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But It’s Different This Time!
This is an explanation we often hear when something deviates significantly from a long-term historical pattern.
Back in the late 1990s, people often justified the tech bubble by saying the internet had changed the landscape
to such an extent that historical norms no longer applied. Fed Chairman Alan Greenspan offered a rare (and
candid) voice of reason when he referred to the market as “irrationally” exuberant in 1996. Investors shook this
statement off, and tech shares continued for another 3 years before collapsing in monumental fashion.
Today’s out-performance by Big Tech is quite different, of course. There are real earnings and cash flows
supporting the highest-flying shares, not just speculation of future earnings. But that doesn’t change the fact that
markets move in cycles that tend to revert back to long term trends.
We have often highlighted the spread between Value and Growth and commented on the unprecedented outperformance of growth stocks over the past decade. But this month, we wanted to look at this most recent
period using more of a long-term perspective.
Value Has Dominated Growth Over the Long Term
Value investors look for companies whose share price do not reflect their underlying business fundamentals or
prospects, allowing for considerable upside in the stock. This discipline has out-performed its “growth”
counterpart over the very long term. See chart below.

However, growth stocks have out-performed value stocks since 2007 (see most recent orange periods above).
And while this out-performance has not been as steep as it was in the late 1990s, it has been longer and more
persistent.
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The following chart (from a different source) tells a similar story, with value out-performing over the long run but
growth dominating over the past decade.

Source: Robeco

Growth and Stability?
The next graphic, prepared by JP Morgan, also tells an
interesting story. It shows the most expensive stocks
(typically growth stocks) actually being the least
volatile category over the past 12 years. This is in stark
contrast to all prior periods, when the most expensive
stocks were also the most volatile.
No doubt indexing and record quantitative easing have
helped fuel these relationships over the past 12 years.
But can this kind of anomaly persist in the long run?
We don’t think so.
Source: JP Morgan US Equity Strategy and Quantitative Research

What to Expect Going Forward

Greenspan made his famous statement about irrational exuberance in 1996. He was early, but he wasn’t wrong.
Growth stocks continued to dominate the market for the next three years but then significantly underperformed for the next seven!
So what now? This is a good question. We know that value stocks tend to win over the long term. And we expect
a reversion to that trend at some point. But picking the inflection point is near impossible. We prefer to stay
balanced between value and growth (with a slight value bias) and lock in as much of our returns as possible
through income (covered calls).
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The foregoing content reflects the opinions of Van Hulzen Asset Management and is subject to change at any time without notice. Content provided herein is for informational purposes only and should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security. There is no
guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Past performance is not a guarantee of future results. Indices are not
available for direct investment. Any investor who attempts to mimic the performance of an index would incur fees and expenses which would reduce returns. All investing involves risk including the potential for loss of principal. There is no guarantee that any strategy will be successful. The CBOE S&P 500 BuyWrite Index (BXM) is a
benchmark index designed to track the performance of a hypothetical buy-write strategy on the S&P 500 Index. The BXM is a passive total return index based on (1)
buying an S&P 500 stock index portfolio, and (2) "writing" (or selling) the near-term S&P 500 Index (SPXSM) "covered" call option, generally on the third Friday of each
month. The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value weighted index (stock price
times number of shares outstanding), with each stock's weight in the Index proportionate to its market value. It is widely used as a benchmark of U.S. equity performance. It is not possible to invest directly in an index. FPAC-0486-19
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