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total return with less volatility than equity
markets in general.
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quality ultra large cap dividend-paying US
stocks.

 Fundamental process for selecting stocks
driven by a return-on-capital framework
that provides for quality comparisons of
companies across industries, sectors and
geography.

 Seeks to generate portfolio income of 6-8%
through dividends and option income.

 Risk management: Tolerable-risk models,
values-at risk models and stop loss
procedures to manage portfolio risk.
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The World Has Changed

As Crash Davis famously said to his coach mid-game during a team meeting on the mound,
“We’re dealing with a lot of sh*t.”
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Inflation is on everyone’s mind, and it ripped through the financial markets in Q1. As of this
writing, nearly every market is down. On the stock side, the S&P 500 is -6.9%, the Nasdaq is
-13.6%, and the Russell 2000 small cap index is -11.7%). Bonds are actually down more than
the S&P (-8.6% for the aggregate bond index), no longer the stable source of income that
investors need.

We believe we are at a pivotal moment in economic history, and inflation is not the only
headwind we are facing. The graphic below illustrates how the strength of the markets over
the last 40 years was driven by a number of factors. Throughout this time period, inflation,
taxes and interest rates were all decreasing, debt exploded as credit loosened, and
demographics were very favorable (as the baby boomers were in their most productive
years). Fed policies were also incredibly accommodative over this time period. It’s no
wonder that growth stocks vastly out-performed value stocks during this period. This was
particularly true over the last five years, as the Fed’s accommodative policies became the
single largest tailwind to the markets.
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But the tailwinds that drove the bull market in stocks (and bonds) over the past 40 years have gradually been shifting to
headwinds. We want to explore these themes more closely, and we will address each of the categories mentioned above:

1. Inflation
2. Interest rates
3. Taxes
4. Credit (Debt)
5. Demographics
6. Fed policy

And then we will discuss why covered calls are uniquely positioned to not only survive but thrive in the coming environment of
economic headwinds.

1. Inflation
We have not seen meaningful inflation since the early 1980s. Disinflationary environments are typically seen as “risk-on”
periods, as long duration assets (like high growth tech stocks) are seen as more valuable. This trend has clearly changed in
2022.
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2. Interest rates
Rates typically trend with inflation, as rate hikes are one of the primary tools used to fight inflation. Rates have been at
historic lows for much of the past 10 years, as the Fed was too busy fighting deflation to worry about inflation. But the
10year Treasury has doubled in the past 6 months, and the Fed seems committed to hiking rates into the foreseeable
future. This will be challenging for stocks and terrible for bonds.

3. Taxes
Taxes are a contentious political topic. But the reality is tax rates have declined steadily over the past 40 years. The US
corporate tax rate has declined by about 40% since 1980. It’s hard to imagine this will remain the case as federal deficits
soar and Congress looks for a way out.
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4. Credit (Debt)
This one will surprise nobody. The federal debt as a % of GDP is projected to rise next year to the largest amount ever
recorded, including the WWII period. What does surprise some is that this is a bipartisan issue. The only time we had a (tiny
and brief) surplus was 23 years ago, at the peak of the tech bubble. All of the wars since Vietnam have effectively been
“credit card” wars. Quantitative tightening and inflation are two of the only ways to chisel away at this debt load, and both
are bad for economic growth.

5. Demographics
The largest wave of births in US history occurred between 1946-1964, during the post-World War II “baby boom.” These
people were at their most productive over the past 30-40 years but began retiring about 10 years ago, so you might say
we’re about halfway through this trend. But the mass retirement of the boomer generation accelerated even faster over the
past two years because of Covid. The net effect of this will be a slowdown in growth, as this generation spends less money
on houses, cars and vacations and more on prescription meds, shifting from net contributors to social security & Medicare
to net users of those services.
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As you can see, the distribution of ages in the US population has changed dramatically as the boomers have matured. In 1955,
the population over the age of 65 was only 9%. But based on current projections, this 65+ group will represent more than 20%
between the years 2030–2040.

