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“There’s always somebody who is paid too
much and taxed too little…and it’s always
somebody else.”
–Cullen Hightower

Bull markets are often viewed through the lens of “a rising tide lifts all boats!” However, this is not
always the case! Let’s first take a look at past Bull & Bear Markets dating back to 1926.
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The average Bull Market period lasted 9.1 years
with an average cumulative return of 476%. The
average Bear Market period lasted only 1.4 years
with an average cumulative loss of -41%. Sounds
like the cards are stacked in favor of the Bulls right?
Not always the case. Take for example the last five
(5) Bull Markets: 1974-1980, 1982-1987, 1988-2000,
2002-2008 & 2009 to present time. During these Bull
Runs there were time periods where a very small
group of companies contributed a substantial
portion of the total return of the market (as
measured by the S&P 500). In the bull market of
1974-1980 the group of companies were called the
“Nifty Fifty” led by such companies as Coca Cola,
Polaroid, Eastman Kodak, etc…Then in 1982-1987
they were the “Take Over” companies such as
Beatrice Foods, RJ Reynolds, Philip Morris, Enron,
etc…And of course the run in 1988-2000 was ruled
by Technology ending with the “Tech Bubble”.
Companies like Cisco, Microsoft, Oracle, and Intel
moved the markets substantially as the internet
came into being! The current run is also following
suit with a group so affectionately known as the
FAANG; Facebook, Amazon, Apple, Netflix &
Google. According to Investor’s Business Daily,
dated 3/30/2018, “the FAANG + Microsoft are now
28% of the S&P 500…their outsized influence in the
markets is starting to play out.”i Just imagine,
Apple’s size being equal to 106 of the smallest
companies in the index! That means if Apple is
down 1%, 106 of the bottom companies have to
each be up 1% just to offset the decline. Taking it a
step further, according to Commonfund, dated
March 2, 2018, FAANG was nearly 50% of the S&P
500 total return in 2017.ii
So what is the message in pointing out these
narrowly traded markets? First, what goes up can
also come down! Take a look at the Nifty Fifty in
the 1970’s, many are no longer the companies they
once were. The takeover companies of the 1980’s
became subsidiaries of larger companies or gone.
And when we look at the Tech companies of the
1990’s, many are just getting back to where they
were (Cisco was at $80 in 2000 and now trades at
$42). Will the FAANG follow the same course or
will it be different this time? Apple, Google &
Facebook are actually trading at a reasonable if not
attractive price/earnings ratio with earning
accelerating. Amazon and Netflix on the other hand
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are reminiscent of the companies in past bubbles
trading with price/earnings ratios of 240x and 288x
respectively! Secondly, it tells us that when looking
at these narrowly traded high multiple growth
companies we tend to overlook the larger
companies that like the tortoise slowly grind out
earning, increase dividends and continue to grow
their operating base. These are called large cap
value companies. Their values are often suppressed
during times when the large growth companies are
moving aggressively. Here in lies the opportunity if
we have patience. In the past, over longer periods
of time, the two components of the Russell 1000
Index, Growth and Value, have very similar
returns. Sometimes one out performs the other, they
then flip-flop and the underperformer out performs
the other. See the chart below.
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JP Morgan Weekly Market Recap DTD 7/9/2018

Over the past three years the Growth component
has doubled the return of the Value, so rotating
from growth to value has not paid off yet.
However, as illustrated in an analysis conducted by
John Hancock, the flip may be close at hand. The
report goes on to say “Historically, performance
leadership has shifted between growth and value,
and in several instances one style has maintained an
edge for several years before the situation reversed.
We are now in one such period, as the Russell 1000
Growth Index has outperformed its Value
counterpart in 7 of the past 11 years. In 2017,
Growth’s outperformance was unusually strong, as
the Russell 1000 Growth Index returned 30.2%,
versus 13.7% for the Russell 1000 Value Index.
Growth’s leadership extended into early 2018, as
the Growth index posted a 9.7% total return
through June 11, versus 0.6% for its Value
counterpart. However, Growth’s outperformance in
recent years followed a long stretch of leadership
for Value, which outperformed for seven years in a

row. That run started in 2000, as the tech bubble
that had inflated the prices of many growth stocks
began to burst; it ended in 2007, prior to the
financial crisis that began in 2008.”iii What will be
the catalyst that causes the flip? Only time will tell.
Often times the outperformance comes when the
Growth side declines substantially; i.e. the Nifty
Fifty deflating, Tech Bubble bursting, take overs
crashed, etc... Will the FAANG be de-FAANGED?
Possibly if history repeats itself! Just know that tops
are hard to call and can stay over valued for long
periods of time. Flipping to Growth would be a
mistake at this time. Value will rule again, but
having a balance (like our portfolio) between the
two makes the most sense.
Portfolio

The Tax Cuts and Jobs Act of 2017 has given the
economy a boost that is driving GDP to 3% plus,
something we haven’t seen since 2005! Even with
the “Trade War” or “Trade Negotiation”, 2018 and
into 2019 is showing signs of an economy that is
absorbing new workers at a record pace. Wages are
starting to inflate, albeit at a slow rate, due to the
labor participation rate expanding from a low of
62.8%, still well below the record high of 67.3% set
in January 2000.iv Earnings are estimated to increase
approximately 24% (consensus), substantially
higher than last year’s 5%+.

