Y, FORT SHERIDAN
(\\4) ADVISORS

History 101

“The first lesson of history is that people need to eat,” so began my sophomore history seminar at
Northwestern. That line has always stuck. Though spoken in the specific context of colonial American history, my
professor’s broader point was that while we all like nice things, what we need are the basic ones: food, water,
shelter, security and energy, to name a few. Historically, when people are lacking in nice things, they might feel
bad relative to their better-off neighbors. And while jealousy can sap our psyches, it usually doesn’t lead to major
unrest. [t’s when people are lacking in the basics that we get some of history’s darkest moments: political instability,
social chaos, war and even civilizational collapse. For those more interested in the subject, I highly recommend the
2011 book Collapse by Jared Diamond (best known for Guns, Germs and Steel).

Back to investing. For the last decade, we have been in a market environment that is putting a much higher
value on things that are nice to have relative to the basic things people need to have. As covered below, this probably
has much to do with the low growth, low inflationary macroeconomic regime that has persisted following the 2007/8
financial crisis. As a proxy for “nice” vs “need,” let’s compare the values of the technology, consumer discretionary
and communications-dominated Nasdaq 100 Index (nice) to the FTSE All-World Energy and FTSE All-World
Industrial Metals and Mining Indices (need).' Beginning about five years ago, the Nasdaq 100’s value eclipsed that
of all global publicly traded energy and industrial metals/mining firms — and there’s been no looking back.
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As highlighted in the below chart, the top seven holdings in the Nasdaq 100 — Apple, Microsoft, Alphabet
(Google), Amazon, Facebook, Tesla and Nvidia — together are now worth approximately $10.8 trillion, compared
to the $7.2 trillion for the global energy and metals/mining firms. If we just focus on the U.S., Apple alone is worth
more than twice the value of the components in the S&P 500 Energy and S&P Metals & Mining Indices.
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Cumulative Market Caps: FTSE All-World Energy & Industrial Mining vs Top 7 in Nasdaq 100
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From a valuation and financial sense, this outperformance is justified by the “nice” firms’ superior cash
flows and far more consistent business models. Additionally, their sales growth over the last decade puts the “needs”
firms to shame. But the last time we checked, no country has ever started a war over an iPhone embargo.

On the other hand, there have been numerous conflicts over energy supplies. It should cause some concern
then that per two closely followed energy industry reports — the International Energy Agency’s 2021 World Energy
Investment Report® and BP’s 2020 Energy Outlook® — upstream oil and gas investment (i.e., investment in new
production) is falling below levels necessary to secure future conventional energy supplies even in a rapid clean
energy transition scenario (see charts on following page).
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Upstream spending by selected company types
a 160 sesdvRs ATy o Majors
i
& 140 ;
o = Chinese
g 120 NOCs
c
g 100 b o SRR I - (T3 F- 10
o companies
80 -l . )
= Middle East
60 BBl sl AT e Do NOCs
40 - —
20

2015 2016 2017 2018 2019 2020 2021E

IEA. All rights reserved.
Source: IEA calculations based on company reporting.

Significant investment in new oll and natural gas
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The same supply/demand imbalance may be true for industrial metals where spending on new production
has declined despite rising demand — particularly that tied to clean energy development and the electrification of
heavy industry.” In fact, a Bloomberg index of industrial metals futures prices (for aluminum, copper, nickel and
zinc) — the Bloomberg Industrial Metals Subindex — has nearly doubled since its April 2020 lows and, despite some
recent China-related weakness, is close to its 10-year high.

Capital expenditure on copper sector set to fall
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As we have written many times, we are proponents of smart clean energy development (particularly
nuclear) and have invested in many opportunities in renewable infrastructure. While many of those investments
have proven lucrative, there is a real risk that we will face a shortage of things we need in the coming years.

This phenomenon is currently manifesting itself in European energy and electricity markets, where a lack
of wind power production and gas shortages have caused skyrocketing prices (see day-ahead power price charts for
Germany and the U.K. on the following page). This is not only causing pain for consumers in the form of exorbitant
electricity bills but has also caused industrial manufacturers and fertilizer producers to curtail production, in some
cases threatening the food supply.®

Fort Sheridan Advisors LLC Page |4
600 Central Ave, Suite 365

Highland Park, IL 60035

(847) 559-9700

www.fortllc.com

Securities offered through Western International Securities, Inc. (Western), Member FINRA and SIPC, and Fidelity Brokerage Services LLC (Fidelity),
Member NYSE, SIPC. Fort Sheridan Advisors LLC, Western and Fidelity are separate and unaffiliated entities.


http://www.fortllc.com/

7Y FORT SHERIDAN

A\F ADVISORS
September 21, 2021

-Ahead Power Prices (Euros

M Mid Price 147.00
High on 09/21/21 147.00 gy
Average 39.07 147.00
Low on 04/30/18 -17.00

W , X fl b
| \*W/ iy i1 o L\w !l\/ W |

|

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
ELGBDAHD Index (Germany Power Baseload Forward Day Ahead) Monthly 01JAN2006-215 Copyright® 2021 Bloomberg Finance L.P. 21-5ep-2021

-Ahead Power Prices (Pounds

M Mid Price 157.00
High on 09/21/21 157.00 o
157.00

Average 47.76
Low on 05/29/20 21.25

2008 2009 2010 2011 2012 2013 2014 2016 2017 2018 2019 2020 2021
ELUBDAHD Index (UK Power Baseload Forward Day Ahead) Monthly 01JAN2006-215EP202 Copyright@ 2021 BEloomberg Finance L.P. 21-5ep-2021 13:35:22

