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Conventional wisdom

• Conventional wisdom prescribes a permanent fixed tilt towards value

• This conclusion is based on the following assumptions about the value risk premium
• Sufficient size
• Sufficient consistency
• Some diversification benefit

• Convention wisdom is wrong

• It lacks even the slightest degree of consistency, and instead is painfully episodic
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We showed that conventional wisdom is wrong

• The value premium exists

• It’s large and spans all geographies (US, international, and EM)

• Unfortunately . . . It is strongly episodic

• Moreover, it’s diversification properties are chaotic 
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But, why now
Valuations
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Comparative fundamental valuations, continued

Growth (large cap) Value (large cap)

Price/earnings ratio 25.8 16.4

Price/book ratio 4.6 2.0

Return on equity 22.4% 16.4%

Earnings per share growth rate 19.1% 12.5%

PEG ratio (P/E divided by earnings growth) 1.35 1.31

Dividend yield 0.68% 2.82%

Technology weighting 24.0% 10.7%

Statistics as of September 30, 2020
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Based on earnings yield, value is the cheapest in 19 years
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But, why now
Technology, very similar to the 2000 bear market
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Tech wreck of 2000 and the small cap risk premium

-25

-17

-8

0

8

16

25

33

41

49

58

66

S&P 500 bear
mkt of 1929

S&P 500 bear
mkt of 1937

S&P 500 bear
mkt of 1939

S&P 500 bear
mkt of 1946

S&P 500 bear
mkt of 1968

S&P 500 bear
mkt of 1972

S&P 500 bear
mkt of 1987

S&P 500 bear
mkt of 2000

S&P 500 bear
mkt of 2007

Pe
rc

en
ta

ge
 d

ec
lin

e 
fo

r 
th

e 
va

lu
e 

ri
sk

 p
re

m
iu

m
, b

u
t 

o
n

ly
 d

u
ri

n
g 

S&
P

 5
0

0
 b

ea
r 

m
ar

ke
ts

Value risk premium is random (noisy) during S&P 500 bear markets

Typical (median) reward of +4.01%



For internal use only, do not share with clients or prospects

FANMAG  - a classic bubble
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FANMAG  - a classic bubble, continued
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But, why now
The current value bear market is long in the tooth
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Current bear market for the value risk premium is long in the tooth
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Average delivers a -37.8% loss 
and lasts 5.3 years

Bear markets for the value risk premium have been both severe and long-lasting
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Ned Davis Research  - makes the same observation
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But, why now
The ten largest names in the S&P 500 Index are 82% technology
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82% of the ten largest S&P 500 names are technology (by weight)

Apple Berkshire Hathaway

Microsoft Johnson & Johnson

Amazon Procter & Gamble

Alphabet Visa

Facebook NVIDIA
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What happens to those ten largest names going forward



For internal use only, do not share with clients or prospects

But, why now
Last week, a question was posed . . . “Are higher future interest rates an added reason?”
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Value risk premium bear markets
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Bear markets for the value risk premium have been both severe and long-lasting

Average delivers a -37.8% loss and lasts 5.3 years
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Value risk premium bear markets
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Bear markets for the value risk premium have been both severe and long-lasting

Average delivers a -37.8% loss and lasts 5.3 years
Inflation-adjusted 
interest rates fell 
-3.6%
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Value risk premium bear markets
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Bear markets for the value risk premium have been both severe and long-lasting

Average delivers a -37.8% loss and lasts 5.3 years
Inflation-adjusted 
interest rates fell 
-3.6%

Inflation-adjusted 
interest rates 

rose +1.3%

Inflation-adjusted 
interest rates 

rose +0.3%



For internal use only, do not share with clients or prospects

Value risk premium bull markets
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Bull markets for the value risk premium have been both bountiful 
and long-lasting

Average delivers a 
+163.2% gain and lasts 

12.3 years
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Value risk premium bull markets
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Bull markets for the value risk premium have been both bountiful 
and long-lasting

Average delivers a 
+163.2% gain and lasts 

12.3 years

Inflation-adjusted 
interest rates 

rose +5.9%
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Value risk premium bull markets
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Bull markets for the value risk premium have been both bountiful 
and long-lasting

Average delivers a 
+163.2% gain and lasts 

12.3 years

Inflation-adjusted 
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NDR suggests it is not interest rates, but economic growth
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The case for high dividend stocks

The case for value, in 
general and right 

now

High dividend stocks 
as a best possible 

expression of value

• Current income

• Zombie filter

• Sustainability

• Profitability

• Growing income

• Tangibles vs intangibles
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A better expression of value

