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Dear Clients and Friends,
It is impossible to write a newsletter today without any reference to the political landscape we have
lived through over the last few months, but I am going to attempt to keep comments within the
guardrails of the economy and their effect on the markets.
When I look at those red and blue maps of the USA or each
state, what is striking is that the blue is always in urban
areas and red is in rural areas. The truth is not quite as bad
as it looks. The truth is we are more purple than red and
blue. According to an article in USA Today, while a map of
red and blue show which candidate won a county, fewer
than 600 of 3,000 counties voted over 80% one way. That’s
the good news. We are more mixed than implied by the
strictly red and blue maps.
The bad news is that we are still very divided… something
is driving the country apart. I believe it has more to do with economics than most people understand.
When you think about all the conflicts in the past, what do you think was the primary motivation?
Certainly, religion has been one reason, but I think more had to do with economics. Even the
communism, socialism, capitalism debate was originally about economics, not government structure.
Today’s conflict is centered around the same issue. Rural communities have seen their economic
opportunities change dramatically for the worse over the last 60 years. Since 1960, the manufacturing/
agriculture economy shrunk from 33% of GDP to 12%. The services economy grew from 24% to

50%. Where do you think those jobs are? This wasn’t caused just by China or Mexico. It was caused
by robots and technology. Industrial production in the USA hasn’t declined, only manufacturing jobs
have.
There are, of course, social, racial, and religious differences between cities and rural communities,
and also between different parts of the country. I was born in Louisiana and grew up in Oklahoma,
and now live in Boulder. They’re like
different planets. Here we have more yoga
studios than churches, more Pelotons than
guns, more bicycles than trucks… not so in
the South (or even different parts of
Colorado). Rural areas are generally more
conservative for a variety of reasons, but the
economic divide is exacerbating the issue.
Colorado is a little bit insulated from this as
we have a diverse economy, but there is a big
cultural difference between Boulder and
Denver and much of the rest of the state. Here
is a chart of economic growth in 2019. The
lighter colors are where growth was slowest.
See a similarity to the political chart? Would
Colorado’s county map look similar?
I’m an observer not a policy maker, but the industries in these slower growing areas are
disproportionately weighted toward manufacturing, mining, and agriculture. There are fewer jobs in
faster growing industries such as technology, which in turn leads to faster growth in construction and
other development, and leads to more service jobs. It won’t be easy to re-train or re-locate a
workforce, but we can’t solve a problem unless we understand it first.
The USA economy is on the mend. We aren’t there yet by any means, but the future is actually pretty
clear. It’s just the speed at which we get there is not. It is also changing. It will never look like 2019
again, much less like 1960. There will be less business travel, more work from home, more shop from
home… more of what we do now and less of what we used to do. But, once we can move around
again there is going to be a sonic boom in travel and leisure. Will it be in the summer or the fall? It
depends on the vaccine and the speed in which it gets into everyone’s arm. Cases and deaths are still
rising. The economy won’t really get going until these trends begin heading down.
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There is a long way to go to get everyone vaccinated.
The most common question we get is why the stock market
is doing so well when the economy is still doing poorly. Part
of the reason is that investors look ahead. You can see in this
GDP chart that there has been a sharp recovery. It will
continue. Investors see this as a glass half full. Shown on the
chart, to catch up with the previous trend would take $1
trillion in economic growth.

