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A DISCUSSION ABOUT “INVESTMENT STYLES”
CRAIG GIVENTER, CFA, Partner, Managing Director, Portfolio Manager
“Investment Styles” are a way of categorizing securities and/or asset classes into groups that make
it easier to understand and analyze what a given portfolio or index contains. A few of the classic,
contrasting investment styles are: “Large-cap” versus “Mid-cap” and “Small-cap”; “Conservative”
versus “Aggressive”; and “Growth” versus “Value”.
The Growth vs. Value Debate
Currently one of the more interesting debates about “style investing” revolves around “Growth”
versus “Value”. As the name denotes, “Growth” primarily refers to companies that grow revenues
and/or earnings at rates faster than the overall market, and whose securities tend to be more
expensive than the average company’s equity valuation. “Value”, on the other hand, describes
companies that tend to be slower growth, and whose securities are less-expensive than the overall
market.
In examining performance of the U.S. equity markets (principally the Russell 1000 Growth, Russell
1000 Value, and S&P 500 Indices) over the past decade, it has become readily apparent that, from
an “investment style” standpoint, “Growth” stocks have significantly out-performed “Value” stocks.
Encapsulating this multi-year trend is the meteoric rise of the “FAANG” stocks (i.e. Facebook, Apple,
Amazon, Netflix and Google).
While there are many factors that can impact the relative performance of “Growth” versus “Value”
securities, one thing is clear from looking at historical data: Persistence. Cycles of “Growth” outperforming “Value”, or vice-versa, tend to be multi-year periods. When a cycle shifts from one style
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to the other, the “persistence” of such performance tends to continue for years. This is evidenced in
Chart #1, which shows the relative performance returns of the Russell 1000 Growth Index versus the
Russell 1000 Value Index. (When the trend-line is directionally moving upward, the Russell 1000
Growth Index is out-performing the Russell 1000 Value Index, and when it is moving downward, the
Value Index is out-performing.)
Chart #1 clearly displays the extremes of relative performance, that coincided with the bursting of the
two largest market “bubbles” in the post-World War II era. The Growth Index out-performed as the
U.S. economy exited a recession in the early 1990s, with that trend ending when the Tech Bubble burst
in the early 2000s. Thereafter, from the early 2000s until the collapse in the U.S. housing markets
and the global financial industry (starting in 2006), the Value Index significantly out-performed.
Most recently, Chart #1 highlights how Growth-style investing has been on a tear since the Great
Recession of 2008 and 2009.

Chart 1

(Source:
Bloomberg)
One interesting question that has been raised is whether one “investment style” tends to out-perform
the other after a recession. Based upon the data above, the answer would be “no”.
What is clear, is that our present-day cycle of “Growth” investing out-performing “Value” investing
has out-paced all prior periods since the 1970s, other than the climactic point reached during the
2000 Tech Bubble.
The current, persistent out-performance of “Growth” is further reflected in the expansion of the
Price/Earnings multiples of “Growth” stocks. As the top panel in Chart #2 illustrates, since mid-2016,
the relative Price/Earnings multiple of the Russell 1000 Growth Index has expanded versus both the
Russell 1000 Value Index and the S&P 500 Index. This has been driven principally by the marketcap weighted impact of companies such as the “FAANGs”, the technology sector, and the healthcare
companies that are contained in the “Growth” Index, and conversely, the declining multiples of
sectors such as financial services and energy, which have a larger impact within the “Value” Index.
(The bottom two panels of Chart #2 separately highlight the relative out-performance of the Russell
1000 Growth Index versus the Russell 1000 Value Index, and versus the S&P 500 Index, respectively).
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Chart 2

