The Big Read - 2024 Edition!

Welcome to the Stillwater Capital’s Big Read — 2024 Edition. Predictions,
observations, stories or mirth and merriment, all combined with words, pictures,
charts, and even cartoons. Word on the street is that it's Joe Willie Namath's
number one read! Thanks, 'Broadway Joe', appreciate the look.

Scoreboard for 2023
Wins = 12 out of 20 = 60%
Pushes = 2 out of 20 = 10%
Loss Column = 6 out of 20 = 30%




First big call out of the gate for 2023 was: S&P 500 is going nowhere.
What happened in 2023: The range for the SPY was directionally accurate until
November, and then it wasn't. Like really wasn't.

'm ann

What happens in 2024: As a classically trained short seller, and skeptical bull, |
would be inclined to say the best is over for stocks. But that would mean | fell
trap to anchoring my brain bias that there is no way this shyte can go on
forever. Will the last bear please turn out the lights?



Bottom line, if the Federal Reserve is going to be cutting rates by summer, get
yourself long. Keep in mind, the garbage performance for the S&P from late
2007 through the spring of 2009 correlates to the Global Financial Crisis, and the
end of the great debt super cycle. No rate cut was going to save the market
from that.



Date of First Hikes Prior to S&P 500 Index Returns

Rate Cut the Rate Cut 6 Months Later 12 Months Later
9/18/07 17 -14.6% -23.9%
1/3/01 6 -9.5% -14.3%
9/29/98 1 22.6% 20.9%
7/6/95 1 11.5% 21.4%
6/5/89 6 8.9% 14.1%
10/22/87 5 48% 13.9%
9/27/84 5 1.5% 8.6%
Average Return 4.5% 5.8%
Median Return 1.5% 13.9%

source: LFL Hesearch, Bloomberg 06/13/1%

2) The Federal Reserve will overshoot in its effort to tighten liquidity.

What happened in 2023: Tough to say there was an overshoot at this point, but

at the very least, the Fed stopped and holstered that monetary fightening
sidearm.
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What happens in 2024: Jerry and the Powletts are dogs of the Pavlovian kind,
and they love chasing hawks when the bell rings. CPl is going to stay in retreat,

and by June the Fed Funds Rate is probably going to be toting a four handle.

3) Hedge funds that truly hedge are going to do well in the upcoming world of
going nowhere fast.

What happened in 2023: Stock pickers, at least those that leaned long, did great
in 2023. The overall hedge fund composite return was pedestrian, and global
macro managers had a year to forget.



Hedge Fund Performance by Strategy in 2023
Stock-pickers were the top performers

Equity

Credit
Event-Driven
Equity Quant
Multistrat
Global Macro

Hedge Fund Composite

Source: PivotalPath Bloomberg

What happens in 2024: It will be another good year for the hedge fund complex.
There will be easy money made early, and then maybe managers will have to
earn it come fall. But it's going to be tough to put up a negative year given the
tailwinds to the economy and markets.

4) While there is still money to be made by those that have sticky assets, the
hedge fund business will continue to suck for most!

What happened in 2023: Winner, winner, give me my chicken dinner! Ninety
percent of all inflows went to funds with $1 billion in AUM. A full 70% went to
managers with $5 billion in AUM.



The biggest hedge funds attract all the money
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Note: Numbers up to Q4 2022
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And they got paid for last year’s efforts...



Net Gains

Firm Since Launch 2023 Gains Launch Year

$12.98

Citadel 56.8 L 8.1 1990

Viking 30.5 10.6 € 1999
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SAC/Point72 31 33 3 1992

Appaloosa 17 3! 2.7 199°
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Source: Bloomberg

What happens in 2024: Guys in yellow, unless you walked off the SAC desk with a
$1 backer, don’t bother. The only ones making money will be the attorneys at




Skadden Arps who put your filings together. For those not in the know, Skadden
is the law firm you hire if you want to impress people in the world of hedge funds
and private equity.

Hedge Fund Startups
Launches overtook closures for the first time in five quarters
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5) I've seen a lot of asset bubbles over twenty-five years of doing this, the one
we were in is up there...It's going to be a tough year for residential real estate
prices, maybe even a tough decade.

What happened in 2023: Score one for the kid!



