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2020 marks the year in which | am going to change

the format of how | organize Seven Summits Capital’s
monthly and quarterly publications. The monthly
publication will now be shorter and more observational,
while our quarterly publication will observational,
introspective, and strategy-focused.

The U.S. equity markets feel as if they are being driven
by something much more behavioral than fundamental.
Without the cautionary pause caused by concerns
about the economic impact of the Coronavirus, which
sparked a several day equity market sell-off at the end
of January, broad markets could be up near 10% in the
first six weeks of the year. As it stands, the S&P 500 is
up a than 5%, and the Nasdaq 100 is up near 10% as of
mid-February.

| feel compelled to continually remind investors that
the current economic and market conditions are both
unprecedented and unsustainable. Below are some
harbingers of this unsustainability that should be
heeded:

¢ Negative interest rates in Europe and negative real
(inflation-adjusted) interest rates in the U.S.

e Dramatically slowing growth in the second-largest
economy (China) and the inability of the largest
economy (U.S) to sustain GDP growth greater than
2.5%.

¢ Inability to spur corporate capital investments in
the U.S. in spite of a historically large corporate tax
cut.

e Corporate earnings growth is not validating the
advance of stock prices, which is causing earnings
multiples to expand to cycle highs.

e Narrowing of stock market leadership and breakout
stock price performance among “new economy,"
high momentum leaders:

» YTD Tesla stock has risen 91%, and by market-
cap, Tesla Motors is the third-largest
automotive company in the world and worth
more than two GM’s and two Ford’s
combined.

» Microsoft, Netflix, and Salesforce stocks
are up nearly 17% or over three times the
advance of the S&P 500 YTD.

» Apple stock is up over 10% YTD or double the
return of the S&P 500.

¢ Gold prices have had a strong advance and
currently sit near a seven-year high. Gold prices
are negatively correlated with interest rate
expectations and positively correlated with risk
aversion.

e Industrial production measures have been very
weak for the past 18 months, and this weakness
has not shown signs of a meaningful turnaround.

My summary of the above bullet points is that the bond
market is signaling economic weakness and continuing
disinflation ahead. Stubborn slow economic growth
around the world has been unresponsive to significant
monetary and fiscal stimulus. This backdrop is causing
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capital seeking “real” returns to rush into the strongest

equity market (U.S.) through passive index investing,
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causing the stocks of largest companies within those
indices to advance indiscriminately. The highest returns
over the last several years have been in large U.S. “new
economy” companies focused on cloud computing,
social media, streaming entertainment, and artificial
intelligence. Recent high stock returns within these
areas, possibly justifiable based upon growth
expectations, attract ever more capital (momentum
investing). The feedback loop emerges causing an
investor reaction known as “fear of missing

out” (FOMO). FOMA is akin to musical chairs and is
entertaining until "the music stops" or price levels
become unsustainably disconnected with even the
most aggressive growth expectations (e.g. the year
2000 dot.com bubble crash).

Seven Summits Capital embraces investing in stocks
with significant growth expectations. However, we
prefer to stocks where future growth opportunities are
misunderstood or under-estimated, as opposed to large
companies where growth expectations are well-known.
We prefer lessor known growth stocks like Teledoc,
Invitae, Tandem Diabetes, and Virgin Galtic, where we
exploit misunderstood expectations instead of simply
riding the wave of momentum (following the herd) until
the bubble bursts when “the music stops.” Each one of
our “undiscovered” growth stocks was up more than
three times the S&P 500 price return over the last
twelve months as of mid-February 2020. In fact, Virgin
Galactic stock has outperformed Tesla YTD as of
February 18th.

We continue to produce strong returns, while doing so
without chasing high momentum stocks. Having
entered the investment management profession in
1996, | am keenly aware of the dangers of momentum
and “growth at any price” euphoric market
environments. Today’s market is repricing higher, either
because U.S. growth stocks have been the best
performing investments globally, thereby motivating a
continuation of reallocation from other investments to
these “winners” or we have entered the Fear Of Missing
Out (FOMO) phase of this Bull Market.

Whatever the motivation, these types of periods in the
market are both exciting and can be profitable if one
does not allow exuberance to obscure the risks that
profit chasing momentum and a FOMO psychology
injects into markets.
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Please remember that past performance may not be
indicative of future results. Different types of investments
involve varying degrees of risk, and there can be no assurance
that the future performance of any specific investment,
investment strategy, or product (including the investments
and/or investment strategies recommended or undertaken
by Coastal Investment Advisors), or any non-investment
related content, made reference to directly or indirectly in
this newsletter will be profitable, equal any corresponding
indicated historical performance level(s), be suitable for your
portfolio or individual situation, or prove successful. Due to
various factors, including changing market conditions and/

or applicable laws, the content may no longer be reflective

of current opinions or positions. Moreover, you should not
assume that any discussion or information contained in this
newsletter serves as the receipt of, or as a substitute for,
personalized investment advice from Coastal Investment
Advisors. To the extent that a reader has any questions
regarding the applicability of any specific issue discussed
above to his/her individual situation, he/she is encouraged

to consult with the professional advisor of his/her choosing.
Coastal Investment Advisors is neither a law firm nor a
certified public accounting firm and no portion of the
newsletter content should be construed as legal or accounting
advice. A copy of Coastal Investment Advisors’ current written
disclosure statement discussing our advisory services and fees
is available for review upon request.

Curt Stauffer is an Investment Advisory Representative of
Coastal Investment Advisors. Coastal Investment Advisors is
not affiliated with Seven Summits, LLC. Investment Advisory
Services are offered through Coastal Investment Advisors, a
US SEC Registered Investment Advisor, 1201 N. Orange St.,
Suite 729, Wilmington, DE 19801.

Any mention in this commentary of a potential securities or
fund investment should not be construed as a recommendation
for investment. Investors should consult their financial advisors
for advice on whether an investment is appropriate with due
consideration given to the individual needs, risk preferences
and other requirements of the client.
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