov/charts/employment-situation/civilian-unemployment-rate.htm

2 https://www.barrons.com/articles/s-p-500-might-be-entering-a-bull-market-that-doesnt-mean-the-bear-is-over-
51586275743

3 https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/market-updates/on-the-minds-of-
investors/substitution-bias-is-disconnect-between-economy-and-stock-market-justified/

4 https://www.jpmorgan.com/wealth-management/wealth-partners/insights/the-covid-19-market-sell-off-1-year-later
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Investing involves risk, including the possible loss of principal. Past performance does not guarantee future
results. Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns. There is no guarantee
that a diversified portfolio will outperform a non-diversified portfolio. No investment strategy, such as asset
allocation, can guarantee a profit or protect against loss. Actual client results will vary based on investment
selection, timing, market conditions, and tax situation. It is not possible to invest directly in an index. Indexes are
unmanaged, do not incur management fees, costs and expenses and cannot be invested in directly. Index
performance assumes the reinvestment of dividends.

Investments in equities, bonds, options, and other securities, whether held individually or through mutual funds and
exchange traded funds, can decline significantly in response to adverse market conditions, company-specific
events, changes in exchange rates, and domestic, international, economic, and political developments.

AssetMark, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission. AssetMark
and third-party service providers are separate and unaffiliated companies. Each party is responsible for their own
content and services.
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