US 20-City Case-Shiller House Price Index
% Change from Year Ago
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What happens in 2024: Residential real estate, and the bubble that ZIRP (Zero
Interest Rate Policy) created, is living rent free in my head right now. And will
probably be there until the day | take my very own dirt nap.l sold a place that |
couldn’t sell in the hills of Montecito for $2.1 million in 2018, listed thrice. It sold for
$4.5 million in 2022...sight unseen from a cash buyer who lived in Minnesota. Half
the frades going down are done with cash. Doesn’t matter what interest rates
are. Good job guys and gals at the Fed, way to fail to ‘read the room’ as they
say.



Fidelity National Title Group-Santa Barbara
2023 Montecito Real Estate Report
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Everything I've seen and heard says this is insanity, and now the majority of
inventory is locked in at 2% mortgages. If this chart doesn’'t mean revert...



U.S. Median Home Price 1963-2023
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..I'llnever get back in, and will be living off the grid. My own yurt life dream! Not
bad, they say.



6) Good news for some, bad news for most others, recession or no recession,
crude oil prices of between $80 and $100 are here to stay.

What happened in 2023: Score one more for the kid!



West Texas Intermediate (WTI) crude oil price and NYMEX confidence intervals
dollars per barrel
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Data source: U.S. Energy Information Administration, Short-Term Energy Outlook, January 2024,

CME Group, Bloomberg, L.P., and Refinitiv an LSEG Business

Note: Confidence interval derived from options market information for the five trading days

ending January 4, 2024. Intervals not calculated for months with sparse trading in near-the-
money options contracts.
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What happens in 2024: Long terms average of $90 stays intact. This year's range
for West Texas Intermediate (WTI) is going to be slightly lower at $70 to $85. “Mr.

Valentine, has set the price...”



7) Cathie Wood'’s ARK Innovation Fund (ARKK) is done going down.

What happened in 2023: Another good call as 2023, particularly late 2023, was a
year for getting paid taking risk. And innovation is indeed where risk lives.
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What happens in 2024: I'm having a tough time seeing risk going on an all year
bender, but what does that even mean these days? What | do know however, is



that Cathie parlayed the self-appointed “Queen of Innovation” crown into a
brand of material consequence. Sorry about ‘your’ Bucs, Cath.

ARK INNOVATIO G‘v‘“ENTER

Lturr nome of the Tamy x&w% ation Center

8) Equites are no longer as expensive as they were.

What happened in 2023: | looked long and hard to find a CAPE type ratio to
show this was the case and couldn’t. So, I'm going with market cap to GDP,
and it tells a story that indeed stocks are no longer as expensive as they were.



NelsonCorp US STOCK MARKET CAPITALIZATION VS GDP

WAl Moasa g wwnt

Stock Market Value to GDP Ratlo
Stll Well Off Late 2021 Peak

What happens in 2024: | don't get the sense, and most others on Wall Street
don't either these days, that a big economic contraction is on the way. If it
comes through that way, earnings are most likely going to see a modest rise in
2024, and a rather robust jump in 2025. At some point soon, maybe even now,
the market will start looking out 12 to 18 months and the P/E on the S&P 500 is
going to start looking reasonable. Beware those that say we are in a valuation
bubble.



S&P 500 Earnings Estimates

Morgan Stanley Consensus
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Source: FactSet, Morgan Stanley & Co. Research as of Jan. 19, 2024

9) The 4.25% we saw on the 10-Year in October of last year is the high for this
rate cycle.

What happened in 2023: Close, but maybe only half a cigar on this one. Rates
peaked out at 5% in November and are now just north of 4%. When rates came
in at 20%, the S&P 500 took off and gained almost the same.



FRED w - Market Yield on U.S Treasury Securities at 10.Year Constant Maturity, Quoted on an
- Investment Basis (left)
- Treasury and Agency Securities, Large Domestically Chartered Commercial Banks/Total Assets,
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What happens in 2024: Right or wrong, and | believe the latter, the market is
going to be pricing in an end to the great Covid inflation boom. If that's the
case, look for the new range to be 3% to 4%. Again, | don't think this is what
should be happening given my belief that inflation is now ‘in the bones’ of the
economy. But I'm just one guy of many millions of guys and gals out there
looking at this. Consensus seems to be the worst is over. And the Fed Governors
see it the same way.



The Fed's December Dot Plot
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10) This year’s theme of “standing in the middle of nowhere, wondering where to
begin, stuck between tomorrow and yesterday” is a perfect setup for the next
call. Like it or not, mega cap technology is going to (continue) to have a good
year.