Fort Sheridan Advisors LLC
600 Central Ave, Suite 365
Highland Park, IL 60035
(847) 559-9700
fortllc.com
‘estern International Securities, Inc. (Western), Member FINRA and SIPC, and Fidelity Brokerage Services LLC (Fidelity),
Member NYSE, SIPC. Fort Sheridan Advisors LLC, Western and Fidelity are separate and unaffiliated entities.



http://www.fortllc.com/

A

Y FORT SHERIDAN

(\\4 ADVISORS

September 21, 2021

For those familiar with economist Robert Gordon — author of the 2016 book The Rise and Fall of American
Growth — energy and materials price spikes and shortages are the types of setbacks that can sap economic
productivity growth. A lack of things we need has a much more detrimental societal impact than a lack of nice
things we simply want — even if we want them badly.

So the key question is why are markets valuing things that are nice to have so much higher than things we
need? A lot has to do with the slow growth and stable price environment post-2008. To rehash part of our July letter,
this period has been what the strategists at Gavekal Research would call a “disinflationary boom.” Per the below
chart from Gavekal, this is one of the four main sets of economic conditions investors confront, each of which has
a unique optimal portfolio construct.” During disinflationary booms, innovative companies with pricing power (e.g.,
large cap tech firms) tend to outperform, as growth assets are rare and get rewarded with premium valuations.
However, it’s possible we are shifting into a new regime marked by higher prices (due to commodities
underinvestment, supply chain localization and tighter labor markets). If global fiscal spending remains elevated,
we may soon find ourselves in an inflationary boom, where both prices and economic activity rise. In this type of
environment, it’s the cyclical and commodity-type firms that become dominant relative to long duration growth
assets (like many tech firms).

The Four Quadrants framework

4 + Prices
Inflationary bust Inflationary boom
Buy: Cash in safest currency Buy: Stores of value (Real estate,
Sell: Financial assets Gold, Commodities, High fixed
cost, cyclical producers)
Sell: Long term bonds
Economic
> + activity
Disinflationary bust Disinflationary boom
Buy: Safe government bonds Buy: Innovative companies
Sell: Everything else with pricing power
Sell: Companies with little
pricing power

The risk investors are running is that most portfolios are underweight the things people actually need and
overweight the things people think are nice to have. If global consumers begin feeling pricing pressures in their
everyday lives, where do you think they will start to cut back on spending? iPhones or electricity?
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Whether as a hedge to higher prices, or as an outright wager on continued strong commodities performance
due to supply underinvestment, we think investors should consider a higher allocation to the still very out of favor
energy, metals and materials sectors. This does not mean to sell out of our large cap technology holdings — they
remain great companies. Rather, the message is to consider diversifying into a different set of assets that may benefit
more from a changing set of economic circumstances.

Remember the first lesson of history: people need to eat. And during times when the food supply is short
and more costly, it’s good to own the farm.

We hope you and your families are doing well as we head into the fall. As always, please feel free to reach
out to discuss any of the ideas covered in this letter or your portfolio strategy.

Sincerely,
Peter Karmin Stuart Loren
Managing Member Director
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This letter is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer
or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of the date noted
above and may change as subsequent conditions vary. The information and opinions contained in this letter are derived from
proprietary and nonproprietary sources deemed by Fort Sheridan Advisors LLC (“Fort Sheridan”) to be reliable, are not
necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and
no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of
negligence) is accepted by Fort Sheridan, its principals, employees, agents or affiliates. This post may contain ‘‘forward-
looking” information that is not purely historical in nature. Such information may include, among other things, projections
and forecasts. There is no guarantee that any forecasts made will materialize. Reliance upon information in this post is at the
sole discretion of the reader.

Please consult with your Fort Sheridan financial advisor to ensure that any contemplated transaction in any securities
mentioned in this letter align with your overall investment goals, objectives and tolerance for risk. In addition, please note that
Fort Sheridan, including its principals, employees, agents, affiliates and advisory clients, may have positions in one or more
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of the securities discussed in this communication. Please note that Fort Sheridan, including its principals, employees, agents,
affiliates and advisory clients may take positions or effect transactions contrary to the views expressed in this communication
based upon individual or firm circumstances. Any decision to effect transactions in the securities discussed within this
communication should be balanced against the potential conflict of interest that Fort Sheridan Advisors has by virtue of its
investment in one or more of these securities.

Additional information about Fort Sheridan is available in its current disclosure documents, Form ADV and Form ADV Part
24 Brochure, both which are available without charge by contacting Fort Sheridan toll-free at 866-559-9700. You may also
request copies by email at info@fortllc.com, or access the documents online via the SEC’s Investment Adviser Public
Disclosure (IAPD) database at www.adviserinfo.sec.gov, using CRD# 151139 or SEC# 801-70517.

Fort Sheridan neither provides investment banking services nor engages in principal or agency cross transactions. All
securities transactions are effected through Western International Securities, Inc. and Fidelity Brokerage Services LLC. Fort
Sheridan is not an affiliate of Western International Securities, Inc. or Fidelity Brokerage Services LLC.

Investing involves risks, including the possible loss of principal and fluctuation of value. Past performance is no guarantee of future
results.
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