Weekly Capital Market Comments
July 17, 2020

Value: The Bayonne Bleeder, or Rocky
My in-laws were born and bred in Bayonne, NJ. So I have heard stories of Chuck Wepner for decades; and my fatherin-law is a great story teller. For those who don’t know about Chuck Wepner, he was a heavy weight contender and
fell just seconds short of a full fifteen rounds with heavyweight champion Muhammad Ali in a 1975 title fight. Shortly
after the fight, Sylvester Stallone wrote the script for Rocky, which was released in 1976. Like Wepner’s bout with
Ali, Rocky Balboa’s opportunity at the title was expected to be nothing more than an outsized payday for the
Champion, as both contenders get bludgeoned. However, unlike Wepner, Rocky lasted all 15 rounds, and later
aspires to be champion. While Stallone repeatedly denied a connection/basis with Wepner for years following the
successful release of Rocky, the matter was put to rest in 2006, for an undisclosed settlement amount to Wepner.
Much like Wepner and Rocky, Value stocks have been bludgeoned by Growth for the last 10+ rounds, I mean years.
During this time Growth has outperformed Value by over 400bps or 4% per year. Over the last one, three and five
year-periods, the outperformance has been even more lopsided, with Growth outperforming Value by 19.4%, 8.1%
and 5.8% per year, respectively. And year-to-date, the Russell 1000 Growth Index has returned 17.2%, while the
Russell 1000 Value Index is up only 1.0%; and all of this as the S&P 500 is up only 0.6% on a total return basis.
However, over the last few days, equity market leadership has shifted from Growth to Value, resurrecting hopes for
Graham and Buffett zealots that Value investing is on a comeback, much the same way Rocky did. And while it is still
early in the second quarter earnings season, NFLX only added fuel to the fire, for “pulling forward” demand from out
quarters and sending shares reeling in after-hours trading, despite having a knock-out 2Q20 print. In addition, we
have an emerging economic back drop, whereby data is pointing to a bottom in several trends, and in some cases
hooking up. This is another constructive signal for Value sectors, as the country attempts to mend from a selfimposed economic shut down.
But recent bank earnings reports are proving to be a headwind to the tectonic shift required to level the
performance playing field. And why? Because yields (and inflation prospects) remain stubbornly low. This helps
support equities (especially cyclical growth/technology), as now roughly 70% of the S&P stocks have dividend yields
greater than the current yield on the US 10Yr. Even the S&P Information/Technology sector carries a dividend yield
averaging 1.18%, versus only 0.62% for the 10Yr Treasury Note. So it is easy to see why some investors may still bidup dividend yielding technology-oriented names, as they are rewarded with a dividend (bird in the hand), as well as
the potential for future capital appreciation. Then there is the argument that disruption and technological
innovation has forever lopsided the Growth v. Value tug-of-war, but we lean more toward the former as the
reasoning behind the unprecedented recovery in equities from the March 23 rd lows.
Still, we think Value is the true Rocky, and not the Bayonne Bleeder. Inflation break-evens continue a slow and
steady upward trend, and at some point, the massive amount of central bank stimulus should take hold, pushing
rates higher. Alas, this is when banks will witness their NIMs (net interest margin) improve, alongside with a
steepening yield curve. And as we emerge from a COVID Depression, value sectors and stocks will once again shine,
even for only a short time, before Rocky III is released and Clubber “Growth” Lang steps into the ring.
We’d love to hear your thoughts.

1 of 2

Weekly Capital Market Comments
July 17, 2020

Disclosure: The information in this publication and references to specific securities, asset classes and financial markets are provided for illustrative purposes and
do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor does they constitute an endorsement with respect to any investment
area or vehicle. This material serves to provide general information to clients and is not meant to be legal or tax advice for any particular investor, which can only
be provided by qualified tax and legal counsel. Certain information contained herein is based on outside sources believed to be reliable, but its accuracy is not
guaranteed. Investment products (other than deposit products) referenced in this material are not insured by the FDIC (or any other state or federal agency),
are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment risk, including the loss of principal amount invested. Portfolios
are subject to investment risks, including possible loss of the principal amount invested. In addition, foreign investments may be less liquid, more volatile and less
subject to governmental supervision than in the United States. The values of foreign securities can be affected by changes in currency rates, application of foreign
tax laws, changes in governmental administration and economic and monetary policy. Investors should consider the investment objectives, risks, charges, and
expenses of ETFs carefully before investing. This and other information are contained in the fund’s prospectus, which may be obtained from your investment
professional. Please read it before you invest. Investments in ETFs are subject to risk, including possible loss of the principal amount invested. This information
is being provided to current Northeast Private Client Group clients and should not be further distributed without Northeast Private Client Group’s approval.
S&P 500 Index is a market index generally considered representative of the stock market as a whole. The index focuses on the large-cap segment of the U.S.
equities market. Dow Jones Industrial Average is a widely used indicator of the overall condition of the stock market, a price-weighted average of 30 actively
traded blue chip stocks, primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 Index measures the performance
of the smallest 2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of market capitalization. NASDAQ Composite Index is a
market value-weighted index that measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ stock market. Each company's
security affects the index in proportion to its market value This commentary contains forward-looking statements and projections. Actual results may differ from
current expectations based on a number of factors including but not limited to changing market conditions, leverage and underlying asset performance.
Northeast Private Client Group makes no representation or warranty, express or implied that this information shall be relied upon as a promise or representation
regarding past or future performance. This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such
opinions are subject to change without notice. Past performance is not a guarantee of future results. Indices are unmanaged, and one cannot invest directly in an
index. Data and rates used were indicative of market conditions as of the date shown. Opinions, estimates, forecasts, and statements of financial market trends
are based on current market conditions and are subject to change without notice. Securities products and advisory services offered through Park Avenue
Securities LLC (PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 405, Melville, NY 11747, 631-589-5400. PAS is a wholly-owned subsidiary of The
Guardian Life Insurance Company of America® (Guardian), New York, NY. Northeast Private Client Group is not an affiliate or subsidiary of PAS or Guardian.
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