
Portfolio Manager: Mark Boyar, President, Boyar Asset Management
 Jonathan Boyar, Principal, Boyar Asset Management
    

Investment Objective: Long-term capital appreciation by primarily investing
 in multi-cap stocks that Mr. Boyar perceives to be
 undervalued relative to their intrinsic value
    

Inception Date: 5/5/98
    

Minimum Investment: 5,000 ($3,000 for IRAs)
    

Nasdaq Symbol: BOYAX

Performance Performance 
UpdateUpdate
September 30, 2020September 30, 2020

A Multi-Cap Value Fund Seeking
Long-Term Capital Appreciation

A Multi-Cap Value Fund Seeking
Long-Term Capital Appreciation

BOYAXBOYAX

The Boyar Value FundThe Boyar Value Fund

HISTORICAL COMPETITIVE RETURNS

Average Annual Returns (periods ended 9/30/20)

Share price and investment return will fluctuate such that an investor’s shares may        
be worth more or less than their original cost upon redemption. Performance data 
quoted represents past performance. The S&P Composite 1500 Value index was 
launched after the fund was started and therefore a since inception date is not 
available
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Past performance is not indicative of future 
results. Current performance may be lower or 
higher than the performance data quoted. For 
current, to the most recent month end, 
performance please go to 
www.boyarassetmanagement.com. The Boyar 
Value Fund has a maximum sales charge of 
5.00%. The total annual fund operating 
expense is 1.80%. After-tax returns are 
calculated using the highest historical 
individual federal income tax rate and do not 
reflect the additional impact of state and local 
taxes. Actual after-tax returns depend on a 
shareholder’s tax situation and may differ from 
those shown. After-tax returns are not relevant 
for shareholders who hold fund shares in 
tax-deferred accounts or to shares held by 
non-taxable entities. It is important to note that 
the Fund is currently waiving a portion of fees 
and at such time as the fee waiver is no longer 
in place, future returns may be lower than past 
returns.

The S&P Composite 500 and the S&P 1500 
Value Index are both unmanaged index of 
stocks trading in the United States. Index 
performance illustrated is hypothetical and is 
not indicative of any mutual fund investment. 
Investors cannot invest in an index. The Russell 
1000 Growth index measures the performance 
of the Russell 1000’s growth segment. The 
Russell 1000 Value index measures the 
performance of the Russell 1000’s value 
segment.

The value of the portfolio will fluctuate as the 
underlying securities move in response to 
overall market movements and other factors 
beyond the control of the advisor, and 
investments in the fund may result in the loss 
of principal. The fund may invest in stocks of 
several different capitalization levels and it is 
important to note that historically, small- and 
mid-cap stocks have experienced greater 
volatility than stocks of larger, more 
established companies.

The Boyar Value Fund is a Lipper Leader in Tax Efficiency 
for the 3 year and overall periods out of 542 funds.

The Boyar Value Fund is a Lipper Leader in Tax Efficiency 
for the 5 year period out of 455 funds.

The Boyar Value Fund is a Lipper Leader in Tax Efficiency 
for the 10 year period out of 331 funds.

The Boyar Value Fund is a Lipper Leader in Capital 
Preservation for the 10 year period out of 7163 funds.

The Lipper ratings are subject to change every month and 
are based on an equal-weighted average of percentile ranks 
for the Tax Efficiency metrics over three-, five-, and 
ten-year periods (if applicable). The highest 20% of funds 
in each peer group are named Lipper Leaders, the next 
20% receive a score of 4, the middle 20% are scored 3, 
the next 20% are scored 2, and the lowest 20% are 
scored 1.

Lipper Leader ratings are not intended to predict 
future results and Lipper does not guarantee the accuracy 
of this information. 

Lipper ratings for Tax Efficiency reflect a fund’s historical 
success in postponing taxable distributions relative to 
peers, as of 9/30/2020. Tax Efficiency offers no benefit 
to investors in tax-sheltered accounts such as 401(k) 
plans.

Every investment carries some market risk. Fund will 
fluctuate over time. An investment in the Fund should be 
part of an overall investment strategy. Before investing, 
please consider the following special risks in determining 
the appropriateness of an investment in the Fund. We 
cannot give you any assurance that the Adviser’s 
investment strategy will succeed.

The Boyar Value Fund received the following ratings for 
Capital Preservation in the 3 year, 5 year and Overall 
period 5/5/98 - 9/30/20 (number of funds rated) 3 
(12,141), 4 (10,516) and 4 (12,141).

More information is available at www.lipperleaders.com. 
Lipper Leader ratings © 2020 Reuters, All Rights Reserved.