(Source:
Bloomberg)
Where does this leave us as investors?
While FPCM neither invests strictly in “Value” nor strictly in “Growth” stocks, we do pay attention to
cycles; whether economic or “investment style”. We own companies that would fall into each of the
investment-style categories. For example, Facebook, Alphabet, and PayPal can be considered classic
“Growth” stocks, while Citigroup, Goldman Sachs, and BP would clearly fall into the “Value” category.
At some point, “Value” stocks’ current multi-year period of under-performance will cease, and will
return to a multi-year period of out-performance versus “Growth” investing. We are attuned to this
undulating cycle, and when the next shift occurs, we will be sensitive to the “persistence” of multiyear returns of one investment style versus the other.
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FPCM “OPEN ARCHITECTURE”:
UTILIZING EFTs AND MUTUAL FUNDS
CHRIS CONWAY, Portfolio Manager
While FPCM has a long history of investing in individual stocks and bonds, we also have “Open
Architecture” portfolios that solely utilize low-cost ETFs and actively-managed mutual funds for
equity, fixed income and balanced market exposures. In managing these “open architecture” portfolios,
we leverage our research expertise in both individual security analysis and in portfolio construction to
best evaluate potential funds. We examine in depth both the underlying holdings in the fund and the
decision making processes used by the portfolios’ managers – analytical capabilities many other asset
managers do not have.
How are FPCM’s Open Architecture Equity Portfolios Structured?
Table 1 details the funds used in our Open Architecture Equity portfolios. We are currently overweight
in Information Technology, Financials and Energy, and underweight in Consumer Staples.
We have had an overweight position in the Information Technology sector for more than a year, in
order to gain exposure to Software and Payment-related businesses. These are high-quality companies
with strong business models that should continue to benefit from a number of secular trends including
the increasing importance of software within enterprises, and the growth in the use of digital payments,
credit cards and debit cards over cash.
Our overweight position in Financials is in place to gain exposure to the leading banks in the U.S.
Their valuations are very attractive, the companies continue to operate solidly with the potential for
further reduction in operating costs, and the competitive advantage of these larger banks over their
smaller competitors is increasing, as scale is necessary to make the required investments in technology
and to comply with regulatory requirements.
We continue to underweight Consumer Staples because of their relatively high valuation levels, very
low levels of revenue growth, and ongoing concerns over weakening competitive positions.
Finally, a key component of the Equity Open Architecture portfolio has been geographic diversification.
Currently, we have exposure to Japan through an index fund - the iShares MSCI Japan ETF, and to
Emerging Markets through an actively managed fund - the Lazard Emerging Markets mutual fund
(LZEMX). While these geographies have underperformed U.S. indices, we believe the risk/reward
associated with both these investments is attractive. The valuation multiples for the underlying stocks
relative to both their historical levels and relative to U.S. levels continue to be low. In addition, and
equally important, the returns on invested capital of the underlying stocks continue to be high within
the LZEMX fund, and are improving in the case of the Japanese equities.
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Table 1

Weight

FPCM Open Architecture
Equity Portfolios

U.S. Index Funds
iShares Edge MSCI USA Quality Factor ETF

8%

June 2019

Vanguard S&P 500 ETF

11%

Total Index Funds

19%

Sector Funds
Fidelity Select Software

12%

Fidelity Select IT Services

8%

Vanguard Healthcare Index ETF

8%

Financial Select Sector ETF

9%

VanEck Vectors Oil Services ETF

4%

Vanguard Energy Index Fund ETF

5%

Total Sector Funds

47%

Small Cap/Mid Cap Funds:
SPY Mid Cap 400 ETF

16%

International Funds:
Lazard Emerging Markets Equity Portfolio

6%

iShares MSCI Japan ETF

7%

Total International Funds

13%

Cash

5%

Total Equity

100%

How are FPCM’s Open Architecture Fixed Income Portfolios Structured?
Table 2 details the funds used in the Open Architecture Fixed Income portfolios. The funds are primarily
invested in a combination of U.S Treasuries and Investment Grade corporate bonds, with an average
duration of approximately 3 years for the overall portfolio.
Since inception we have positioned the portfolios into shorter duration securities due to concerns over
the potential for rising interest rates, and the fact that long-duration bonds have not been providing a
sufficient level of return given the potentially higher rates. In addition, we continue to favor Treasuries
and high-quality corporate bonds over lower-quality higher-yielding bonds, because of the low relative
interest rate spreads. We do not consider the current interest rates for high-yield bonds to be sufficient
compensation for the associated risks of investing in issuers who are more vulnerable to a downturn in
the economy, are generally less profitable, and face relatively high refinancing risks.

