EXCESSIVE RISKITAKING OR A PARADIGM
SHIFT INMARKE TS AND SOCIETY?

BY ALON OZER, CHIEF INVESTMENT OFFICER

In early 2020, the world was hit by the COVID-19 pandemic
and economic activity was put on hold due to lockdowns.
Global supply chains broke down, equity markets fell hard,
governments were baffled by the fast spread of the virus
and struggled to come up with solutions. There was a
sudden realization that we are vulnerable in ways we did
not consider previously. We began to have doubts about
our personal safety, our financial future and the ability
of governments to deal with a worldwide pandemic. Our
reliance on other countries for crucial components for
medical devices, pharmaceuticals and semiconductors for
basically everything we use on a daily basis came into sharp
guestion as did the fragility of important supply chains.
Pandemic Lays Bare U.S. Reliance on China for Drugs

As expected, the market’s immediate reaction was a big
“risk off” trade. Investors did not want to be exposed while
facing an unknown future. But then something unexpected
happened.

As governments and central banks began injecting money
into markets and cash into people’s hands to support
and stimulate their economies, individual risk appetite
suddenly changed dramatically. People began looking to
take much more risk than they used to in the past, especially
considering that we were in the midst of a major negative
global event. The shift was so apparent and dramatic that
it begs the question whether something fundamental has
changed in the way society perceives risk, not only in
financial markets, but in daily living.
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It is hard for me to say if the pandemic was the cause for
this shift or simply an accelerator for an existing trend of
excessive feelings of confidence and a “YOLO” (You Only
Live Once) mentality. However, the risk-taking phenomenon
is real and notably increased since the pandemic began.

“THE GREAT RESIGNATION” AS A MEASURE FOR
RISK APPETITE

During 2020, resignation rates in the US fell due to the
fear and uncertainty caused by the pandemic. People did
not want to take the risk at an uncertain time. However,
just one year later, workers began leaving their jobs at
unprecedented rates. This is what has been referred to as the
Great Resignation. The estimate is that 75.5 million people
in the US quit their job in 2021.
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CEOs are joining the 'Great
Resignation,’ trading fatigue
for family time

W Wall Stisal Jowsal
America’s Workers Are Leaving Jobs in Record Numbers

Waves of resignafions are typically led by employees with less lenure. Tha rate
of more tenured employees who quit between January and August of.
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https://www.wsj.com/articles/how-the-u-s-ceded-control-of-drug-supplies-to-china-11596634936

The reasons for this massive wave of resignations could be
many. Some are discussed in this survey done by the MIT
Sloan School of Management Toxic Culture Is Driving the
Great Resignation.

In general, when there are more jobs available, resignation
rates increase. However, a strong labor market cannot by
itself explain this wave. Some of it is no doubt age-related
where many people close to retirement saw the value of
their portfolios appreciate significantly and felt comfortable
retiring earlier than planned. These people will not be going
back to the workforce. Another possible explanation is the
support people received from the government via Economic
Impact Payments between April 2020 and March 2021 and
other benefits such as child tax credits (pulled forward),
unemployment payments and stimulus checks disbursed
through the American Rescue Plan beginning in March 2021

The overall feeling is that whatever risk tolerance people
had before, they moved beyond it and became more willing
to take greater risks in pursuit of a desirable outcome.

This phenomenon is also propelling more automation. In
a late 2020 survey the World Economic Forum found that
43% of businesses expected to reduce their workforce with
new technology. This trend is expected to displace about 85
million jobs in the next five years. As companies struggle to
hire and retain new employees, the race for automation is
accelerating, increasing the risk to people who are taking
a risk by resigning from a job, but might potentially face
a tighter job market should they decide to reenter the
workforce. Recession and Automation Changes
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Hyper-Robotics Launches a Robotic Pizza Restaurant-in-a-
Box

Hyper-Robotics (previously called Highpper), an lsrael-based maker of fully
autonomous robotic restaurants, has launched is first fully
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Robot serving burgers in Jupiter amidst labor shortage

Robot serving burgers In Jupiter amddst [abor shortage ... JUPITER, Fla.
{CBE12) — Customers at & Jupiter restaurant may see an unususl sight. The...