At NAV  -2.77% 5.44% 9.17% 6.07%

Inclusive of sales charges  -7.64% 4.36% 8.62% 5.83%

After taxes on distribution  -8.53% 3.62% 8.12% 5.25%

After taxes on distribution    

   and the sale of shares  -3.90% 3.35% 7.02% 4.68%

S&P Composite 1500 Value

    Index TR  -3.78% 8.51% 10.22% N/A

S&P 500 TR Index  15.15% 14.15% 13.74% 7.06%

Overall



THE STATE OF THE U.S. CONSUMER

 During the quarter, people took advantage of historically low interest rates to 
purchase new homes. Purchase mortgage applications, after having declined by 
35% Y/Y during the height of the pandemic, are currently up 21% Y/Y. People 
are also refinancing their existing mortgages at extremely low rates, which in 
effect increases their current disposable income. According to an article on 
CNBC.com (citing the Mortgage Bankers Association), refinancing volume was 
50% higher than a year ago. Incredibly, the average rate for a 30-year fixed 
mortgage with a conforming loan balance was a mere 3.01%.  

 Not only are consumers saving on their interest payments, but dramatic 
decreases in the price of oil have also extended a virtual tax cut to American 
consumers. As of October 12, 2020, a barrel of oil sold for $39.43, versus $76.41 
in October 2018. Although people are admittedly driving less amid the 
lockdowns, decreases in oil prices and mortgage interest expenses are a boost to 
consumers.  

 The economy remains far from rosy, of course, with perhaps years needed to 
return to pre-pandemic economic levels, but certain data points show that the 
economy has improved remarkably just since March and April. For example, at 
one-point U.S. seated dining   places (people eating in restaurants) were basically 
shut down, but their current year-over-year percentage change is now “only” 
down 38%. At one-point hotel occupancy decreased 69% year over year, but 
now that figure stands at a negative 30%. No one would call these figures 
anything but dire, but at least we’re now heading in the right direction. 

Top T en Equity Holdings  (As of 9/30/20)

Holdings 

The above illustrates the Fund’s ten largest equity holdings, as a percentage of total assets, as of 9/30/20 and are subject to change.

 

The above illustrates the Fund’s industry weightings, as a percentage of total assets, as of 9/30/20 and are subject to change.

Total       44.90%

Mark began his career as a securities analyst in 1968. In 1975, he founded Asset 

Analysis Focus, a subscription-based, institutional research service focused on 

value investing. He quickly began managing money for high net worth clients 

and later formed Boyar Asset Management, a registered investment advisor, in 

1983. He began managing the Boyar Value Fund in1998. His opinions are 

often sought by such media outlets as Barron’s Business Week, CNBC, Forbes, 

Financial World, The New York Times and The  Wall Street Journal.

Mark Boyar

(As of 9/30/20)

Entertainment Content 9.22%

Cash & Cash Equivalents  13.57%

Software 8.33%

Retail-Discretionary 8.25%

Leisure Facilities & Services 8.22%Asset Management 6.02%

Home & O�ce Products 3.80%
Transportation & Logistics 3.94%

E-Commerce Discretionary 2.65%

Cable & Satellite  3.44%

Institutional Financial Services 1.78%

Retail-Consumer Staples 0.91%

Biotech & Pharma 5.74%

Food  2.10%

Semiconductors 1.69%

Health Care Facilities & Services 1.54%

Technology Hardware 2.00%

Apparel & Textile Products 1.54%

Beverages 1.05%
Wholesale-Consumer Staples 1.01%

Banking 7.85%

Industry Weightings

Internet Media & Services 2.18%

1. Microsoft Corporation 8.33%
2. Home Depot, Inc. (The) 7.21%
3. Ameriprise Financial, Inc, 5.33%
4. Walt Disney Company (The) 4.80%
5. JPMorgan Chase & Company 4.21%
6. Comcast Corporation 3.44%
7. United Parcel Service, Inc. 3.39%
8. Bank of America Corporation 2.86%
9. McDonald's Corporation 2.68%
10. eBay Inc 2.65%

OVERVIEW

 Boyar Asset Management, like most companies, continues to work remotely. In 
all other respects, though, it’s business as usual: we are in constant contact, with our 
analysts working diligently to uncover bargains we can add to the portfolio and 
stress-testing existing positions. We look forward to returning to our New York 
City office as soon as circumstances allow. 

BOYAR VALUE FUND PERFORMANCE
  

 U.S. stocks turned in a second consecutive quarter of dramatic gains, 
continuing a historic stock market recovery that few predicted during thedepthsof 
the March downturn. These advances built on even bigger gains experienced 
during the prior period, adding up to the best two-quarter performance since 
2009. Growth stocks kept outperforming value stocks during the third quarter, 
and by a wide margin. However, U.S. stocks also recorded their worst September 
in nearly a decade, with value stocks outpacing growth stocks for the month as 
investors turned away from the fast-growing technology companies that had long 
driven the market higher.

 The Boyar Value Fund gained 5.51% for the 3rd quarter versus an increase of 
8.93% for the S&P 500 & a gain of 4.55% for the S&P 1500 Value. For the year, 
the fund is down 8.88% versus a gain of 5.57% for the S&P 500 and a decline of 
12.29% for the S&P 1500 value. The underperformance versus the S&P 500 is 
directly attributable to our significant underweighting in technology companies as 
well as valueoriented shares being out of favor.