What happened in 2023: Ummm, yes.
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What happens in 2024: The stocks above: Amazon, Apple, Microsoft, and
Google are so heavily weighted in the indexes that you can’t both say that it



should be a good year for the S&P 500 and Nasdaq, and then say this mega
cap techrally is over. That simply doesn’t exist. As the late Charlie Munger said,
don’t try to pick up nickels in front of a freight train.
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11) Consumer Price Inflation (CPI) will continue to come in, and that will keep a
lid on interest rates, and put a risk bid in stocks.

What happened in 2023: Sure enough, CPl came in...and the risk bid lifted
stocks.



U.S. consumer price index

Year-over-year percent change as of
December 2023
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Chart: Gabriel Cortes / CNBC
Source: U.S. Bureau of Labor Statistics \!7&
Data as of Jan. 11, 2024 CNBC

What happens in 2024: You are going to continue to hear a fremendous amount
about how inflation has been brought under control, and that all is good. The



Federal Reserve will be given great credit for brining in the big fish, a la Ben
Gardner in Jaws. But that ain’t nothing. Somebody is going to need to hire Quint
to kill it. This sucker is too big, too old, and too smart. ‘Bad fish’, as the Captain
said.

\
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AGGRESSIVE
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12) Reviving a call from last year that the great Covid inspired semiconductor
super cycle of 2020 to 2022 is officially over.

What happened in 2023: This call kinda sucked for most of the year, and then
REALLY sucked from November on...and still does. Thank Christ I'm not running
money right now otherwise | would have doubled, nay fripled, down as |
anchored to my position.
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What happens in 2024: | officially give up. Semiconductors are the Teflon trade.
With Al as the new hip kids' theme and | can’t see any reason to not think this
will again be their year. Trees grow to the sky, righte.

Al Will Boom for the Next Decade
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13) You want to know what wave has now run out of strength? Wokeism inspired
ESG and impact investing has hit a wall.

What happened in 2023: Thought I'd be right, didn’t think this right. Then again,
I've seen many a fad come and go over twenty-four years in the business. And
it’s not that | don’t think ESG has strong merit, | do. So much so that | tried to float
a fundamentally based ESG long/short strategy to the market. But alas, try as |
might, | couldn’t get any big enough fish to bite.

Sustainable fund launches plummet

Asset managers closed sustainable funds faster than they opened new ones in the third quarter

@ Launches @ Funds moved into sustainable catezory © Closures @ Funds dropping sustainability mandates

Source: Morningstar Manager Research

What happens in 2024: Once these trends start, they are tough to stop. If that’s
the case this time, looks like ESG is about to go through its very own long winter
of discontent.
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14) Unemployment is about to start to rise and will for sure become a trend
during 2023.

What happened in 2023: Nothing like this. The economy has added jobs every
month for the past two years. And there is nothing that says that's going to end
in January.



US Jobs Data Point to Strong Labor Market

Unemployment rate unexpectedly fell in November
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The call for 2023 was a bit of a flyer. | too bought into the idea that an inverted
yield curve was the precursor to something that looked like a recession, shallow
or otherwise. And it simply didn’'t happen.
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What happens in 2024: It's tough to think that this time will be different, and we
won't slow into recession. But there simply isn’'t anything out there that says it's
on the horizon. That said, I'm going to channel my young inner Luke Skywalker
and try to feel the Force again.



At some point in the first half of the year, unemployment will start to rise. And
when it does, the markets are probably going to do quite well. Because at that
point, the Fed will be in full rate cut mode. And the next bubble will be born.
Which one this time?2 Maybe Al, or perhaps real estate really gets out of hand.
Regardless, we will have survived and been made whole again.



15) There are legions of Wall Street economists and strategist who are hanging
their necks out saying the Federal Reserve is screwed and will pile us into a
recession.

What happened in 2023: None of this, so far. Even though there are sfill guys out
there like Peter Schiff * who see nothing but rocks ahead. Big ones! Keep in
mind, this ‘end of days’ blast was a short six months ago. Also keep in mind, it
came from ‘Dr. Doom’ himself. The same guy called the Global Financial Crisis a
year before it arrived, so he still gets a seat at the adult table

* Peter is an Austrian School economist and did both his undergraduate and
graduate work at Berkeley. If that doesn’t set you up in life to be the Mayor of
Wingnut City, | don’t know what does.
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What happens in 2024: To a certain extent | was with Peter not that long ago. But
he and | also view inflation differently. So differently that much of the rest of the
world doesn’t see it that way. There are inflationary problems all over the globe
now. But unless high prices for everything can manifest themselves into
behavioral change in how economic participants operate, then nothing will
change, and the ‘soft landing’ will be upon us. Whatever that looks like.