6. Fed Policy
If you’re wondering if the Fed’s policies have really propped up the markets, have a look at the correlation between the
Fed’s balance sheet and the stock market. Much of the money printed over the past decade has gone directly into the
markets. This has fueled the widening divide between the top 1% of Americans and the bottom 50%.
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Bringing it all together

All of the powerful forces we have outlined are turning into headwinds. Inflation has burst onto the scene over the past year.
Interest rates are rising. Tax rates may be safe if the Republicans take control of Congress (as expected), but for how long?
Boomers are retiring and becoming a net negative for economic growth. The debt is completely out of control, and the Fed
appears to be tightening into an economic slowdown.

As Crash Davis famously said to his coach mid-game during a team meeting on the mound, “We’re dealing with a lot of
sh*t.”

Why Covered Calls?

As appealing as it may be to just go to cash, you have to stay invested if you want to keep up with inflation. Stocks have
averaged 10% over the past 100 years and 16.5% over the past 10 years (!!). But unfortunately, the boom years appear to be
behind us. Wall Street economists are projecting just 3.5% for equities over the next 7-10 years, and just 2.0% for bonds.

.

Covered calls allow you to stay invested in equities
(while avoiding bonds), but with an enhanced income
profile (7-8% targeted yield) and significantly lower
volatility than the overall stock market (targeted net
long of ~60%). This type of approach should fare well
during inflationary periods because we insist on
quality, lean toward value over growth, and avoid
credit risk like the plague. Covered calls also benefit
from volatility, as higher vol generates higher option
premiums, which translates to higher call option
yields.

But not all covered calls are the same. The covered
call index (BXM) owns the S&P 500 and
systematically sells index options. Most managers do
something similar. We do not. And over our 20year
track record, we have delivered average annual alpha
of 4.1% over the BXM.

Alpha
a = Rp – [Rf + (Rm – Rf) ß]

Rel to BXM
Rp = Realized return of portfolio 8.2%
Rm = Market return 5.9%
Rf = risk-free rate 0.1%
ß = Beta 0.7                
Alpha 4.1%
Data range: Jan 2002 – Dec 2021 
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Van Hulzen Asset Management (VAM) is a SEC registered investment advisor located in El Dorado Hills, CA. VAM and its representatives are in compliance
with the current registration requirements imposed upon registered investment advisors by those states in which VAM maintains clients. VAM may only
transact business in those states in which it is registered or qualifies for an exemption or exclusion from registration requirements. Past performance is not a
guarantee of future results. The results achieved by individual clients will vary and will depend on a number of factors including the particular underlying stock
and its dividend yield, option market liquidity, interest rate levels, implied volatilities, and the client’s expressed return and risk parameters at the time the
service is initiated and during the term. Investing in options involves risk that must be considered and reviewed with a professional prior to investing. This
presentation is not intended for the giving of investment advice to any single investor or group of investors and no investor should rely upon or make any
investment decisions based solely upon its contents. The iBoxx USD Liquid High Yield Index measures the USD denominated, sub-investment grade, corporate
bond market. The index includes bonds with minimum 1 years to maturity, minimum amount outstanding of USD 400 mil. Bond type includes fixed-coupon,
step-up, bonds with sinking funds, medium notes, callable and putable bonds. Performance shown in above graphs is gross of fees. The overall Morningstar
Rating is based on risk-adjusted gross returns, derived from a weighted average of the three-, five-, and 10-year (if applicable) Morningstar metrics. Relative
performance represents the difference between a $100 hypothetical investment in Van Hulzen’s covered call strategy versus a $100 hypothetical investment in
each respective benchmark.

The Strategy involves risk including the possible loss of principal. There is no assurance that the Strategy will achieve its investment objectives. The use of leverage
embedded in written options will limit the Strategy's gains because the Strategy may lose more than the option premium received. Selling covered call options will
limit the Strategy's gain, if any, on its underlying securities and the Strategy continues to bear the risk of a decline in the value of its underlying stocks. It is not
possible to invest directly in an index

Past performance is not a guarantee of future results. Dividends are not guaranteed and must be declared by a company’s 
board of directors

RISK CONSIDERATIONS:

Van Hulzen Asset Management, LLC | 4370 Town Center Blvd, Suite 220 | El Dorado Hills, CA 95762
Website: vaminstitutional.com 

Main Office: (916) 608-4284

Review Code: FPAC-0133-22 

For more information of this unique aspect of our strategy, please vaminstitutional.com

http://www.vaminstitutional.com/
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