THE ELECTION A CATALYST FOR THE 
RETURN OF VALUE INVESTING?

 Many have speculated about how the stock market will react to the outcome 
of the upcoming presidential election.  We have heard equally convincing 
arguments for the market’s rising or falling if either party takes control of the 
White House. Simply put, no one knows how a market will react to the results of 
an election; instead, investors should focus on buying good businesses at 
reasonable prices that can compound nicely regardless of who resides at 1600 
Pennsylvania Avenue.

 Some have suggested that a “blue wave” may put the Democrats in control of 
the House of Representatives, the Senate, and the presidency. History offers some 
insights into past market responses to a single party’s control of both the executive 
and the legislative branches.

 According to FactSet, since 1948 Republicans have controlled both branches 
11% of the time, with the S&P advancing 12.9% on average, and Democrats have 
controlled both 27% of the time, with the S&P 500 returning 9.8%. Interestingly, 
the worst stock market returns have come during periods of divided government, 
at an average of 7.8%. 

 Ksenia Galouchko, writing in Bloomberg, suggests that a victory by Joe Biden 
could begin a rotation toward parts of the equity market that have lagged citing 
strategists at JPMorgan Chase & Company. Goldman Sachs similarly predicted 
that a U.S. Democratic sweep would favor both European cyclicals and value 
stocks. It is worth noting, that value stocks have not been this cheap versus growth 
stocks since prior to the dotcom meltdown. After which, value stocks made up for 
lost time.

Leisure Products 1.37%

CREDIT MARKETS 

 The long-term results of the Federal Reserve’s actions are unknowable, but 
we think its dramatic and decisive actions averted a potential Great Depression. 
Unlike in 2008, the credit markets did not freeze. In fact, corporate bond 
issuance was up dramatically from the prior year. Through August 2020, 
according to J.P. Morgan, corporate bond issuance totaled $1.4 trillion and 
high-yield bond issuance $279 billion, compared with $771 billion and $173 
billion, respectively, for the same period in 2019. The Fed’s actions could 
certainly bring plenty of future negative consequences, but we think its actions 
kept the economy afloat. 

Technology Services 0.65% Household Products 0.51%
Containers & Packaging 0.31%

Chemicals 0.21%
Real Estate Owners & Developers 0.12%

 As we’ve already noted, the near-term economic outlook is far from rosy.  The 
third quarter of 2020 was the worst on record for bankruptcies. This year has 
seen 199 bankruptcy filings so far by companies with more than $50 million in 
liabilities—the most for any comparable period since 2009 according to 
Bloomberg. The damage was even worse for smaller businesses: bankruptcy 
filings for companies of all sizes in September increased 78% compared with the 
same month last year. Fitch ratings has warned that its 3-year 2020-2022 
cumulative U.S. default rates for term loans and high-yield bonds now stand at 
17%-20%and 15%-18%, respectively. 

INVESTOR EUPHORIA? 

 Retail investors have jumped on the stock market bandwagon, summoning 
memories of the dotcom era, when many people left their jobs to become day 
traders. According to Bloomberg Intelligence, retail investors now account for about 
20% of equity trading—a figure that investment bank Jefferies puts as high as 
40%. Many suggest that this rise in trading has been fueled by zero-commission 
trades as well as boredom amid the COVID-19 lockdowns. 

 According to Sarah Ponczek and Vildana Hajric, writing for Bloomberg, in 
September clients of TD Ameritrade increased their market exposure for a fifth 
consecutive month. Indeed, the firm’s measure of client positioning was at its 
most bullish in 2 years. In September, the most popular stocks were Tesla, Apple, 
and Amazon (all of which dropped at least 16% during the September selloff).

 We see other signs of frothiness in the marketplace, such as the proliferation 
of SPACs, or special purpose acquisition companies—sometimes referred to as 
blank-check companies. These shell companies have no operations yet plan to 
go public, intending to acquire or merge with a company using the proceeds of 
their initial public offering. A number of these businesses have soared to dizzying 
heights, fueled by nothing more than hopes and dreams. 

 According to Renaissance Capital, 168 IPOs have been priced this year, a 
+31.3% change from last year. Proceeds totaled $57.0 billion—a 36.0% rise. This 
year’s 209 IPO filings represent a 18.8% advance from a year ago, and we have 
seen 142 SPAC IPOs—the most in any sector. Because only a finite amount of 
money is earmarked for the U.S. stock market, any significant increase in the 
number of new issues brought to the marketplace can diminish the funds 
allocated for businesses that are already trading.