Table 2

Weight

FPCM Open Architecture
Fixed Income Portfolios

Fixed Income Funds
iShares Core 1-5 Year USD Bond ETF

30%

June 2019

iShares Intermediate Credit Bond ETF

30%

Vanguard Short-Term Treasury ETF

20%

iShares 0-5 Year TIPS Bond ETF

10%

SPDR Investment Grade Floating Rate ETF

10%

©

Total Fixed Income
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100%

OUR INVESTMENT OUTLOOK
AARON COHEN, Ph.D., Partner, President, Portfolio Manager
The most important change in the investment outlook over the past two months has been the drop in interest rates, due
to slower economic growth, lower inflationary expectations, and an indication that the Fed and other Central Banks have
shifted to an accommodative monetary policy.

INVESTMENT “BALANCE SHEET”
POSITIVES
+

The global economy continues to grow, albeit at a
slower pace.

+

One of the most enduring features of this
recovery has been the absence of large economic
imbalances. Economic expansions don’t die of old
age. They die because of over-investment, tighter
financial conditions, and unexpected shocks.

+

We expect a continuation of positive revenue and
earnings growth in the near future, although at a
slower rate.

+

U.S. consumer spending, although moderate,
should continue to be supported by increasing
employment & wages, a recovery in household
wealth, and the end of consumer de-leveraging.

+

Inflation is expected to remain moderate in the
short & medium-term, which is expected to keep
Central Banks in an accommodative policy mode.

+

+

U.S. & global equity valuations are not overextended relative to interest rate & inflation
expectations.
Potential Positive surprises: (1) A resumption
of European & Japanese growth; (2) Trade deal
between the U.S. & China; (3) Resolution of
the Brexit process; (4) U.S. Dollar weakening
moderately against other major currencies.

CONCERNS

-

Economic growth in Europe, Japan & China has disappointed
over the past year. In particular, the trade conflict
between the U.S. and China has negatively impacted the
manufacturing sector.

-

The Fed may not lower rates as currently expected, and
might eventually even resume its tightening campaign.

-

The aggressive trade policy & rhetoric of the U.S.
administration, although justified in some cases, has been
erratic and detrimental to global economic growth & trade.
Although we expect the U.S. and China will reach some sort
of accord during the year, the path might not be smooth or
risk-free for investors.

-

Earnings growth and momentum, which have been driving
the market rally since the end of 2016, have peaked.

-

The strength of the U.S. Dollar has caused disruptions in
emerging markets that are particularly serious for highlyindebted nations such as Argentina, Turkey & South Africa.

-

Inflationary expectations are extremely low. Even a random
increase in headline-inflation figures could scare the markets
and put significant pressure on monetary authorities.

-

Fiscal stimulus has been a tailwind for the global economy
over the past couple of years, but it is likely to become a
headwind over the medium term, due to high debt levels,
long-term liabilities and demographic trends.

-

Total debt as a % of GDP has increased dramatically over
the past 20 years, and particularly since the great recession.
This, plus unfunded government liabilities, present serious
problems for developed economies in the long-term.

-

Lower productivity, the aging of the population in the
developed economies and low labor participation rates are
important long-term headwinds for global economic growth.

-

Geo-political & political risks continue to increase across the
globe.

-

Political “Populism” is on the rise around the world, and
could have major long-term economic consequences.

