This week...

Another quiet week overall from the top-down. That said, what we are getting is
Important as the September consumer and producer price report on Wednesday
and Thursday will tell us a lot about the spike we are seeing in what we are
paying. While Goldman Sachs and JP Morgan are saying fade the headlines and
be a better buyer, we are taking the other side and join the other guys with pointy
economic hats who think stagflation is going to be with us for longer than
anticipated. And its not just here, Europe has the same problem.
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Commodities have been on an absolute tear this year with crude oil and natural
gas leading the way. From the Light Sweet to Saudi Sour, you can’t get away
from the news that fermented fossils are up, way up. Europe in particular is
getting pounded with price increases.



https://d3fy651gv2fhd3.cloudfront.net/charts/united-states-inflation-cpi.png?s=cpi+yoy&v=202109141251V20200908
https://d3fy651gv2fhd3.cloudfront.net/charts/united-states-inflation-cpi.png?s=cpi+yoy&v=202109141251V20200908
https://www.bloomberg.com/news/articles/2021-10-11/goldman-and-jpmorgan-say-buy-the-dip-as-inflation-seen-temporary
https://www.cnbc.com/video/2021/08/17/stagflation-is-the-key-story-here-bleakleys-boockvar-says.html
https://www.cnbc.com/video/2021/08/17/stagflation-is-the-key-story-here-bleakleys-boockvar-says.html
https://www.youtube.com/watch?v=ONTPf7wYh4Y
https://www.news.com.au/finance/economy/world-economy/stagflation-is-here-world-economy-at-risk-from-multiple-crises/news-story/04da089f8df5907f812c4355835914ec
https://www.news.com.au/finance/economy/world-economy/stagflation-is-here-world-economy-at-risk-from-multiple-crises/news-story/04da089f8df5907f812c4355835914ec
https://www.cnbc.com/2021/09/04/mario-monti-stagflation-is-the-greatest-risk-to-europes-recovery.html
https://www.capitaleconomics.com/clients/publications/commodities-overview
https://www.cnbc.com/2021/10/06/strategist-on-oil-prices-in-winter-china-and-europe-energy-crisis.html
https://www.cnbc.com/2021/10/08/natural-gas-prices-are-skyrocketing-globally-what-it-means-for-the-us.html
https://www.cnbc.com/2021/10/08/natural-gas-prices-are-skyrocketing-globally-what-it-means-for-the-us.html
https://www.forbes.com/sites/jonathanponciano/2021/09/27/oil-prices-surge-to-three-year-highs-after-hurricanes-and-unexpected-demand-how-much-higher-can-they-go/?sh=64c14d0654c3
https://markets.businessinsider.com/news/commodities/europe-energy-crisis-spread-us-fossil-fuels-john-arnold-billionaire-2021-9

Gas prices up more than 250% this year

o Benchmark European gas prices surge
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Prices for gasoline are hitting five-year highs in places like California. And keep
in mind, that hits the guy mowing lawns and the guy printing money on Sand Hill
Road. While the bourgeoise is more insulated, the proletariat is taking it in the
hind quarters.



https://ktla.com/news/local-news/l-a-area-gas-prices-reach-highest-level-yet-in-2021/

The much-anticipated September employment report came in well below
expectations as only 194,000 new jobs were added to the economy. Consensus

was around 500,000 and this new news has market watchers re-thinking the call
that the Fed is behind the curve when it comes to tapering its bond purchase
program.


https://www.cnbc.com/2021/10/08/september-jobs-report.html
https://www.cnbc.com/2021/10/08/september-jobs-report.html

Below Forecast
U.S. economy added just 194,000 workers in September as the jobless rate declined

M Change in nonfarm payrolls (MoM, SA)

5.000
4.000
3.000

2.000

SUOI1UA

[
i
|
l
IIII_ ] == -..

