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"Casual Friday" Commentary

Casual Friday: Back To Business + Growth/Value Inflection? – September, 15th 2017
As summer officially ends, the pace around offices will likely accelerate for most.
Portfolio Change:

Sale of Kohl’s (KSS):

Kohl’s has rallied sharply after announcing it will partner with Amazon to sell products through select
stores and “take private” rumors within the space. Shares are up over 25% from the lows. This sharp
rally, coupled with on-going uncertainty within the retail space and too much capacity within mid-tier
retailers prompted our exit from the position.

Add to Existing Position - Nucor (NUE):
Nucor is a very well-run company in a very tough business. Historically, they have been extremely
disciplined and opportunistic: when steel prices were low and others were closing plants, they
increased plant and equipment spending, waiting for prices to turn higher. As prices got high and
competition heated up, they started to back off. We have found it takes extremely disciplined
management to survive and profit from the boom/bust cycles inherent in the materials sector. Nucor
offers a 2.80% dividend yield and is likely to benefit from a global rebound in industrial activity.
Recent Client Question

“Why should I own these lousy value stocks when growth is doing so well?”

Based on some in-bound advisor calls, we suspect client pushback on value stocks may be on the
rise. YTD Returns - Russell 1000 Growth Index up 19.88% & Russell 1000 Value Index up 6.31%.
Last week we observed noticeable outperformance of value. The market’s advance after IRMA has
value up about 1.98% and growth is up only .86%. Forces behind this near term seem to be oil’s
recovery and a higher treasury yield based in part on geo-political concerns easing. These two forces
are good for banks and energy stocks. (Both of which make up a healthy portion of the value index)
It’s a long way to close the value/growth gap, but we may be seeing the start…
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Dividend Highlights
•

Bigger picture? Growth is now the most expensive relative to value (on a price to book value basis)
going back over 15 years. While not at March 2000 extremes, valuation charts are starting to look

eerily familiar. Charts depicting pretty extreme relative valuation:
Growth / Value Charts 9.15.17

For the statistically inclined the first chart shows how growth out-trades value on the ‘left tail’ by over
3 standard deviations, meaning this has only happened less than 1% of the time in 15 years – and
that time is now. The recent spike is also dramatic. Growth out-trades value by nearly double the
premium we typically observe. (2.5x average vs 4.7x current based on price to book value).
The second chart includes the late 1990’s. It is not too much of a stretch to start thinking the
valuation gap could be a major inflection point reminiscent of 1999.

•

Dividend growth can
often
provide
transparent insight
into a company’s
fundamentals and
vitality.
Dividend growth can
provide an attractive
stream of increasing
cash flow to satisfy
many
financial
objectives.

More Important Index? – Meeting Client Goals
Advisors allocated to value, core and dividend holdings may now be summoned to impart discipline
and remind clients of the attractiveness of these assets long term.
Imagine conversations with two distinct types of clients:
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Berkshire Dividend Strategy

Client Profile 1: Pre-Retiree
Current Age: 60
Retirement age: 65
Primary Objective: growing income stream to meet annual
retirement expenses
Key Point(s): power of annual dividend growth creates
attractive rising income stream, inflation protection
Power of Enduring Dividend Growth
Client Profile 2: “Young Accumulator”
Current Age: 45
Retirement: 65
Primary Objective: accumulation of wealth
Key Point(s): power of accumulated dividends which
potentially match initial investment in year 15; underlying
appreciation long term
Power of Accumulating Dividends
Advisors are using the above charts to simply and directly
depict the value of dividend growth. Both are designed to
keep clients focused on their long term investment
objectives vs. trying to time near term market trends or
benchmarks.
Of course its likely clients have multi-asset class portfolios,
but these charts are designed to keep clients tuned into the
desirability of core holdings even during times of flattish
performance.
Have a good weekend.
-Gerry
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Berkshire Asset Management, LLC claims compliance with the Global Investment
Performance Standards (GIPS®). Berkshire Asset Management is a fee-based, SEC
registered advisory firm serving the portfolio management needs of institutional and
high-net worth clients. The Dividend Growth Composite contains portfolios invested
in Berkshire’s Dividend Growth Strategy with an equity allocation target of 90% 100%. The Dividend Growth Strategy’s primary objective is to generate a growing
stream of equity income by investing in a diversified portfolio of equities with stable,
high, and growing dividends. The benchmark is the S&P 500 Index. The index returns
are provided to represent the investment environment existing during the time periods
shown. For comparison purposes, the index is fully invested, does not include any
trading costs, management fees, or other costs, and the reinvestment of dividends
and other distributions is assumed. An investor cannot invest directly in an index.
Gross returns are presented before management and other fees but after all trading
expenses. Net returns are calculated by deducting actual management fees from
gross returns. Returns reflect the reinvestment of dividends and other earnings.
Valuations are computed and performance is reported in U.S. dollars. To receive a
complete list of composite descriptions and/or a compliant presentation, contact
Jason Reilly, CFP® Tel: 570-825-2600 or info@berkshiream.com. Past performance
does not guarantee future results.
Risks: Past performance does not guarantee future results. All investing carries risk
including risk of principal or income loss. Dividends are subject to change, are not
guaranteed, and may be cut. Investing based on dividends alone may not be
favorable as it does not include all material risks. There is no guarantee any stated (or
implied) portfolio or performance objective mentioned by Berkshire can be met.
Berkshire’s equity style may focus its investments in certain sectors or industries,
thereby increasing potential volatility relative to other strategies or indices.
Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio
Characteristics Mentioned: No statement made in this presentation shall construe
investment advice. This presentation is for informational purposes only. Views,
comments or research mentioned is not intended to be a forecast of future events.
The mention of any security or sector is not deemed as a recommendation to buy or
sell. Any reference to any security or sector is used to explain the portfolio manager’s
rationale for portfolio decisions or philosophy. Research or financial statistics cited
regarding securities or sectors do not contain all material information about them.
Any securities mentioned represent a partial list of holdings whereas Berkshire
portfolios typically contain approximately 30-40 securities in percentage weightings
ranging from 1-5%. A complete list of holdings from a representative account is
available upon request. Overall portfolio characteristics mentioned are from a
representative account deemed representative of the strategy; data may be compiled
from Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance
and aggregate characteristics of actual portfolios may vary based on a variety of
factors including market conditions, timing of client cash flows and manager
discretion. This presentation contains Berkshire opinions and use of Berkshire
estimates which are subject to change at any time. Berkshire employees may have
personal positions in any securities or sectors mentioned. Charts, presentations or
articles may be obtained from third parties and Berkshire does not guarantee their
accuracy.
*Platform restrictions may apply. Preliminary returns are based on composite
estimates only. Individual accounts will vary.
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