 Some might interpret this speculative fever as a sign that significant amounts 
of money have poured into the U.S. stock market, but the reverse is true: during 
the third quarter alone, investors withdrew a net $121 billion from stock mutual 
funds and exchange-traded funds, according to Investment Company Institute 
estimates. Interestingly, even amid historically low interest rates, investors added 
a net $218 billion in bond funds during the quarter. That said, investors have an 

uncanny ability to zig when they should zag. Historically, bull markets do not 
end when investors withdraw from the stock market; they end with investor 
exuberance. 

OUTLOOK

 As of October 12, 2020, the S&P 500 sold for 22.1x forward earnings, far 
above its 25-year average of 16.49x, according to J.P. Morgan Asset Management. 
Amid a global pandemic that has brought significant unemployment and caused 
record numbers of bankruptcies, we can think of more than one reason the 
market might sell at elevated levels—most notably historically low interest rates. 
Thanks to unprecedented actions taken by the Federal Reserve, the 10-year 
Treasury yields a measly 0.8% versus its historical average of 5.91% (since 1958). 
Faced with such low rates, retirees and pension funds cannot earn acceptable 
returns via traditionally “safe” vehicles. In 2000, for instance, a saver could expect 
to earn slightly less than $6,000 for every $100,000 in a savings account, but 
today that figure is a measly $220. These negligible returns have forced investors 
to purchase risk assets such as equities, a trend that has driven their prices to 
artificially high levels.

 The S&P 500’s current high valuation does not bode well for future index 
returns. When the S&P 500 has sold at 22.1x earnings or more, future 5-year 
returns have been either muted or negative. Remember the biggest 
determinant of future equity returns is the price paid. It is no 
coincidence in our view that the two times the S&P 500 sold at ~11x, the next 
5 years’ annualized returns were in the high teens.  

 As we’ve mentioned in past letters, the S&P 500’s returns have been driven 
largely by a handful of stocks, mostly in the technology sector.  The S&P 500 
hasn’t been controlled by so few companies since at least 1990. Today the S&P 
500’s 5 largest components represent 23% of the index, and the top 10 
companies represent 29.4%. 
  
 The index hasn’t always been this concentrated, though. In 1990, the top 5 
companies represented about 12% of the index and the top 10 only ~18%. Today, 
however, with so few companies having such a large weighting, returns are more 
reflective of the 20 or 30 highest-weighted stocks, giving short shrift to the 480 
or 470 other companies that make up the index. Even so, the S&P 500’s 
top-heaviness is nothing compared with that seen in the Chinese stock market. 
According to Shuli Ren of Bloomberg, as of August 31, 2020, the top three stocks 
(Alibaba, Tencent, and Meituan Dianping) in the benchmark MSCI China 
Index had more than a 38% weighting.

 While the S&P 500 sells for 22.1x earnings, companies within the 
Information Technology sector (which has advanced 36% YTD) trade for 27.5x 
earnings versus their 20-yr average of 18.9x, according to data from J.P. Morgan. 
Facebook, Alphabet, Apple, Microsoft, and Amazon which in total comprise 
~23% of the index sell for an average of 40.4x times earnings (Amazon’s 81x 

earnings skews the average a bit, but even the group’s median multiple of 
earnings is an elevated 32.5x)  and are up an average of ~47% this year.

 We don’t expect extraordinary future returns from the S&P 500 based on 
current valuation levels, but we do believe that future satisfactory returns 
can be achieved by looking outside the index or by investing in certain 
companies within it that have underperformed the index. 

Although the index’s return has been driven largely by a handful of highflying 
technology companies, we’re not predicting a widespread dotcom-style 
meltdown: today’s technology companies are significantly better businesses than 
their counterparts from that bygone era. We just do not believe they will 
continue to be the market leaders. 

 Today’s information technology companies have a smaller  weighting than we 
saw at the height of the technology bubble, but they  contribute far more to the 
S&P 500’s earnings than their counterparts did during the tech bubble. 
 
 We expect that over the next 3-5 years, shares in select companies and sectors 
that have been out of favor (while still selling for reasonable valuations) will 
make up for lost time, and technology companies will underperform the market.    

 WHERE DO WE GO FROM HERE? 

 So where do we go from here? During our combined 60+ years in the 
investment business, growth has trounced value for extended periods on more 
than one occasion. The two most extreme cases came during the 1960s, with the 
emergence of a group of stocks affectionately dubbed the Nifty Fifty, and the 
1990s, when Internet stocks were all the rage. In both cases, these market 
darlings significantly outperformed most stocks for multiple years while value 
stocks lagged badly.
 
 The P/E ratios accorded the Nifty Fifty were significantly higher than the 
market in general, with one member reaching more than 100x. Just like today, 
this small group of stocks drove the bull market of the late 1960s and early 
1970s—but it all came crashing down in the 1973-1974 bear market. Many of 
these stocks lost 60%-70% of their value and never recovered to their 1969 highs.
 
