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Dear Friends and Clients-
 
Happy summer! Please enjoy this newsletter from the Griffith Earl Savery Group.
 
Educational Topic
 
It seems that over the past month or so, more and more clients are starting to express
some fears in that “this market can’t continue its upward trend.” Some believe that we are
“due for a correction.” Admittedly, the market has done quite well recently. But it is also
true that the market has done quite well for the past 100 years. You see, the market will
experience a correction at some point soon. Armed with this knowledge, what is the best
course of action? Should we try to time the market? Should we move to cash and wait? Or,
should we stay disciplined through a correction knowing that doing so will likely enable us
to come out stronger on the other side? The key is that anything we do, or even not do, is
a behavioral decision. More than anything else, these behavioral decisions drive our
outcomes.    
 
Earlier this month we ran some back of the envelope numbers for a client’s daughter who
wants to start contributing to a Roth IRA. She is 18 years old. The astounding truth is that
for this young adult to become a millionaire at a retirement age of 70, assuming a 10%
annualized return (the S&P 500 has an annualized return of 10.3% since 1926), all she
needs to do is invest $709 every year. Yes, you read that correctly and we did not forgot
to add any “zero’s” to that number. Seven hundred nine dollars. Is this highly possible to
accomplish? More than anything else, a behavioral decision will drive her outcome. (A neat
calculator that you can play around with to determine the future value of investments can
be found at https://dqydj.com/investment-calculator/.)
 
We have all heard about “Keeping up with the Joneses” – the desire to own the same
expensive objects and do the same things as your friends or neighbors because you are
worried about seeming less important socially than they are. To put it succinctly, keeping
up with the Joneses is a recipe for financial disaster. The problem is that it never ends.
Once you buy that new car, upgrade the house, visit Bora Bora, then what? It keeps on
going… right until you want to retire and see the hundreds of thousands of dollars
“wasted” trying to keep up with the Joneses. There is nothing wrong per se of spending
money and wanting nice things. But to do so at the expense of proper savings and
investing can hurt you over time. More than anything else, a behavioral decision drives
this outcome.  
 
We think you get the point. In the grand scheme of investing, financial planning and
retirement preparation, our behavior drives the outcome more than any other factor. It’s
not even close. We love the following sketch from Behavior Gap:
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Exchange traded funds


US small-cap value outperforms by 
widest margin since 2nd world war
Research shows returns of 77% against 14% for large-cap growth in six months 
to the end of March
ST E V E  J O H N S O N
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The dramatic volte-face can be 
seen in fund flows data. Last year 
US value mutual and exchange 
traded funds domiciled in the US 
bled $70.2bn of assets, according 
to Morningstar data, the worst 12 
months in a four-year run of solid 
outflows.


So far this year these funds 
have taken in $37.5bn, with flows 
to small-cap value products 
disproportionately strong, 
equivalent to 5 per cent of the 
assets they held at the end of 2020. 
Factoring in the rebound in stock 
prices, small-cap value funds now 
hold $221bn, up 29.6 per cent from 
December 31.


Small-cap growth funds have 
also seen positive flows, even as 
large and mid-cap ones have been 
sold down.


The picture is similar for 
European-domiciled funds, with 
value ones taking in money for 
the first time since 2016 so far this 
year, and US and European growth 
funds seeing outflows, although 
global growth is still in demand.


Dimensional, which largely 
focuses on value and small-cap 
stocks, or at least broader equity 
portfolios tilted towards these 
factors, said the bounceback had 
probably not run its course.


“[The rebound] was pretty close 


to unprecedented, but I don’t think 
that means anyone has missed the 
boat,” said Crill.


This claim would appear to be 
borne out by his data, which show 
that when the six-month small 
value-large growth differential 
is in the top quartile, it tends to 
be above average in the following 
half-year period as well.


“It’s good news for investors,” 
Crill said. “It’s not too late to get on 
the value train. You don’t see mean 
reversion. You don’t necessarily 
see a poor number subsequently.”


Paulsen argued that the unusual 
events from November onwards 
represented a “perform storm” in 
favour of small value. Nonetheless, 
he remains overweight small-caps 
and cyclicals in the belief that such 
stocks tend to outperform in the 
second year of a bull market.


Hooper said there was “definitely 
a credible argument to be made for 
longer-term outperformance for 
value and smaller caps”, with the 
most likely scenario one in which 
these stocks “continue strong 
outperformance for much of the 
rest of this year”.


More broadly, Crill remained 
convinced the value premium — 
whereby stocks with a low market 
valuation relative to their book 
value, earnings, cash flows or sales, 
tend to outperform more highly 
priced stocks over the long term — 
remained a valid concept.


“Over the last 10-12 years it 
has not been anything to do with 
value delivering poor returns, it 
has really been growth delivering 
outsize returns; almost 100 per 
cent greater than its long-term 
average over this period,” Crill 
said.


“There are differences in 
discount rates across stocks. 
Future cash flows are discounted 
more or less. We are paying less. 
That’s an evergreen principle. 
As long as you believe how much 
you pay for an investment has an 
effect on return, then the expected 
premium is always there.”