-

Tail Risks: (1) Chinese economy slowing down more than
expected, negatively impacting global growth; (2) Severe
slowdown or recession in Europe due to political disruptions;
(3) Market disruptions caused by “technical” factors; (4)
Conflict with North Korea, Iran or others; (5) Sovereign
debt problems (e.g. Italy); (6) Inflation scare and a significant
increase in long-term rates; (6) Domestic political crises.
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WHAT ARE WE WATCHING?
At this stage of the cycle we must stay attuned to economic signals. Economic and earnings growth, movements in
the U.S. Dollar, Fed policy and credit conditions will be determinants of market performance. Signs of speculative
behavior should be regarded as the “canary in the coal mine”.

(1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔)
Dec
2018

KEY

NOW

COMMENTS

The Economy

3-⇓

3

The global economy has slowed down somewhat over the year. This has been
particularly true in Europe, Japan and emerging economies, including China.
Global manufacturing has been hit hard by trade tensions.

Consumer
Spending

4-⇓

4-
⇑

U.S. consumer spending has been solid, helped by high employment, higher
wages, de-leveraging and increasing net worth. Savings rate is high (5% -6%),
which could translate into higher future spending relative to income.

Employment

5⇔-

5⇔ 

Very strong, but employment growth has peaked, employment conditions are
tight, and wage pressures are increasing.

Monetary Policy
& Interest Rates

4-
⇑

2-⇓

Significant improvement over the past two months. The Fed has indicated that
it will pause for now, and the market expects 2 rate cuts over the course of the
current year. In addition, the Fed scaled back its plan for balance sheet contraction.
Still, we are a bit less optimistic about the likelihood and potential extent of rate
cuts in the neat future.

Fiscal Policy

3+⇓

3-⇓

U.S. fiscal policy has been expansive for the last 5-7 years. However, it is likely
to turn restrictive by 2020 due to the large budget deficit and pressures over
entitlement programs.

Leverage &
Credit

3
⇑

2+⇓

Risk has increased, but conditions are still favorable. Credit is still plentiful, but
banks are starting to tighten credit in certain sectors (CRE1, autos, and credit cards).
Corporations have been re-leveraging. Corporate leverage is high in the emerging
economies.

Inflation

3
⇑

2-⇓

Inflationary pressures and inflationary expectations have lessened over the past
year, which lessens the pressures on Central Banks.

Real Estate

3+⇑

2+⇓

Affordability has improved with lower mortgage rates, and the supply-demand
balance looks healthy in the medium and long-term. One concern relates to the
high cost of housing for first-time buyers.

Corporate
Activity

4-
⇑

4-
⇑

Corporate activity continues to be supportive. Lower regulations and tax reforms
have been significant positives. One serious concern is the high level of corporate
leverage.

4-
⇑

Market “correction” and higher earnings brought valuation to a more moderate
level at the end of last year, but the market-multiple has expanded since then. Still,
we believe market valuation is fair relative to inflation, interest rates, and other
investment opportunities.

Valuation

3+⇓

Cycle
(10-2+credit)

2-⇓

2-

We believe the probability of a recession in the U.S. over the next 12 months is
low (<15-20%), barring a geo-political event. The Yield Curve has flattened and/or
inverted; however, this seems more the result of Fed action than the presage of a
recession. Moreover, we expect the curve to steepen if the Fed cuts rates.

Market
Technicals

3+⇑

3-⇑

Market technicals have improved. Market trend is positive, breadth has improved,
and investors’ sentiment is still cautious in spite of the market hitting record highs.

1

CRE=Commercial Real Estate
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OUR STRATEGIC SUMMARY
We remain constructive on equities in the medium-term, but believe caution is important. Due to technical factors
(passive flows, quantitative and automated trading, lower trading inventories) and the new “culture” that focuses more
on headlines than on real content, we anticipate more sharp and unexpected corrections in the future (akin to 4Q18).
We advocate using this type of market movement to take advantage of lower prices, so keep some opportunistic-cash
available. For fixed income, we recommend focusing on medium-term treasuries or treasury-like securities.