 The dotcom craze began in the mid-1990s and continued virtually unabated 
for roughly 5 years. Many dotcom companies had no earnings yet saw their 
valuations increase multiple times. Then the NASDAQ index, which had risen 
fivefold between 1995 and 2000, tumbled from a peak of 5,048 on March 10, 
2000, to 1,139.90 on October 4, 2002—a decline of 76.81%.
 
 In both these cases, value stocks regained their luster, and during the years that 
followed they demonstrated some of their best relative and absolute 
outperformance. Conventional investment theory suggests value stocks start to 
do better when the economy begins to recover from a downturn. That is 
because many value stocks are particularly sensitive to the ebbs and flows of 
economic activity. 

 Recently Goldman Sachs Group chief U.S. equity strategist David Kostin 
penned these words: “In our view the extreme valuation gap between the most 
expensive and least expensive stocks will most likely be closed when an 
improving economic environment causes low valuation stocks to ‘catch up’ with 
the current market leaders.” 

 We’re reminded of Mark Twain, who wrote that “history doesn’t repeat itself, 
but it often rhymes.”  With that thought in mind, we share the aim of hockey 
great Wayne Gretzky: to “skate to where the puck is going to be—not where it 
has been.” 

 As always, we’re available to answer any questions you might have. If you’d like 
to discuss these issues further, please reach out to us at 
jboyar@boyarvaluegroup.com or 212-995-8300.

N O T  F D I C - I N S U R E D  •  N O T  B A N K - G U A R A N T E E D  •  M A Y  L O S E  V A L U E

The Boyar Value fund is distributed by Northern Lights Distributors, LLC member FINRA/SIPC.  
Northern Lights Distributors and Boyar Asset Management, Inc. are not affiliated.

Investors should consider the investment objectives and policies, risk considerations, charges and expenses of this fund carefully before investing. The 
prospectus contains this and other information relevant to an investment in the fund. Please read the accompanying prospectus carefully before you invest 
or send money. If a free prospectus did not accompany this literature, please contact your securities representative or the Boyar Value Fund, 32 West 39th 
Street, 9th Floor, New York, NY 10018, 212-995-8300.   



THE STATE OF THE U.S. CONSUMER

 During the quarter, people took advantage of historically low interest rates to 
purchase new homes. Purchase mortgage applications, after having declined by 
35% Y/Y during the height of the pandemic, are currently up 21% Y/Y. People 
are also refinancing their existing mortgages at extremely low rates, which in 
effect increases their current disposable income. According to an article on 
CNBC.com (citing the Mortgage Bankers Association), refinancing volume was 
50% higher than a year ago. Incredibly, the average rate for a 30-year fixed 
mortgage with a conforming loan balance was a mere 3.01%.  

 Not only are consumers saving on their interest payments, but dramatic 
decreases in the price of oil have also extended a virtual tax cut to American 
consumers. As of October 12, 2020, a barrel of oil sold for $39.43, versus $76.41 
in October 2018. Although people are admittedly driving less amid the 
lockdowns, decreases in oil prices and mortgage interest expenses are a boost to 
consumers.  

 The economy remains far from rosy, of course, with perhaps years needed to 
return to pre-pandemic economic levels, but certain data points show that the 
economy has improved remarkably just since March and April. For example, at 
one-point U.S. seated dining   places (people eating in restaurants) were basically 
shut down, but their current year-over-year percentage change is now “only” 
down 38%. At one-point hotel occupancy decreased 69% year over year, but 
now that figure stands at a negative 30%. No one would call these figures 
anything but dire, but at least we’re now heading in the right direction. 

OVERVIEW

 Boyar Asset Management, like most companies, continues to work remotely. In 
all other respects, though, it’s business as usual: we are in constant contact, with our 
analysts working diligently to uncover bargains we can add to the portfolio and 
stress-testing existing positions. We look forward to returning to our New York 
City office as soon as circumstances allow. 

BOYAR VALUE FUND PERFORMANCE
  

 U.S. stocks turned in a second consecutive quarter of dramatic gains, 
continuing a historic stock market recovery that few predicted during thedepthsof 
the March downturn. These advances built on even bigger gains experienced 
during the prior period, adding up to the best two-quarter performance since 
2009. Growth stocks kept outperforming value stocks during the third quarter, 
and by a wide margin. However, U.S. stocks also recorded their worst September 
in nearly a decade, with value stocks outpacing growth stocks for the month as 
investors turned away from the fast-growing technology companies that had long 
driven the market higher.

 The Boyar Value Fund gained 5.51% for the 3rd quarter versus an increase of 
8.93% for the S&P 500 & a gain of 4.55% for the S&P 1500 Value. For the year, 
the fund is down 8.88% versus a gain of 5.57% for the S&P 500 and a decline of 
12.29% for the S&P 1500 value. The underperformance versus the S&P 500 is 
directly attributable to our significant underweighting in technology companies as 
well as valueoriented shares being out of favor.

THE ELECTION A CATALYST FOR THE 
RETURN OF VALUE INVESTING?