M Unemployment rate (SA)

Jun " Sep " Dec
2020
Source: Bureau of Labor Statistics, Bloomberg Bloomberg @

But still big picture, at 4.8% the unemployment rate is inching towards where it
stood pre covid. A loss in government jobs skewed the number lower while
leisure and hospitality continued to recover. As is the case across the restaurant
Industry, its getting tougher and tougher to fill jobs and employers are being
forced to juice the pot in terms of pay to get people back in the line or on the
floor.



https://www.cnn.com/2021/10/08/economy/september-jobs-report/index.html
https://www.cnbc.com/2021/10/08/where-the-jobs-are-september-2021-chart.html
https://www.nytimes.com/2021/09/20/dining/restaurant-wages.html

U.S. unemployment rate drops in September

The jobless rate fell to 4.8% in September and is now a full 10 percentage points below its peak in April
2020. The unemployment rate has fallen far faster after this recession than the previous one. Itis
already where most Federal Reserve officials had estimated it would be at the end of the year.
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Earnings results for the third quarter start to come in later this week with and it's
a huge week for financials. Here is the non-exclusive list of the banks we know
that are set to report: JP Morgan, Bank of America, Wells Fargo, PNC Financial,
Goldman Sachs, Morgan Stanley, Citigroup, and U.S. Bancorp. And that’s a lot of
dough to check in on.



https://www.nasdaq.com/articles/the-start-of-q3-earnings-season-2021-09-17
https://www.cnbc.com/2021/10/08/stock-market-on-comeback-trail-heads-into-whats-supposed-to-be-another-stellar-earnings-season-.html

Expectations are still running high with a robust 25% increase on the table for the
S&P 500. And to be clear, that is not a small number by any stretch of the
imagination.



Evolution of 2021 Q3 Earnings Growth Estimates
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As longtime watchers of the health of the income statement, it’s not lost us that
the outlook for margins is looking strong for the next couple of years. So while it
pains us as to how expensive stocks are these days, there are decent reasons to
think they can grow into valuation over time.



https://fortune.com/2021/10/05/stock-market-bubble-popping-october-2021-outlook/
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In terms of recent stock market action, a subtle change is happening under the
surface as higher interest rates are starting to take a toll on relatively expensive
growth sectors. For all you chart geeks out there, present company included,
check out Yardeni’s recently updated ‘Style Guide’ that will give you all the
granular details on the subject you will need.



https://www.yardeni.com/pub/stylegrval.pdf
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Front and center in the growth versus value firefight is Cathy Woods’ ARK funds.
She undoubtably not only hit it out of the park last year with a 150% return, she
hit it out of the planet. But on Wall Street it's easy come, easy go as they say.
The flagship fund is now down north of 10% on the year and saw $2 billion in
outflows in the third quarter, its biggest draw on record.



https://markets.businessinsider.com/news/etf/cathie-wood-arkk-q3-outflows-ark-invest-innovation-etf-flagship-2021-10

RARK €0

Earlier this year, the Big Short, Michael Burry took a shot at her funds buying put
contracts on the largest ARK ETF. At the time Cathy defended herself by saying
this is nothing like 1999. That is yet to be seen, but for sure is being heard. For
us what we know is this, for every right tail two sigma event, there is usually a left
tail out there of the same or similar magnitude.



https://www.wsj.com/articles/big-short-investor-michael-burry-other-hedge-funds-bet-against-cathie-woods-ark-innovation-etf-11629227796
https://www.cnbc.com/2021/08/19/ark-invests-cathie-wood-calls-out-wall-streets-bet-against-her-innovation-fund.html
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This brings us to the growth stock de jour, Facebook. After a very hard-hitting
Wall Street Journal report, the Facebook Files, that found evidence of what we
already knew, that is the company’s business development practices key in on
the vulnerable. In this case it was adolescent teen girls with a frontal lobe filled
with the fear of missing out on things that are cool, notably a stellar young adult
figure. The company owns the Insta, and that’s the key culprit. Hell, we know
adults who fall prey to the same FOMO.



https://www.wsj.com/articles/the-facebook-files-11631713039
https://www.wsj.com/articles/facebook-knows-instagram-is-toxic-for-teen-girls-company-documents-show-11631620739
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Oh, and don’t forget the regulatory antitrust risk. All of this leads us to the belief
that while the stock has a healthy membership in the exclusive FANG club, we
think the business practices are gross and disgusting and Mark Zuckerberg pays
false homage to the damaging wake it casts. Feel free to put this statement from
‘Zuck’ in the bullshit files of life.