RECORD SOCIAL RISKS

Socialrisks are resulting from population-based activities and
negative public perception. These risks involve breaking a
social norm and potentially being punished for it. Individuals
consider the possible benefits or costs for their physical,
economic or social behavior. We see more willingness to
take risks there as well.
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U.5. Traffic Death Rate Highest In Nearly A Century

Those lost lives represent 8 24% spike in the road crash death rate from 2019,

the biggest increase in 95 years, since 1924

F Fortune
Airport security confiscated 5,700 firearms in 2021, the most
ever

The praviows record for firearme confiscated by tha TSAwas 4 432 in ... ar

lense situations that lurn deadly, like the surge in road rage. ..

Quoting from the article above: “The Transportation Security
Administration confiscated 5,700 guns last year, the most in
the agency’s 20-year history. And many of those firearms
were loaded,” TSA Administrator David Pekoske said at a
press conference this week. “Generally, what we see in our
checkpoints, in terms of what people carry, that reflects
what’s going on in the country.”

tp The Viashington Post
Gambling boom in 2021 sets new record after pandemic
slurmp

The gambling business boomed llke never befora in 2021 as droves of
pandemic-weary tourists retumed o the Las Vegas Strip and casinos

[ Naw ork Post
NYers bet $600 million in mobile sports gambling launch

MWew Yorkers placed a record-shettering 5603 million in bets during the .. in ]
i #
sparts balting revenue for the entire month of Movember 2021,.. w 5
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10 housing market records broken in 2021

Redfin's real estate analysts reviewed housing slatistics for 2021 and found the
following 10 records that were broken:

E Calumbda Journalsm Review
Another record year for press-freedom violations in the US

It's tamipting to compare 2021 against 2020—when assaults and arrests of
Jjournalists hit an all-time high—and conclude, because fewer journalists...

§  Tha Atantc
America Is Having a Violence Wave, Not a Crime Wave

Graham is a siafl writer at The Allantic. A historic nse in homicides in 2020
and continued bloodshed in 2021—has incited fears that after...

HOW EXCESSIVE IS EXCESSIVE IN FINANCIAL
MARKETS

In the past six months, | have written several times about the
risks and anomalies we see in financial markets. However,
these extremes are so excessive, they dwarf the levels of
2000 and 2007. Here’s a list of some of the records that were
broken during 2021, as compiled by Elliot Wave International:

e Equity valuations, market cap to GDP, earnings,
book value, sales and others

* Valuations for money-losing tech companies

* NASDAQ/S&P500 volume ratio, more than
double the ratio in the dot com period

* Margin debt level as people borrowed to own
more stocks

* Retail money market positions as a percentage of
the S&P500 market cap

* Low cash holdings in mutual funds. Historically
at market tops, mutual funds holdings were
around 4%. Today they are at 2%.

» 20-year record low in Put/Call volume ratio
indicating excessive optimism about stocks

 Call options premiums more than four times the
levels of 2000 and 2007

* Trading volume in penny stocks
* Positions in levered long ETFs

¢ 12:1 ratio between IPOs of money-losing
companies versus money-making companies

* Valuations for companies with earnings lower
than their debt interest payments

* Amounts of money to SPACs from investors
pouring money in before knowing what
investment the vehicle will be making

In addition, these records were also broken:

¢ Insiders’ stock selling vs. buying ratio according
to Bloomberg

* Record percentage of money managers taking
higher risks than normal according to the Bank
of America Global Fund Managers Survey

* Record US household equity allocations as a
percentage of total financial assets according to
The Wall Street Journal and JP Morgan

CONNECTING THE DOTS

Risk is a socially defined phenomenon. At times we can
notice a change in collective behavior that is part of a larger
trend of changing risk appetites. While it is usually easiest
to assess appetite for risk-taking by looking at financial
markets, during major events we can sometimes observe a
parallel change in other areas of society that increases the
validity and importance of the trend. | believe what we have
been seeing in financial markets and in society in 2021is an
indication of an extreme wave of risk-taking that might be
peaking. Extremes never last because they are extreme. If
there is a real increase in society’s willingness to take higher
risks, for whatever reason, it could have vast implications
when the trend changes course. We must consider if the
current structure of financial markets — and indeed our own
portfolios — are built to handle a sharp pendulum swing
in the other direction. Risk management must be top of
mind for investors in this market environment as this cycle
progresses.
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