 Many have speculated about how the stock market will react to the outcome 
of the upcoming presidential election.  We have heard equally convincing 
arguments for the market’s rising or falling if either party takes control of the 
White House. Simply put, no one knows how a market will react to the results of 
an election; instead, investors should focus on buying good businesses at 
reasonable prices that can compound nicely regardless of who resides at 1600 
Pennsylvania Avenue.

 Some have suggested that a “blue wave” may put the Democrats in control of 
the House of Representatives, the Senate, and the presidency. History offers some 
insights into past market responses to a single party’s control of both the executive 
and the legislative branches.

 According to FactSet, since 1948 Republicans have controlled both branches 
11% of the time, with the S&P advancing 12.9% on average, and Democrats have 
controlled both 27% of the time, with the S&P 500 returning 9.8%. Interestingly, 
the worst stock market returns have come during periods of divided government, 
at an average of 7.8%. 

 Ksenia Galouchko, writing in Bloomberg, suggests that a victory by Joe Biden 
could begin a rotation toward parts of the equity market that have lagged citing 
strategists at JPMorgan Chase & Company. Goldman Sachs similarly predicted 
that a U.S. Democratic sweep would favor both European cyclicals and value 
stocks. It is worth noting, that value stocks have not been this cheap versus growth 
stocks since prior to the dotcom meltdown. After which, value stocks made up for 
lost time.

CREDIT MARKETS 

 The long-term results of the Federal Reserve’s actions are unknowable, but 
we think its dramatic and decisive actions averted a potential Great Depression. 
Unlike in 2008, the credit markets did not freeze. In fact, corporate bond 
issuance was up dramatically from the prior year. Through August 2020, 
according to J.P. Morgan, corporate bond issuance totaled $1.4 trillion and 
high-yield bond issuance $279 billion, compared with $771 billion and $173 
billion, respectively, for the same period in 2019. The Fed’s actions could 
certainly bring plenty of future negative consequences, but we think its actions 
kept the economy afloat. 

Source: JP Morgan Guide to the Markets. 

Source: JP Morgan Guide to the Markets. 

 As we’ve already noted, the near-term economic outlook is far from rosy.  The 
third quarter of 2020 was the worst on record for bankruptcies. This year has 
seen 199 bankruptcy filings so far by companies with more than $50 million in 
liabilities—the most for any comparable period since 2009 according to 
Bloomberg. The damage was even worse for smaller businesses: bankruptcy 
filings for companies of all sizes in September increased 78% compared with the 
same month last year. Fitch ratings has warned that its 3-year 2020-2022 
cumulative U.S. default rates for term loans and high-yield bonds now stand at 
17%-20%and 15%-18%, respectively. 

INVESTOR EUPHORIA? 

 Retail investors have jumped on the stock market bandwagon, summoning 
memories of the dotcom era, when many people left their jobs to become day 
traders. According to Bloomberg Intelligence, retail investors now account for about 
20% of equity trading—a figure that investment bank Jefferies puts as high as 
40%. Many suggest that this rise in trading has been fueled by zero-commission 
trades as well as boredom amid the COVID-19 lockdowns. 

 According to Sarah Ponczek and Vildana Hajric, writing for Bloomberg, in 
September clients of TD Ameritrade increased their market exposure for a fifth 
consecutive month. Indeed, the firm’s measure of client positioning was at its 
most bullish in 2 years. In September, the most popular stocks were Tesla, Apple, 
and Amazon (all of which dropped at least 16% during the September selloff).

 We see other signs of frothiness in the marketplace, such as the proliferation 
of SPACs, or special purpose acquisition companies—sometimes referred to as 
blank-check companies. These shell companies have no operations yet plan to 
go public, intending to acquire or merge with a company using the proceeds of 
their initial public offering. A number of these businesses have soared to dizzying 
heights, fueled by nothing more than hopes and dreams. 

 According to Renaissance Capital, 168 IPOs have been priced this year, a 
+31.3% change from last year. Proceeds totaled $57.0 billion—a 36.0% rise. This 
year’s 209 IPO filings represent a 18.8% advance from a year ago, and we have 
seen 142 SPAC IPOs—the most in any sector. Because only a finite amount of 
money is earmarked for the U.S. stock market, any significant increase in the 
number of new issues brought to the marketplace can diminish the funds 
allocated for businesses that are already trading.

 Some might interpret this speculative fever as a sign that significant amounts 
of money have poured into the U.S. stock market, but the reverse is true: during 
the third quarter alone, investors withdrew a net $121 billion from stock mutual 
funds and exchange-traded funds, according to Investment Company Institute 
estimates. Interestingly, even amid historically low interest rates, investors added 
a net $218 billion in bond funds during the quarter. That said, investors have an 

uncanny ability to zig when they should zag. Historically, bull markets do not 
end when investors withdraw from the stock market; they end with investor 
exuberance. 