(1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔)
KEY

Dec
2018

COMMENTS

Equities-U.S.

3+⇑

3-⇔

U.S. equities have recovered smartly in 2019, supported by easier monetary policy,
lower interest rates, and decent earnings performance. We remain constructive in the
medium term relative to fixed income, but we still expect mediocre rates of return over
the long-term.

EquitiesGlobal

3-⇑

2-⇔

We expect international markets to start closing the performance gap versus the U.S. in
the near future, especially if (as we expect) the U.S. Dollar weakens over the next few
months.

2-⇔

The bond market had a substantial rally the past few months as inflation expectations
lessened. However, we don’t believe the bond market offers a compelling investment
opportunity on a risk-return basis. The “term-premium”2 continues to be negative in
most developed bond markets, partially distorted by Central Banks’ buying, and you get
paid very little by the market to bear credit risk. We recommend investors focus on the
short-end of the curve (1-4 years), TIPS & selective credit opportunities.

2-

Supply-demand conditions are still favorable in housing and commercial real estate.
Affordability and rising construction costs are headwinds. With regard to Commercial
Real Estate (CRE), cap rates look low for most sub-sectors. We are focusing on higher
quality assets, and low-leverage opportunities.

U.S. Bond
Market

Real Estate

2

NOW

3-⇑

3+⇑

U.S. $

3+⇓

4+
⇑

The U.S. Dollar has weakened somewhat with changes in monetary policy, and we
expect this weakening trend to continue, albeit not in a straight line for now. Long term
the U.S. Dollar looks expensive on a purchasing-power-parity basis. Fiscal and trade
deficits should also constrain long-term appreciation.

Gold

3+⇑

3+⇑

Gold has rallied, helped by political trade tensions, and a weakening U.S. Dollar. We
continue to recommend holding some gold within an investment portfolio.

Commodities

3-⇔

2-

Commodities have recovered somewhat, but the trend in commodity prices continues to
be neutral at best.

EquitiesStyle

 We are currently neutral between Growth & Value.
 We continue to favor large & medium cap stocks at this stage of the cycle, but small caps are likely to
outperform in a market rebound.
 We favor “Dividend Growers” vs. “Dividend Payers”, and seek “Growth at a Reasonable Price” (GARP),
strong balance sheets, and companies generating free-cash-flow.
 We will increase our non-U.S. exposure selectively. U.S. investors are over-exposed to the domestic market.

EquitiesSector

FAVOR: Financials, Energy, Health Care, and selective Tech.
INTERESTING:Japan, European banking.
DISLIKE: Utilities, selective Consumer Discretionary.

The “premium” that investors demand to buy long-term bonds versus rolling-over based on the expected short-term rates.
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KEY INVESTMENT TAKEAWAYS
For the most part, we recommend disregarding short-term movements in the equity markets. Today’s short-term
fluctuations are driven in large part by flows in and out of passive investments, quant strategies fueled by momentuminvesting, and a new culture that focuses on “headlines” instead of fundamental news and analysis. This short-term
volatility (i.e. “noise”), although it could generate anxiety, also creates long-term investment opportunities.



We are still in the midst of a “secular bull” market
in equities (start date: March 2009).



Over the next year, the probability of a U.S. and/
or global recession is relatively low. Market
downturns in non-recession years tend to be
shallower and of less duration.



We remain constructive on equities in the
medium-term, and advocate increasing equity
exposure when there is ample liquidity and a
long-tern horizon.



Political and geo-political risks are high and could
have a meaningful impact on markets.