Where will it come from? In part from government stimulus.
The government is literally giving people money… $600 per
person already (people making less than ~ $75,000) and
maybe another $2,000 in the next package. Most of that
money will make its way into the economy. Should we do
this? Probably. We can borrow money at 1%. This is what a
government should do in a crisis. Are they doing it the right way? Probably not. I’m not sure why we
are handing out checks to people that have jobs. It seems to me it should be targeted only on those that
need it… the unemployed and those businesses in the leisure and travel industry that are suffering.
As usual, the debate is political. Should states get money? I think so. Colorado is going to have a big
budget shortfall. Tax revenue is down due to the shutdowns. Cost are up. This isn’t a political issue.
It’s just economics. Colorado is estimated to have a $6.8 billion shortfall over the next few years ($3
billion in the current year). We will have less money for education, health care, assistance to the
disabled, highways… everything. There will
be people that lose their jobs in all these
areas, adding to the unemployed. This is not
just about states like Illinois that were already
under strain. This is about every state,
including ours, with a balanced budget.
Where does the money come from? We
borrow it. There is no fiscal responsibility in
Washington, but as I said earlier interest rates
are very low. You can see in the federal
budget chart below that interest is 6% of the
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budget. Not zero, but not yet a problem. The other thing to note is that
Medicare, Medicaid, and Social Security make up 50% of the budget.
Defense is 14%. That is 64% of federal spending. Add interest to that and
you’re at 70%. Everything else is 30%. If we want to fix government
deficits those three are the items we have to deal with.
Many people are worried about rising taxes. Nobody likes higher taxes,
but we can’t keep spending like crazy and not paying for it. Here are some
prognostications we got from First Trust:
• The top rate on regular income heads back to 39.6% from 37%.
• The corporate rate, which was 35% for a generation before being cut to
21% will rise to 28% (with a 15% minimum tax).
• The limit on state and local tax deductions will rise from $10,000 to
$20,000 (for those who itemize).
• The estate tax exemption will fall to $6-7 million from $11.6 million
(per person).
• The top capital gains rate will go from 20% to 24%.
None of these changes help the economy grow, but these rates were in place for many years and never
caused a recession. If they actually had some infrastructure spending that was useful tied to these
increases, you might see the economy do even better.
Finally, we’ve said this before, but it’s worth repeating. The market is not the economy and the
economy is not the market. Technology makes up 6% of GDP and only 2% of USA employment, but
it makes up 38% of the S&P 500. Technology companies had a great year. Their prices are a little
extended, but it is not a bubble. Tesla and Bitcoin may be a different story. Why do some say we’re in
a bubble and we disagree? Two reasons: first, the P/E ratio on 2021 estimated earnings is 22.9x. The
average since 1988 is 19.3x (median is 18.4x). 2022 earnings could be another 10% higher. So, we’re
higher today but not extremely so; and importantly P/E ratios are related to interest rates. Consider
that with a 1% yield, the Treasury bond is trading at 100x earnings. Other analysts look at trailing
earnings or other metrics that don’t take into consideration a pandemic related recession and don’t
consider the level of interest rates.

So where does all this lead us and what is our strategy as we begin 2021?
The stock market is extended as shown in the chart below. We remain bullish, but we would like to
see a correction before getting more aggressive. What that means is that if your portfolio is fully
invested we are not selling. If for some reason your portfolio has excess cash, like you made a recent
deposit or you are a new client, then we’re going to be a little more cautious about investing that cash.
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The other trends that we mentioned in the last letter continue. Small & Mid caps are outperforming
large caps as shown here:
And international as shown here:

We have changed our allocation models to incrementally increase our holdings in these asset classes.
As always, expect a 10% correction at any time, but we would see such a move as an opportunity.
Thank you for your continued confidence.
Happy returns,

