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Covered Call Commentary                                                                                                          May| 2023 

For Investment Professionals Only 

The Tech/Cash Barbell 
 
 
 
 

 

 

Big Tech & Market breadth 

The market is up nearly 14%! If you are a big tech investor or even an S&P 500 indexer, it’s time to celebrate! If not… well, you’re 

likely way behind. As unbelievable as it sounds, the top seven tech stocks have accounted for the entire S&P 500 return year to date. 

The other 493 stocks? On average, nothing. A lot has been said about the AI trade, but the reality is these names had dominated long 

before the “AI craze” went viral. Can these top seven continue to pull the entire market up? History says these types of trends do not 

last. So there are trading opportunities on both the long side (riding the trend) and the short side (calling the top). But good luck tim-

ing these trades.  

 

 

 

 

 

 

 

 

 

More on market breadth: More than 75% of the stocks in the S&P 500 have underperformed the index year to date. In a market with 

normal breadth, this percentage would be around 50%. Today’s market breadth is not healthy. This kind of top-heavy dominance 

didn’t bode well in the early 70s or the late 90s, and it doesn’t bode well today. 

 

 

 

                            

                                                                                   Source: realinvestmentadvice.com 
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5% Cash 
On the other end of the risk spectrum, cash now yields more than 5%! If you invest in money market funds, that is. Most banks still 
pay next to nothing on deposit balances. The Fed’s interest rate hikes have seriously juiced the return you can get on idle cash. And 
more and more investors are moving into money market funds to take advantage of these higher rates.  
 
Barbell approach 
More and more, it seems investors are taking a barbell approach: Big tech on one end and short-term treasuries on the other. But to 
us, both sides of this barbell could be short lived. The AI trend will cool off eventually, and interest rates have proven they have a 
mind of their own. We prefer to stick to our knitting. 
 
What happened to the dividend trade?  
Dividend stocks dominated the market last year (i.e. they lost less than their growth counterparts). But this year, dividend stocks are 
actually negative. The S&P dividend ETF (ticker SDY) was -2.5% YTD as of June 12. These stocks are simply out of favor right now. They 
have no place on the barbell. 
 
Our approach? 
With respect to the barbell approach above, we don’t chase trends and we don’t like interest rate risk. We are doing what we’ve 
always done. We own stock in high quality companies with great management teams, strong ROIs and low debt. And we sell call 
options on the portfolio to add incremental yield and downside protection. Our high yielding covered call strategy is approximately  
+7% year to date, despite its dividend focus on strong value tilt. That’s leaps and bounds ahead of the dividend index . 
 
And since the market top in Dec 2021, we have outperformed all major asset classes, with the second lowest standard deviation 

(second only to investment grade bonds). We have nearly clawed our way back to break even, while the S&P remains 10.6% below its 

high-water mark. See below.  
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Quality Growth  
 
We do own some growth names in our portfolio. Of the “Big 7,” Apple, Microsoft & Google are core holdings, whereas names like 

TSLA and NVDA simply have too much potential downside to be attractive covered call candidates. But even with these growth names, 

we are happy to trade away what we deem “excess” price upside (based on our fundamental valuation work) in exchange for current 

period income. That’s been our approach for over 21 years, and it has allowed us to capture 90% of the S&P 500’s return (7.5% 

annualized vs 8.3%), while taking 39% less risk (based on standard deviation). There are periods we will fall behind the major indices, 

but for the long-term investor, we believe our Alpha speaks for itself:  

 

 

 

 

 

 

 

 

 

Performance period: Dec 2001-April 2023 
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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. 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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-
0276-23 


