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Are We Embarking On Another “Lost Decade?”

As valuation multiples push past previous all-time highs and economists begin to see inflation on the horizon, investors
are beginning to wonder if we are embarking on another “lost decade.”

Who could forget the last lost decade? It began with the crash of the internet bubble in 2001-02 and ended with the great
financial crisis of 2008-09. For the 10 year period, the S&P 500 delivered a 10 year return of just 15.1%. That’s just 1.6%
per year, compared to its long-term average of about 10%.

We're not predicting whether this is in the cards or not, but we do acknowledge that these periods do _happen, typically

after several decades of out-sized returns (like the 1980s-90s). And it’s important to understand what types of macro forc-
es could cause this, and what types of investment strategies are best suited for this environment.

What Can We Learn From 2001-2010?

The last “Lost Decade” followed the raging bull market of the 1980s-90s and the blow off top of the internet bubble of
2000. During these preceding 20 years, inflation was in the 2-3% range (after spending much of the 1970s in the double
digits), and interest rates were on a steady decline. We also had favorable demographics as a tailwind, as the Boomer gen-
eration was in its peak spending years. Things simply got over-heated, especially with the emergence of the internet and
real advances in efficiency that came from technological advances.

The 2001 recession brought growth stocks back down to earth, but we soon saw value stocks (led by the banks) explode
as leverage spun out of control. This led to the sub-prime crisis and the great recession of 2008-09, which saw the largest
GDP drop in over 60 years.

In summary, the lost decade of 2001-2010 resulted from the deflation of over-heated markets (first tech, then financials)
and a leverage reckoning.

Covered Calls and High Yield Bonds Out-Performed Stocks, By A Lot

As you can see from the chart below, stocks were a terrible asset class to be in during this 10 year period. High yield bonds
delivered a 5.9% annual return, despite their decline in the 2008 crash. Our covered call strategy delivered an average an-
nual return of 7.1% during the “lost decade,” at a third less risk than the S&P. We attribute our out-performance to:

1. Our focus on quality (we do not speculate)

2. Our preference for income over growth (dividends and call premiums help make our return more certain, placing less
reliance on stock price appreciation)
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Relative performance during the last Lost Decade
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Risk/Return Cumative Annual Standard
Statistics Return Return Deviation
Van Hulzen 86.0% 7.1% 11.4%
S&P 500 15.1% 1.6% 16.4%
High Yield Bonds 67.8% 5.9% 11.5%
Cov Call (BXM) 27.4% 2.7% 12.5%

Note: We launched our covered call strategy in January 2002, one year after the beginning of the “Lost Decade.” In order to present a comparable period, we have
assumed we would have performed in-line with our benchmark (the BXM) during that first year. Considering we have out-performed the BXM by 2.7% annually over
our 19% year track record, we believe this is a conservative assumptions.

What'’s Different This Time?

Quite a few things are different this time. And its not great news.
e Valuations are again at all time highs, as they were in 2000.

e Corporate debt has soared, and corporate debt-to-EBITDA rations are even higher than they were in 2000. See Figure
1 below.

e The percentage of Zombie companies in the US has exploded from 5% pre-financial crisis to nearly 19% today. See
Figure 2 below.

e Margin debt has blown the doors off its past record highs. See Figure 3 below.

e The Federal Reserve balance sheet has quadrupled over the past decade. See Figure 4.
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Figure 1: Corporate Borrowings & Debt-To-EBITDA Ratios

Business borrowings have soared in the US Companies’ debt-to-EBITDA ratios are higher now than in 2008.
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Figure 2: Percentage of US “Zombie” Companies

Zombie companies are indebted businesses that, after covering operating costs such as wages and rent, only have
enough funds to service the interest on their loans, but not the debt itself. These companies are generally dependent on
refinancing their maturing debt and may face solvency risks should interest rates rise or investors withdraw from further
financing.

Percentage of U.S. 'zombie' firms

18.9%
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Figure 3: Margin Debt

Margin debt is the great accelerator of stock prices, on the way up, and on the way down. Purchasing stocks with bor-
rowed money creates buying pressure, and prices rise, and rising prices increase the margin balances a portfolio can
support, and this encourages more stock-buying on margin. On the other hand, selling stocks to deal with margin calls
adds more selling pressure to an already declining market. The more prices fall, the more selling pressure there is from
frazzled forced sellers trying to deal with margin requirements.
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Figure 4: Fed Balance Sheet

We don’t need to harp on this, as we’ve addressed it in many past commentaries. But the most depressing part about
this may be that stocks, which have averaged nearly 15% per year over the past 10 years (much higher than their long
term average), have only barely kept pace with the Fed’s balance sheet over that time period. No “real” returns.
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What To Do?

With inflation on the rise and interest rates at all-time lows, “real” interest rates are actually negative. Dividend yields are
also near their lowest level in history (currently 1.3%, versus their 100 year average of 4.4%).

And according to the world’s leading investment firms, future stock returns (over the next 7-10 years) are expected to be
in the low-mid single digits. See below.

Future Stock Return Forecast (7-10 years)

Blackrock 6.1%
JP Morgan 5.6%
Grantham -4.4%
Morningstar 1.7%
Research Affiliates 0.3%
Vanguard 4.5%
Average 2.3%

Source: https://www.morningstar.com/articles/962169/experts-forecast-long-term-stock-and-bond-returns-2020-edition
And with the Fed printing money faster ever year, it sure seems like we may be bailing water out of a sinking boat for

the next decade. We recommend you stick with a strategy that beat the S&P by more than 5% per year during the last
“Lost Decade.”
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Van Hulzen Covered Call Strategy

The Van Hulzen Covered Call strategy invests in US companies that we consider to have high shareholder yield (dividends
and share repurchases) and uses call options with the goal of reducing portfolio volatility and creating incremental
income. The goal is a portfolio that has equity exposure while seeking higher than average annual income (target of 6-8%
annual), although there is no guarantee that the strategy will achieve its objective, generate profits or avoid losses. Below
you will find the graph of the Van Hulzen Covered Call Strategy and the Covered Call Index BXM.

Covered Call Strategy Performance (gross as of 07/31/2021)
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Returns (annualized)* Jul 2021 1Year 3Years 5Years 7Years 10Years Inception
Van Hulzen (Gross) 1.0% 3.8% 11.6% 11.5% 17.9% 6.9% 7.1% 6.3% 8.1% 8.2%
Van Hulzen (Net) 0.9% 3.7% 11.4% 11.1% 17.3% 6.3% 6.5% 5.8% 7.3% 7.3%
BXM 0.5% 4.7% 11.5% 11.7%  23.2% 4.5% 7.0% 6.2% 7.1% 5.6%
Difference (Gross-BXM) 0.5% -1.0% 0.1% -0.2% -5.2% 2.4% 0.1% 0.1% 0.9% 2.7%

*Inception date : 12/31/2001. Figures greater than one year are annualized. Van Hulzen returns represent actual returns from
composite of accounts

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- 0229-21
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