OUTLOOK

 As of October 12, 2020, the S&P 500 sold for 22.1x forward earnings, far 
above its 25-year average of 16.49x, according to J.P. Morgan Asset Management. 
Amid a global pandemic that has brought significant unemployment and caused 
record numbers of bankruptcies, we can think of more than one reason the 
market might sell at elevated levels—most notably historically low interest rates. 
Thanks to unprecedented actions taken by the Federal Reserve, the 10-year 
Treasury yields a measly 0.8% versus its historical average of 5.91% (since 1958). 
Faced with such low rates, retirees and pension funds cannot earn acceptable 
returns via traditionally “safe” vehicles. In 2000, for instance, a saver could expect 
to earn slightly less than $6,000 for every $100,000 in a savings account, but 
today that figure is a measly $220. These negligible returns have forced investors 
to purchase risk assets such as equities, a trend that has driven their prices to 
artificially high levels.

 The S&P 500’s current high valuation does not bode well for future index 
returns. When the S&P 500 has sold at 22.1x earnings or more, future 5-year 
returns have been either muted or negative. Remember the biggest 
determinant of future equity returns is the price paid. It is no 
coincidence in our view that the two times the S&P 500 sold at ~11x, the next 
5 years’ annualized returns were in the high teens.  

 As we’ve mentioned in past letters, the S&P 500’s returns have been driven 
largely by a handful of stocks, mostly in the technology sector.  The S&P 500 
hasn’t been controlled by so few companies since at least 1990. Today the S&P 
500’s 5 largest components represent 23% of the index, and the top 10 
companies represent 29.4%. 
  
 The index hasn’t always been this concentrated, though. In 1990, the top 5 
companies represented about 12% of the index and the top 10 only ~18%. Today, 
however, with so few companies having such a large weighting, returns are more 
reflective of the 20 or 30 highest-weighted stocks, giving short shrift to the 480 
or 470 other companies that make up the index. Even so, the S&P 500’s 
top-heaviness is nothing compared with that seen in the Chinese stock market. 
According to Shuli Ren of Bloomberg, as of August 31, 2020, the top three stocks 
(Alibaba, Tencent, and Meituan Dianping) in the benchmark MSCI China 
Index had more than a 38% weighting.

 While the S&P 500 sells for 22.1x earnings, companies within the 
Information Technology sector (which has advanced 36% YTD) trade for 27.5x 
earnings versus their 20-yr average of 18.9x, according to data from J.P. Morgan. 
Facebook, Alphabet, Apple, Microsoft, and Amazon which in total comprise 
~23% of the index sell for an average of 40.4x times earnings (Amazon’s 81x 

earnings skews the average a bit, but even the group’s median multiple of 
earnings is an elevated 32.5x)  and are up an average of ~47% this year.

 We don’t expect extraordinary future returns from the S&P 500 based on 
current valuation levels, but we do believe that future satisfactory returns 
can be achieved by looking outside the index or by investing in certain 
companies within it that have underperformed the index. 

Although the index’s return has been driven largely by a handful of highflying 
technology companies, we’re not predicting a widespread dotcom-style 
meltdown: today’s technology companies are significantly better businesses than 
their counterparts from that bygone era. We just do not believe they will 
continue to be the market leaders. 

 Today’s information technology companies have a smaller  weighting than we 
saw at the height of the technology bubble, but they  contribute far more to the 
S&P 500’s earnings than their counterparts did during the tech bubble. 
 
 We expect that over the next 3-5 years, shares in select companies and sectors 
that have been out of favor (while still selling for reasonable valuations) will 
make up for lost time, and technology companies will underperform the market.    

 WHERE DO WE GO FROM HERE? 

 So where do we go from here? During our combined 60+ years in the 
investment business, growth has trounced value for extended periods on more 
than one occasion. The two most extreme cases came during the 1960s, with the 
emergence of a group of stocks affectionately dubbed the Nifty Fifty, and the 
1990s, when Internet stocks were all the rage. In both cases, these market 
darlings significantly outperformed most stocks for multiple years while value 
stocks lagged badly.
 
 The P/E ratios accorded the Nifty Fifty were significantly higher than the 
market in general, with one member reaching more than 100x. Just like today, 
this small group of stocks drove the bull market of the late 1960s and early 
1970s—but it all came crashing down in the 1973-1974 bear market. Many of 
these stocks lost 60%-70% of their value and never recovered to their 1969 highs.
 
 The dotcom craze began in the mid-1990s and continued virtually unabated 
for roughly 5 years. Many dotcom companies had no earnings yet saw their 
valuations increase multiple times. Then the NASDAQ index, which had risen 
fivefold between 1995 and 2000, tumbled from a peak of 5,048 on March 10, 
2000, to 1,139.90 on October 4, 2002—a decline of 76.81%.
 
 In both these cases, value stocks regained their luster, and during the years that 
followed they demonstrated some of their best relative and absolute 
outperformance. Conventional investment theory suggests value stocks start to 
do better when the economy begins to recover from a downturn. That is 
because many value stocks are particularly sensitive to the ebbs and flows of 
economic activity. 