Fundamental analysis seeks to
establish how underlying values are
reflected in stock prices, whereas
the theory of reflexivity shows how

stock prices can influence
underlying values

AZQUOTES

Pause for a little self promotion: It looks like | will be back at my favorite business
school, Marshall at the University of Southern California, in the spring to guest
lecture on the history and practical application of long/short investing and a
portion of the subject matter will be dedicated to the ‘theory of reflexivity’ or
‘myth becoming realty’, and how it impacts asset prices. Should be one for the
ages, and | will be posting the lecture materials on these pages.

Fight on, my friends. Fight on!



And now, to the more esoteric...

16) This is going to be the year that psilocybin legalization truly emerges from the
shadows and becomes a mainstream conversation

What happened in 2023: Of all the things | was right about in 2023, this one was
probably most spot on. In two instances, the cause for advancement in
legalizing psilocybin took maijor steps forward. First, Governor Gavin Newsom
vetoed a bill providing large scale decriminalization of magic mushroom. And
second, a ballot measure movement to get the same thing on the 2024 ballot
failed to get enough signatures to make it happen. And | call this progress? Yes.
Yes | do. And the idea that | stand side by side with San Francisco State
Representative Scott Wiener on something is proof that there is no Rubicon too
wide.



Senator Scott Wiener &
@Scott_Wiener
It's time to take a health/science-based approach to
drugs & move away from knee-jerk criminalization.

Psychedelics have medicinal benefits & they shouldn't be
illegal. That's why, when the Legislature reconvenes, we'll
work to decriminalize their use.

Patients push to legalize psychedelics to treat depression, anxiety.

“People are now coming out of the psychedelic closet, but it's a risk you take,”
said Melissa Lavasani, who led legalization efforts in Washington, D.C.

& nbcnews.com

9:38 AM - Nov 15, 2020 : Twitter for iPad

What happens in 2024: The Genie is now out of the bofttle, and there is no
putting it back in. And I really like the more measured approach California is
taking on legalization of psylocibin. This is the chance to put some guardrails up
and make sure that when it does become legal, it's credible. You open the
floodgates now, the unwashed masses are going to be chomping down



psychedelic fungi like you can’t imagine, and that will dilute down the genuine
medical benefits that will change lives.

The main benefits commonly attributed to micro-dosing psilocybin.
1. Increased productivity
. Greater access to flow states

. More creativity & curiosity

. Higher sense of empathy & communication
. Improved focus & concentration

. Increased self-efficacy

. Better emotional wellbeing & connection

. More energy & coordination

9. Greater sense of self-awareness

00 N O~ 0 A WD

10. May reduce addictive behaviors
11.May help alleviate cluster headaches

12.0Offers protective action on the brain & neurological system
13.Reduced anxiety levels (especially existential anxiety at the end-of-life stage)

14 Better rational awareness & problem solving

Source: Healthline

Full Disclosure: I'm a center right, 'Never Trump', independent who these days
would wind up in a fetal state after one rip off a joint. A legal joint, mind you.
I've also been diagnosed, rightly and wrongly, around several different forms of
depression, anxiety, and bipolarism. And until they got the diagnosis right
(bipolarism), and the meds right, it was an awful rollercoaster of meds that did
more harm than good. Properly dosed, in mild form, psilocybin works. And it
works a shit fon better than everything sold in the corner liquor or vape store.
And last time | checked, much of that is for self-medication and escape. To
those who are in charge, wake up. MLK Liquor and Vape isn't Chuck E Cheese.


https://tripsitter.com/psychedelics/creativity/
https://tripsitter.com/psychedelics/depression/
https://tripsitter.com/psychedelics/addiction/
https://tripsitter.com/psychedelics/problem-solving/

17) My prediction that the Yankee’s would meet up with the Met’s in the second
subway series in history last year (2022) didn’t make it past the second round of
the playoffs. I'm going to give this one more attempt and stick with that pick.
Plus, who doesn’t want to see Aaron Judge go up against the Fighting Stevie
Cohens.

What happened in 2023: Nothing, hada, zip, zero. Neither team wound up
making the playoffs. Good job, sukahhs!



