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Market Insights for Week Ending August 10, 2018 
 

 
 

Style Matters 
 
According to the FactSet Earnings Insight report, Q2 earnings per share for companies 
in the S&P 500 have grown a remarkable 24.6%.  Even with approximately 9% of 
companies yet to report, this number would easily be the 2nd best quarter in terms of 
growth since 2010.  When thinking of ways to continue a bull market that has been going 
on for almost 9 years, this would be a decent place to start.  But while the overall 

performance of S&P 500 companies has been solid this year, we are still seeing some significant 
deviations taking place.  
 

 
 
The chart above shows the year to date performance of Invesco Pure Value ETF(RPV) in orange, the 
SPDR S&P 500 ETF(SPY) in red and the Invesco Pure Growth ETF(RPG) in blue.  What jumps out is 
the large difference in performance between growth and value since the start of the year.  This 
difference is easy to understand once you consider what kind of stocks and sectors each respective 
style holds.  Growth stocks are defined as companies that are expected to grow earnings and 
revenues faster than the market average.  They usually choose not to pay dividends but to use internal 
cash flow to invest back into the business.  Most of return from these companies will ultimately come 
from price appreciation.  The most dominant sectors currently in RPG are information technology and 
healthcare, representing almost 50% of the fund.  Value stocks are defined as companies that are 
trading at price levels at or below the intrinsic value of the business.  Value returns usually come from 
a combination of price appreciation and dividends.  From a sector standpoint, RPV holds a large 
amount in financial services and consumer cyclical names. 
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Why Do We Care? 
 
If we took the chart above back to 2005, it would show that growth has enjoyed a period of cyclical 
outperformance.  And, while HCM adjusts the growth/value bias in our portfolios as long-term capital-
market assumptions warrant, we are currently maintaining a neutral bias between our growth and 
value exposure.  Market history suggests that long-term investors are rewarded for seeking value and 
as we have mentioned recently, prices in many growth-oriented sectors are stretched, putting them at 
risk.  As the growth/value cycle continues to ebb and flow, as it always does, HCM will shift in favor of 
value exposure when the cycle favors it.    
 
As always, the most important question is when?…..and that answer is a little bit tricky.  Historically, 
value stocks have performed well when economic growth is strong.  The last two readings of US GDP 
have been fairly strong, strong enough that value should benefit.  On the flip side, value also struggles 
when interest rates are rising.  Like the negative relationship that interest rates have on bond prices 
(prices go down as rates move up), many high yielding dividend stocks act in a similar fashion.  So as 
these two things, rising rates and strong GDP growth, continue to be present, value stocks have 
struggled to find a breakout direction.  
 
More important than when is why?  Because HCM’s mission is to help our clients achieve financial 
security in retirement, we allocate a portion of our portfolio’s resources toward strategies that support 
this goal.  Maintaining an allocation in our portfolios that helps supply an ongoing source of growing 
income is important to funding this goal.  
 
It is a bonus that, as a group, companies that provide dependable and growing dividends over time 
provide the highest probability of strong performance.  According to Ned Davis Research, companies 
that pay and grow their dividends had an annual return of 10.07% since 1972. Most of these dividend 
companies also happen to fall into the “value” camp.  Comparatively, those that paid no dividends only 
returned 2.61%.   
 
Ultimately, style performance will fluctuate just like any other cyclical relationship, but our commitment 
to providing added retirement income security via predictable and rising cash flow through dividend 
investing, remains strong. 
 
 
Weekly Focus – Think About It  
 
“I am not a product of my circumstances. I am a product of my decisions.”   
 
-Stephen Covey 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

➢ U.S. Stocks – Russell 3000 (IWV) – Loss of .02% 
➢ Developed Foreign Markets (EFA) – Loss of 2.03% 
➢ Emerging Markets (EEM) – Loss of 2.31% 
➢ Fixed Income (AGG) – Gain of .25% 

 
 (Note: performance is based on the change in price plus dividends) 
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Last Week’s Headlines 
 
-The Turkish lira fell on economic stress and rising tension with the US.  Concern about how much 
exposure European banks had to Turkey helped the turmoil spread to other markets. 
 
-The VIX index, a gauge of equity market volatility, rose to a two-week high as the plunging lira added 
new concerns to the market. 
 
-Inflation data from both the US and China were in line with expectations, paving the way for Federal 
Reserve to stay on the path for two more rate hikes by the end of the year. 
 
Eye on the Week Ahead 
 
-Growth numbers out of China along with US retail sales will give a good gauge on the health of the two 
of the world’s largest economies. 
 
 
If you have questions about style performance, please contact a member of HCM’s Wealth 
Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

• Past performance does not guarantee future results. 

• You cannot invest directly in an index. 

• Consult your financial professional before making any investment decisions. 

 
• • • 
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