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Covered Call Commentary                                                                                                  August| 2023 

For Investment Professionals Only 

 

Dispersion Continues...But Market Breadth is Improving  
 

Lookback to June  

 
In our Q2 commentary, we highlighted the dispersion between the so-called Magnificent 7 stocks (the seven largest stocks, which 

have all benefited from the hot “AI” trend) and the rest of the S&P 500 (the other 493 stocks). As of that date, the Mag 7 was up 

53% while the other 493 had a 0% return, including dividends. See below. 

 

 

 

 

 

                            

 

 

 

 
Update Through August 

 
This trend continued through most of the summer. We did see a small pullback in August, although most of the Mag 7 have since 

rebounded and are once again near all-time highs (Apple being the weakest name of the group, based on growth concerns related 

to China). As a result, market dispersion has widened even further. Through the first week of September, the median 2023 return 

of the Mag 7 (which represent 28% of the S&P 500 weighting) has increased to a whopping 70%! The median for the other 493 S&P 

stocks is now 4.6%.  
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Trends Like These Can Last A Long Time But Not Forever 

 
Although we have become accustomed to market concentration in recent years, historical data suggests these trends do not last. 

Perhaps surprisingly, the Top 10 stocks have actually under-performed the S&P 500 over the long term (see graphic below). The 

concentration of the 50s & 60s (the days of the infamous “Nifty 50”) completely unwound during the 70s & 80s. And the 

concentration of the late 90s unwound even faster. Most of today’s investment professionals do not remember the former period, 

and unless you are over 50 years old, you were most likely not active during the latter period, either. It’s important to acknowledge 

recently bias.  

 

 

 

 

 

 

 

 

 

 

 

 

Some Promising Signals 

 
There are, however, some promising signals in the recent data.  
 
1. Market Breadth. Market breadth is finally improving. Whereas the median company outside of the Mag 7 had a 0% return back in 

June, this has now risen to 4.6%. And while this seems paltry compared to the 70% median return of the Mag 7, it’s no longer 
zero and has improved over just a few months. There are some big winners outside of Mag 7, and they are not all in tech. The Top 
10 “non-Mag 7” list includes two cruise lines, a home builder, and two healthcare companies. And these returns are not 
insignificant. This is a positive development.  
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2. Real Cash Flows. Secondly, there are real earnings and cashflows underpinning today’s lofty valuations. The largest companies are 
also the most profitable companies. The average Cash Flow ROI of the Mag 7 is nearly 18% versus just 12% for the entire S&P 500. 
And the top 10 stocks (representing 29.5% of the US market cap) are contributing nearly 25% of the earnings. This was not true in 
the late 1990s, when the earnings contribution of the Top 10 lagged its market cap weight by approximately 12%. See below. 
Conclusion: Today’s market is not cheap, but it’s nowhere near as expensive as the tech bubble of the late 1990s. 

 

 

 

 

 

 

Some Key Takeaways 

 
• Empirical data suggests that trends such as Mag 7 can last a long time but not forever.  

• While fund managers may continue to pile into these names in an attempt to “catch-up,” a disciplined long-term approach does 
not allow for trend chasing. 

• We own the three Magnificent 7 names that pass our investment criteria, and we use call options to add critical downside protec-
tion to these names. 

• Our approach is working. Our strategy achieved new all-time highs last month, while all of our benchmarks are still under water. 
See below (20 months ending August 31). Returns are Net 
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Long Term Track Record   
21+ Years, Dec 2001 – August 2023 

Note: There is no assurance that the Strategy will achieve its investment objectives.  The use of covered call strategies does not ensure profits or 

guarantee against losses. VAM returns are presented gross of fees. 
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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  Review code: FPAC-0371-23 
 

 