In the June NABE (National Association of Business
Economics) Outlook Survey “panelists are slightly
less optimistic about the U.S. economy in 2018 than
they were three months ago, said NABE Vice
President Kevin Swift, CBE, chief economist,
American Chemistry Council. However, they are
much more positive about the prospects for
industrial production – anticipating 3.8% average
growth in 2018, up from 3.3% gain forecasted in
March and significantly from the 2.3% forecasted in
the December survey.”v All looks good, right?
Maybe, but a flattening yield curve is of concern in
many economic reports these days. The typical
spread between the 30 year Treasury Bond and the
10 year Treasury Note is approximately 2 – 2 ½%,
meaning a 3% 10 year should have a 30 year at
approximately 5 – 5 ½%. Currently the 10 year is
trading at 2.85% and the 30 year at 2.96%. What
does it mean? Not sure with rates at close to record
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lows. Historically, when rates were higher, a flat to
inverted yield curve (10 year yields more than the
30 year) has been a warning sign of a coming
recession. We’re not anticipating a recession. With
rates so low we believe the economy is in good
shape through 2019. However, we’re watching
things closely.

Our current thinking is to stick with a blend of
Growth and Value allocation. We’re also looking for
opportunities in any companies that fall out for
unfounded reasons due to the noise about a trade
war!
Investor’s Business Daily: Is FANG Stock Trade Dead as
Facebook, Amazon, Netflix, Google Lead Tech Weakness? By
Alissa Coram DTD 3/30/2018
ii
Commonfund: Baring Their Teeth – FAANGS Take a Bite
out of the Equity Market, by Mark J.P. Anson – Mark Bennett
DTD 3/2/2018
iii
John Hancock Investments: What’s a growth stock? A Value
stock? Equity Market style explained DTD June 13, 2018
iv
Trading Economics: tradingeconomics.com/unitedstates/labor-force-participation-rate DTD 7/17/18
v
NABE: NABE Outlook Survey – June 2018
i

IMPORTANT DISCLOSURES

The information set forth was obtained from sources believed to be reliable, but we do not guarantee its accuracy or completeness.
Past performance is no guarantee of future results. The views expressed herein are those of the author. All opinions are subject to
change without notice. Neither the information provided nor any opinion expressed constitutes a solicitation for the purchase or sale
of any security. Past performance is no guarantee of future results.
This information has been prepared solely for informational purposes only and is not an offer to buy or sell or a solicitation of any
offer to buy or sell any security or other financial instrument, or to participate in any trading strategy.
There is no guarantee that this investment strategy will work under all market conditions. Holdings are subject to change daily, so
any securities discussed in this profile may or may not be included in your account if you invest in this investment strategy. Do not
assume that any holdings mentioned were, or will be, profitable. The performance, holdings, sector weightings, portfolio traits and
other data for an actual account may differ from that in this material due to various factors including the size of an account, cash flows
within an account, and restrictions on an account.

Top holdings, sector allocation, portfolio statics and credit quality are based on the recommended portfolio for new investors as of the
date specified. Holdings lists indicate the largest security holdings by allocation weight as of the specified date. Other data in this
material is believed to be accurate as of the date this material was prepared unless stated otherwise. S&P 500 Index is an unmanaged,
market value-weighted index of 500 stocks generally representative of the broad stock market. An investment cannot be made directly
in a market index. Tax laws are complex and subject to change. Wells Trecaso Financial Group, LLC does not provide tax or legal
advice and are not “fiduciaries” (under ERISA, the Internal Revenue Code or otherwise) with respect to the services or activities
described herein except as otherwise agreed to in writing by Wells Trecaso Financial Group. Individuals are encouraged to consult
their tax and legal advisors (a) before establishing a retirement plan or account, and (b) regarding any potential tax, ERISA and related
consequences of any investments made under such plan or account. Securities offered through IFS Securities, Inc., Member
FINRA/MSRB/SIPC. 3414 Peachtree Road NE, Suite 1020, Atlanta, GA 30326. IFS Securities Inc. and Wells Trecaso Financial Group,
LLC not affiliated. Securities offered through IFS Securities are NOT FDIC INSURED, NOT BANK GUARANTEED, and MAY LOSE
VALUE. Please contact your financial advisor for information regarding specific investments. Investing involves risks, including
possible loss of principal. Please consider the investment objectives, risks, charges and expenses of any security carefully before
investing.
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