• Current income

• Zombie filter

• Sustainability

• Profitability

• Growing income

• Tangibles vs intangibles



For internal use only, do not share with clients or prospects

With interest rates so low, we have a need for current income

• Solution

• Build out a value portfolio centered on high current income
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And, dividend paying stocks are the most undervalued in 18 years
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With so much free money, zombies are proliferating

• By some estimates, 19% of all US companies are zombies

• Any value portfolio must filter out prospective zombies

• One more reason to emphasize high current income
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Sustainability  - the curse of any high income portfolio

• Portfolios built to emphasize high current income

• Must avoid the trap of sustainability

• Appropriate filters must be engaged
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Profitability  - a dependably rewarded factor

• Ideally, we reflect the profitability factor within our high current income value portfolio

Profitability

Relative performance of 

high profitability stocks vs. 

low profitability stocks (%)
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Growing income  - the sweet spot for any high income portfolio

• Historically, dividend paying stocks have meaningfully outperformed non-dividend 
paying stocks

• But more important . . . Stocks with growing dividends have outperformed even more

• Ideally, a portfolio emphasizing high current income will also seek growing income 
and therefore growing dividends
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Tangibles vs intangibles

• Campbell R. Harvey

• Report of Value’s Death May Be Greatly Exaggerated

• SSRN working paper, August 2020

• Harvey, Arnott, Kalesnik, Linnainmaa
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Value portfolios must not be based on book value
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Value portfolios must not be based on book value, continued
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Value portfolios must not be based on book value, continued
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Value portfolios must not be based on book value, continued

Ignored by simple “Book Value”
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Julex provides a superior solution
High Dividend Strategy  - A better expression of value



For internal use only, do not share with clients or prospects

Julex Capital  - the firm
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The investment professionals
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High Dividend  - Strategy highlights
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The investment process
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The investment process

• Current income

• Profitability

• Growing income

• Tangibles vs intangibles
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The investment process

• Current income

• Profitability

• Growing income

• Tangibles vs intangibles

• Zombie filter

• Sustainability

• Profitability
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The portfolio  - Sep 30, 2020
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Fundamental portfolio characteristics
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Back tested performance history  - Showing what you want to see
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Back tested performance history  - Showing what you want to see

And for Q3, the 

portfolio earned 

+6.2% versus the 

High Dividend Index 

at +3.8%
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Friday, Oct 23rd at 11am Eastern
Today, are bonds an “investment” or just a “speculation”?
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For more information contact

Jeff Megar, CFA

Email  jeff.megar@julexcapital.com

Office  781-772-1378

Brian Phelan

Email  brian.phelan@julexcapital.com

Cell  508-527-1431

Bob Peatman

Email  bob.peatman@julexcapital.com

Cell  617-875-9316
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Important Disclosures

All data and statistics provided by Global Financial Data, Inc. at www.globalfinancialdata.com Large cap stocks are represented by the S&P 500. Small cap stocks are represented by the Russell 2000 

index and before its inception by the Fama French small cap index (market cap weighted) for the smallest 30% of the market. Technology is defined by ticker symbol XLK. Dimensional Fund Advisors, 

LLC provided the comparative historical returns across different geographies.

This information in this presentation is for the purpose of information exchange. This is not a solicitation or offer to buy or sell any security. You must do your own due diligence and consult a 

professional investment advisor before making any investment decisions. The use of a proprietary technique, model or algorithm does not guarantee any specific or profitable results. Past 

performance is not indicative of future returns. The performance data presented are gross returns, unless otherwise noted. 

The risk of loss in trading securities can be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition. All information posted is 

believed to come from reliable sources. We do not warrant the accuracy or completeness of information made available and therefore will not be liable for any losses incurred.

Some part of the investment performance shown is HYPOTHETICAL. It is based on the back tests of historical data. Hypothetical performance results have many inherent limitations, some of which 

are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between 

hypothetical performance results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no 

hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand losses or adhere to a particular trading program in spite of 

trading losses are material points which can also adversely affect actual trading results. There are numerous other factors related to the markets in general or to the implementation of any specific 

trading program which cannot be fully accounted for in the presentation of hypothetical performance results and all of which can adversely affect actual trading results.

The composition of a benchmark index may not reflect the manner in which a Julex portfolio is constructed in relation to expected or achieved returns, investment holdings, portfolio guidelines, 

restrictions, sectors, correlations, concentrations, volatility, or tracking error targets, all of which are subject to change over time.

No representation or warranty is made to the reasonableness of the assumptions made or that all assumptions used to construct the performance provided have been stated or fully considered.

http://www.globalfinancialdata.com/