Beaten up US small-cap 
value stocks outperformed 
large-cap growth ones by 
the largest margin since the 


depths of the second world war in 
the six months to the end of March, 
data show.


The remarkable bounceback 
comes after a lengthy period in 
which small-cap and value stocks 
have undershot the broader 
market, despite both being widely 
recognised in academic papers as 
investment “style factors” that 
have historically generated long-
term outperformance.


As of October last year, value 
stocks were enduring their worst 
run in at least 200 years, according 
to one measure, leading some 
to question whether the value 
premium had been permanently 
erased by the changing structure 
of business.


However, data from Dimensional 
Fund Advisors, a $630bn Texan 
fund house, shows that US small 
value stocks returned a striking 
76.8 per cent in the half year to 
March 31, way ahead of the 14.4 
per cent made by large growth 
companies.


The resulting 62.4 percentage 
point differential is the largest for 
any rolling six-month period since 
the first half of 1943, Dimensional 
said.


The two periods have striking 
similarities, with 1943 marked 
by mounting optimism that the 
war was turning decisively in the 
Allies’ favour, and the more recent 
period driven by hopes that the 
development of vaccines would 
turn the tide against Covid-19.


The largest ever gap in favour 
of small value over large growth 
occurred in the six months to 
August 1933, as the world, led by 
the US, started to recover from the 
Great Depression.
“The return difference [in the 


six months to March] was pretty 
eye-catching. It was extreme 
and it was pretty commonplace 
around the globe,” said Wes Crill, 
head of investment strategists at 


Dimensional.
He said the resurgence was more 


striking still given that the small 
value-large growth differential in 
the six months to August 2020, at 
-37.7 per cent, was the sixth worst 
since records began in 1926.


Jim Paulsen, chief investment 
strategist at the Leuthold Group, 
argued that a powerful snapback 
by small-cap and value was almost 
inevitable after such a dire period.


“We stretched the rubber band a 
long way in [the market] dropping 
32 per cent in 23 days in March, 
and you can rest assured that 
small-cap value probably went 
down twice as much relative to 
large-cap growth,” Paulsen said.


“The forces of recovery, when 
we found that the pandemic wasn’t 
going to kill our civilisation or last 
for five years, meant we would see 
a strong snapback in the things 
that were most affected.


“We can’t have gone through 
another period in history where we 
went from depression-like collapse 
to wartime boom within a year.”


Kristina Hooper, chief global 
market strategist at Invesco, said 
positive news about vaccines in 
November had been “truly a game 
changer” that led the stock market 
to anticipate a strong economic 
recovery.
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Financial Times Article (attached)

Please see the attached June 1st article from the Financial Times. The article
highlights one of our core investment strategies within your portfolio. While any
market segment will have its ups and downs – even lengthy at times – the principles
of investing stay the same. Certain areas of the market are rewarded with higher
returns, as it should be. There has always been and will continue to be a “credible
argument to be made for value and smaller cap” stocks. While we can never promise
such great returns in the future, we can certainly enjoy them in the present. Enjoy.

Utica Baird News

Our renovation is now complete! A few changes in that when you come into our office, we
are now on the second floor, including reception. You will need to ring in on the keypad at
the front door to enter the building and then come up on the elevator. Our offices are also
now open to clients. We look forward to welcoming you to our new offices!  Should you
have any trouble with the keypad outside, please call our team line at 315-738-4572 and
we will assist you.
 
Please know that Mary Gurtowski’s old phone line will soon be disconnected (extension
ending 4577). Please be sure to call our team line instead at 315-738-4572. Thank you.

Community Involvement

This month we were honored to sponsor the ‘My Pal Spencer’ Cure Sanfilippo Event. 
This is the 5th year the Golf event has taken place to raise critical research funds for
the Cure Sanfilippo Foundation.  Sanfilippo Syndrome is a rare and fatal neurological



disease considered “Children’s Alzheimer’s”. This disease is not slowing down and the
continued research to find a cure is the only hope for the children affected by this
disease.  The event will take place on August 30th this year at Teugega Country Club
in Rome.  Feel free to reach out to us if you would like more information on this
event.

Get to Know Our Team – Jon

 
Our whole family loves to travel.  We added the Niagara Falls part to this trip as our main
goal was to get the entire family Global Entry TSA certified. This has made international
travel so much easier.  All of us love Aruba and after 15 years in a row we feel it is our
home away from home.  Travel destinations have inspired many things in our lives.  It
always amazes me how much it has shaped who we are and what we appreciate.  It seems
that every trip somehow produces an ongoing friendship.  Travel is surely one of the
spices in my life.  I could speak volumes about the food, but I will contain myself for now! 
 
Thank you for your ongoing trust and confidence in our team.  We cherish our relationship
with you, and we hope that you take the time to get out and travel as well.
 
-Jon
   
Jon, Jenn, Corinne, and Mason pictured below enjoying a trip to Niagara Falls. 

 

Questions/Comments

If you have a question or comment that you would like us to answer or address in a future
monthly newsletter that you think would benefit other clients, feel free to shoot us an
email. Please use GESGroup@rwbaird.com. We’d love to hear from you!
 
Thanks so much for your time in reading this communication from our team.
 
We wish you all the best and happy summer,
 
The Griffith Earl Savery Group
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