We remain optimistic about an eventual rebound
of late-cyclical stocks in the latter part of this
economic cycle, driven by tax reform and an
increase in capital expenditures. However, we
would see this rotation as temporary given the
stage of the economic cycle, and foresee favoring
a less-cyclical, less-risky positioning over the
longer-term. At this time we continue to favor
technology, financials, health care and energy,
but we are also warming up to industrials and
materials.



International markets, including emerging markets,
should offer attractive investment opportunities in
the long-term.



Barring a recession, we do not expect long-term
interest rates to remain at current low levels as
inflationary pressures should resume at some
point in the near future. Moreover, reduced
buying by central banks and the increasing fiscal
deficits should distort the current favorable
demand-supply balances.



Credit risk has risen with increasing leverage
at the corporate and consumer level, but credit
conditions remain favorable in the short-term.
We favor government and agency bonds with
good liquidity, and selective corporates. We also
favor TIPS and callable bonds.



For the most part, we recommend disregarding
short-term movements in equity markets. Today’s
short-term fluctuations are driven in good part
by flows in and out of passive investments, quant
strategies fueled by momentum-investing, and a
new culture that focuses on “headlines” instead of
fundamental news and analysis. This short-term
volatility (i.e. “noise”), although it could generate
anxiety, also creates long-term investment
opportunities.



Even though we are positive on equities in
the short- and medium-term, we have serious
concerns about the economy and markets
over the longer-term. Political “populism”, low
productivity, extreme expansionary global
monetary policies, and fiscal irresponsibility are
dangerous headwinds for global economies and
for equity markets.



We continue to be opportunistic and patient and,
as always, are keeping an eye on your long-term
objectives.
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NEW INCLUDED SERVICE! YOUR BASELINE FINANCIAL PLAN
VINCE MARSDEN, Partner, SVP Financial Planning
MAUREEN MATAMOROS, CFP®, MSM, Senior Financial Planning Advisor
FPCM now provides an initial BASELINE FINANCIAL PLAN to all
of our asset management clients, as a NO-COST included service.
This Baseline Planning complements our existing fee-based Financial Planning offerings:
• Comprehensive Financial Planning with Annual Reviews
• Ongoing Family Financial Planning
• Project-Based Financial Consulting
Financial Planning With FPCM
FPCM’s Financial Planning process is focused on
gaining an in-depth understanding of your unique
life circumstances and goals, and on determining how
they should influence the decisions you and we make
about managing your finances and investments. We
run long-term financial modeling, helping you build
concrete action plans to address your most-pressing
short-term challenges and opportunities and to fund
your future needs and plans.
Depending on the level of Financial Planning you choose, we explore a wide range of important topics
and can conduct deep-dive analyses on the issues most relevant to your needs:
 Current Cash Flows (Income and Expenses) – and how they are likely to change over time
 Liquidity and your Access to Appropriate Emergency Funds
 Funding your Lifestyle – the things you want to do for others and for yourself
 Your Risk Exposures - how to best balance Self-Funding versus Insurance Solutions
 Education Savings - for you, your children, your grandchildren
 Successfully Funding your Retirement Years
 Investment Planning - current and recommended Investment Allocations
 Preparing for Future Healthcare Costs
 Family Gifting and Charitable Giving Strategies
 Estate Planning - to protect both you and your intended beneficiaries
 Income, Gift and Estate Tax Planning
Getting Started is Easy!
As a part of FPCM’s onboarding process, all new clients will work with our Financial Planning and
Investment teams to develop a Baseline Financial Plan.
For our existing clients, we encourage you to reach out to your Portfolio Manager to discuss your
financial planning needs, and to schedule time to work with our financial planning staff.
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We hope you have enjoyed this publication. Please contact us with your questions and with your
thoughts and ideas at contact@fpcm.net. We look forward to hearing from you!
Thank you for your continued confidence and support.

Your

FP/CM Team

Financial Partners Capital Management
150 East 52nd Street, New York, NY 10022
t 646-277-7310 | f 646-277-7315 | fpcm .net | LinkedIn

Disclaimers:
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