MOUNTAIN WO0O!

-8 NUGGETS WIN FIRST TITLE AS DENVER TORCHES HEAT IN 5 / P. 46-47

Power outage leaves Yankees-Mets
battle lacking electricity of years past

Aaron Boone's Yankees and Buck Showalter's Mets are reeling from the injuries to superstar sluggers Aaron Judge and Pete Alonso, respectively,
which leaves both shorthanded clubs limping into Tuesday’s Subway Series opener at Citi Field. COMPLETE COVERAGE, PAGES 53-48, 37

3J PITINO ADDS BIGGEST, PRIZE YET

What happens in 2024: I'm giving up on the boys from New Amsterdam but
holding onto the Bronx Bombers, pairing them up with the Los Angeles Trolley
Dodgers. Huge payrolls. Huge names on the marquee. And all the pressure that
goes along with it. Let's gooooo....
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18) Yellowstone, the Taylor Sheridan cowboys pscyho drama, is about to hit the
viewership wall. The gravy days are over.

What happened in 2023: Well, that kinda worked. The show is going to end this
fall with season five, part two, premiering in November. So, in a way, Yellowstone
will be hitting the ultimate viewership wall. That said, it was one hell of a
juggernaut, and has turned Taylor Sheridan into a production machine.
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What happens in 2024: First off, full disclosure, | really liked the show. While there
was a fon of suspension of disbelief, the writers did a great job of creating very
directionally accurate plots and storylines based around an ever-changing
Montana, and the west. What was portrayed has been happening all over the
(406), just without all the trips to the *train station’. Ironically, that’s where the
show is going.






The spoiler alert, plot twist of all plot twists, is if the Dutton’s say ‘fugit’ and turn
the ranch into another modern-day Yellowstone Club. Final scene is Kevin
Costner, probably like he does in real life, stepping off a Gé at Bozeman airport.

——

Kevin Costner flies in pricey private jet amid
estranged wife's claims he lied about net worth

Last line, in faux Montana graveled voice that nobody here sounds like...

John Dutton: “Who knew | would like the smell of money more than cow shit and
pine needlesg”

19) The 2024 Presidential Election will begin to come into focus. Joe Biden just
clocked 80 years on this earth, and he will bow out as another fight with DJT
would be ugly. Republicans are looking better this time around. But if Trump gets
some momentum, and he very well could, it's going get ‘fugly’. This | promise
you.

What happened in 2023: Thumbs Up. Welcome to Fugly City, Americal



What happens in 2024: |'m not kidding when | say Fugly City. You have no idea
how bad this is going to get. | mean to the core of the country and Democracy.
There is simply too much out there in terms of material against Trump, that
clearly many Americans are putting aside, for it not to be one of the most
divisive moments in our history. Lots of hyperbole in there. Enough to make Bill
Walton blush.



Final tally, a very old Joe Biden wins narrowly. And we then endure a painful four
years of watching him fade into the sunset of his life. Just remember, they
skewered Reagan when he showed signs of slipping late in his second term, and
he was ten years younger than Biden will be. America, with certainty, we can do
better.
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20) This year, the two thousand and twenty third since the birth of Baby Jesus, this
fifty-year-old Wall Street journeyman, writer, culinary inventor, shitty golfer,
respectable story teller, and three time West Coast Raconteur of the Year award
winner is going to get back to his 180 pound college fighting weight.

What happened in 2023: Nothing. | wandered through another year on this
planet taking good care of myself at times, and then not. Same behavior, similar
outcome. Runnrth thy mouth, and then don’t do the work to make it happen.
That said, | still cast a mean shadow on the banks of Soda Butte creek in
Yellowstone Park. The fish don’t know I'm rocking a 3é-inch waist shorts while
casting at them....
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What happens in 2024: I'm anchoring my fat ass to this trade and look forward to
reporting the new and improved ‘dad bod’ come this time next year. High
school fighting weight, here | come. For myself, and my little buckaroos.
Geddyup!

Or this big buckaroo....






Ski Pants = Levi's 501 Jeans
Sunglasses = Vuarnet Leather Sided Glacier Glasses
Jacket = Vintage CB Puffy in White
Boots = First Generation Salomon Rear Entry
Skis = Olin Red Sleds
Ski Mountain = Squaw Valley, USA
Stage of Life = The Good Old, nay Best, Days of Our Lives

Stay Golden...Bobby. Stay Golden.