Brad Bickham, CFA, CFP®
Partner | Chief Investment Officer
And Your Entire Colorado Financial Mgmt. Team
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Index Definitions & Disclosures:
Standard and Poor’s Index
• S&P 500: The S&P 500® is an unmanaged index that is widely regarded
as the best single gauge of large-cap U.S. equities. The index includes
500 leading companies and captures approximately 80% coverage of
available US market capitalization.
• 60/40 Global Balanced Growth Index: The index is rebalanced in
March and October and is comprised exclusively of exchange-traded
funds (ETFs) from a list of eligible ETFS. The determination of the
weights of the instruments representing the various asset classes is done
based on a review of the relative market capitalization of certain benchmark indices as of the rebalancing reference date. For equities, 60% of
the index is comprised of any or all of the following ETFs: iShares Core
S&P 500 ETF, iShares Core S&P Mid-Cap ETF, iShares Core S&P
Small-Cap ETF, iShares Core MSCI Intl Developed Markets ETF,
iShares Core MSCI Emerging Markets ETF. For Fixed income, 40% is
comprised of any or all of the following ETFs:iShares Core Total USD
Bond Market ETF and iShares Core International Aggregate Bond ETF.
Morgan Stanley Capital International (MSCI)
• MSCI All Country World Index: The MSCI ACWI Index is designed
to represent performance of the full opportunity set of large- and mid-cap
stocks across 23 developed and 24 emerging markets. As of September
2018, it covers more than 2,700 constituents across 11 sectors and approximately 85% of the free float-adjusted market capitalization in each
market. The index is often used as a benchmark for global equity portfolios. Investments in international and emerging markets include exposure
to risks such as currency fluctuations, foreign taxes and regulations, and
the potential for illiquid markets and political instability.
• MSCI All Country World Index Ex US: The All Country World Index
Ex-U.S. (MSCI ACWI Ex-U.S.) is a market-capitalization-weighted. It is
designed to provide a broad measure of stock performance throughout
the world, apart from U.S.-based companies. The MSCI All Country
World Index Ex-U.S. includes both developed and emerging markets.
For investors who benchmark their U.S. and international stocks separately, this index provides a way to monitor international exposure apart
from U.S. investments.
Bloomberg Barclays Indices
• Bloomberg Barclays Global-Aggregate Total Return Index
(Hedged): The Bloomberg Barclays Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four local
currency markets. This multi-currency benchmark includes treasury,
government-related, corporate and securitized fixed-rate bonds from both
developed and emerging markets issuers.
• Bloomberg Barclays U.S. Aggregate Bond Index: The Bloomberg
Barclays US Aggregate Bond Index is a broad-based flagship benchmark
that measures the investment grade, US dollar-denominated, fixed-rate
taxable bond market. The index includes Treasuries, government-related
and corporate securities, MBS (agency fixed-rate and hybrid ARM passthroughs), ABS and CMBS (agency and non-agency).
• Barclays Capital 1-3 Month U.S. Treasury Bill Index: The Barclays
Capital 1-3 Month US Treasury Bill Index includes all publicly issued
zero-coupon U.S. Treasury Bills that have a remaining maturity of less
than 3 months and more than 1 month, are rated investment grade, and
have $250 million or more of outstanding face value. In addition, the
securities must be denominated in U.S. dollars and must be fixed rate and
nonconvertible.

•

2000 Index is a broadly diversified index predominantly made up of
stocks of small U.S. companies. This index is considered a gauge of
small-cap U.S. stock returns.
Russell 2000® Index: The Russell 2000® Index measures the performance of the small-cap segment of the US equity universe. It includes
approximately 2,000 of the smallest securities based on a combination of
their market cap and current index membership. The Russell 2000® is
constructed to provide a comprehensive and unbiased small-cap barometer and is completely reconstituted annually to ensure larger stocks do not
distort the performance and characteristics of the true small-cap opportunity set

Performance Calculation Disclosures: a) Time weighted returns are used; b)
Cash and equivalents are included in the balanced composite, but not in the
equity or fixed income composite; c) Gross figures do not reflect the deduction
of investment advisory fees for all clients. Therefore the return would be reduced by the advisory fees in some cases. d) Returns are not GIPS compliant;
e) Total return includes the reinvestment of dividends and capital gains.
Past performance is not to be construed as a guarantee of future performance.
Returns are presented for the period shown and may differ for future time
periods. Composite is a broad reflection of performance. Prospective clients
should recognize that each client’s account is customized and performance can
vary widely.
References to specific investments should not be construed as a recommendation by Colorado Financial Management to buy or sell securities.
Past performance is not an indication of future results, and as is the case with
all investment advisors that concentrate on equity investments, future performance may result in a loss. Portfolio holdings and weightings are subject to
change at any time due to ongoing portfolio management. Portfolio returns
given are after trading costs but not after fees. Returns do not reflect the holding of cash in the account, if any. This report is for informational purposes
only.
Colorado Financial Management, LLC (CFM) succeeds registration as Sargent
Bickham Lagudis, LLC. Sargent Bickham Lagudis, LLC (SBL) succeeds
registration as Sargent and Company. SBL’s registration was effective March
8, 1999. Sargent & Company’s registration was effective in 1988. Sargent
Bickham Lagudis merged with Colorado Financial Management effective
January 1st, 2016. For the year 2016 and after, the composite performance will
include both firm’s households for each asset class. For returns before 2016,
only returns from legacy Sargent Bickham Lagudis will be included in the
composite.

Other Indices
• Vanguard's VTWO: an ETF based on Russell 2000 Index. The Russell
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