“I wanted to reflect on the public debate we're in. I'm sure many of you have found the
recent coverage hard to read because it just doesn't reflect the company we know. We
care deeply about issues like safety, well-being and mental health. It's difficult to see
coverage that misrepresents our work and our motives. At the most basic level, | think
most of us just don't recognize the false picture of the company that is being painted.”

All this leads to our assertion that what is good for the company is not good for
the mental health of a lot of people. For this reason, and the antitrust risk, we
think it's a short and plan to have it on that side of the ledger when our version of
ESG Fundamental Long/Short gets launched later this year. Because if placing
positive bets on companies with great social and governance practices is good,
shooting against bad actors is even better. Don’t take our word for it, take

Barclays.



https://www.bloomberg.com/opinion/articles/2021-10-10/niall-ferguson-blind-to-history-facebook-is-in-trustbusters-crosshairs
https://www.facebook.com/zuck/posts/i-wanted-to-share-a-note-i-wrote-to-everyone-at-our-company-hey-everyone-its-bee/10113961365418581/
https://www.inc.com/jason-aten/the-facebook-whistleblower-revealed-what-everyone-already-knew-its-biggest-problem-is-mark-zuckerberg.html
https://threebody.capital/blog/2019/5/18/the-case-for-longshort-esg-investing
https://www.investmentbank.barclays.com/our-insights/3-point-perspective/esg-gains-traction-among-hedge-fund-investors.html
https://www.investmentbank.barclays.com/our-insights/3-point-perspective/esg-gains-traction-among-hedge-fund-investors.html
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Rounding out the week, and giving you something to look forward to, at least if
you are a Grateful Dead fan, is the Sotheby’s ‘From the Vault’ auction.

Sotheby’s

But if you plan on bidding, you better bring tour checkbook or no-limit Amex as
items are already being bid up well above the anticipated range. We are talking
everything from Jerry Garcia’s pants to the bands acid making kit.


https://www.gq.com/story/grateful-dead-auction
https://www.sothebys.com/en/buy/auction/2021/from-the-vault-property-from-the-grateful-dead-and-friends
https://www.jambase.com/article/grateful-dead-from-the-vault-auction-list
https://www.jambase.com/article/grateful-dead-from-the-vault-auction-list

Auction ends on the 14" and as they say in the business, bid early and bid often.
In Jerry we trust, my friends. Because life is indeed a long strange trip with plenty
of great stops along the way.






DISCLOSURE: Stillwater Capital, LLC is a Registered Investment Adviser.
Advisory services are only offered to clients or prospective clients where
Stillwater Capital, LLC and its representatives are properly licensed or exempt
from licensure. This website is solely for informational purposes.

Past performance is no guarantee of future returns. Investing involves risk and
possible loss of principal capital. No advice may be rendered by Stillwater
Capital, LLC unless a client service agreement is in place.

Stillwater Capital, LLC provides links for your convenience to websites
produced by other providers or industry related material. Accessing websites
through links directs you away from our website. Stillwater Capital, LLC is not
responsible for errors or omissions in the material on third party websites and
does not necessarily approve of or endorse the information provided. Users who
gain access to third party websites may be subject to the copyright and other
restrictions on use imposed by those providers and assume responsibility and
risk from the use of those websites.

General Notice to Users: While we appreciate your comments and feedback,
please be aware that any form of testimony from current or past clients about
their experience with our firm on our website or social media platforms is
strictly forbidden under current securities laws.