 Recently Goldman Sachs Group chief U.S. equity strategist David Kostin 
penned these words: “In our view the extreme valuation gap between the most 
expensive and least expensive stocks will most likely be closed when an 
improving economic environment causes low valuation stocks to ‘catch up’ with 
the current market leaders.” 

 We’re reminded of Mark Twain, who wrote that “history doesn’t repeat itself, 
but it often rhymes.”  With that thought in mind, we share the aim of hockey 
great Wayne Gretzky: to “skate to where the puck is going to be—not where it 
has been.” 

 As always, we’re available to answer any questions you might have. If you’d like 
to discuss these issues further, please reach out to us at 
jboyar@boyarvaluegroup.com or 212-995-8300.



THE STATE OF THE U.S. CONSUMER

 During the quarter, people took advantage of historically low interest rates to 
purchase new homes. Purchase mortgage applications, after having declined by 
35% Y/Y during the height of the pandemic, are currently up 21% Y/Y. People 
are also refinancing their existing mortgages at extremely low rates, which in 
effect increases their current disposable income. According to an article on 
CNBC.com (citing the Mortgage Bankers Association), refinancing volume was 
50% higher than a year ago. Incredibly, the average rate for a 30-year fixed 
mortgage with a conforming loan balance was a mere 3.01%.  

 Not only are consumers saving on their interest payments, but dramatic 
decreases in the price of oil have also extended a virtual tax cut to American 
consumers. As of October 12, 2020, a barrel of oil sold for $39.43, versus $76.41 
in October 2018. Although people are admittedly driving less amid the 
lockdowns, decreases in oil prices and mortgage interest expenses are a boost to 
consumers.  

 The economy remains far from rosy, of course, with perhaps years needed to 
return to pre-pandemic economic levels, but certain data points show that the 
economy has improved remarkably just since March and April. For example, at 
one-point U.S. seated dining   places (people eating in restaurants) were basically 
shut down, but their current year-over-year percentage change is now “only” 
down 38%. At one-point hotel occupancy decreased 69% year over year, but 
now that figure stands at a negative 30%. No one would call these figures 
anything but dire, but at least we’re now heading in the right direction. 

OVERVIEW

 Boyar Asset Management, like most companies, continues to work remotely. In 
all other respects, though, it’s business as usual: we are in constant contact, with our 
analysts working diligently to uncover bargains we can add to the portfolio and 
stress-testing existing positions. We look forward to returning to our New York 
City office as soon as circumstances allow. 

BOYAR VALUE FUND PERFORMANCE
  

 U.S. stocks turned in a second consecutive quarter of dramatic gains, 
continuing a historic stock market recovery that few predicted during thedepthsof 
the March downturn. These advances built on even bigger gains experienced 
during the prior period, adding up to the best two-quarter performance since 
2009. Growth stocks kept outperforming value stocks during the third quarter, 
and by a wide margin. However, U.S. stocks also recorded their worst September 
in nearly a decade, with value stocks outpacing growth stocks for the month as 
investors turned away from the fast-growing technology companies that had long 
driven the market higher.

 The Boyar Value Fund gained 5.51% for the 3rd quarter versus an increase of 
8.93% for the S&P 500 & a gain of 4.55% for the S&P 1500 Value. For the year, 
the fund is down 8.88% versus a gain of 5.57% for the S&P 500 and a decline of 
12.29% for the S&P 1500 value. The underperformance versus the S&P 500 is 
directly attributable to our significant underweighting in technology companies as 
well as valueoriented shares being out of favor.

THE ELECTION A CATALYST FOR THE 
RETURN OF VALUE INVESTING?

 Many have speculated about how the stock market will react to the outcome 
of the upcoming presidential election.  We have heard equally convincing 
arguments for the market’s rising or falling if either party takes control of the 
White House. Simply put, no one knows how a market will react to the results of 
an election; instead, investors should focus on buying good businesses at 
reasonable prices that can compound nicely regardless of who resides at 1600 
Pennsylvania Avenue.

 Some have suggested that a “blue wave” may put the Democrats in control of 
the House of Representatives, the Senate, and the presidency. History offers some 
insights into past market responses to a single party’s control of both the executive 
and the legislative branches.

 According to FactSet, since 1948 Republicans have controlled both branches 
11% of the time, with the S&P advancing 12.9% on average, and Democrats have 
controlled both 27% of the time, with the S&P 500 returning 9.8%. Interestingly, 
the worst stock market returns have come during periods of divided government, 
at an average of 7.8%. 

 Ksenia Galouchko, writing in Bloomberg, suggests that a victory by Joe Biden 
could begin a rotation toward parts of the equity market that have lagged citing 
strategists at JPMorgan Chase & Company. Goldman Sachs similarly predicted 
that a U.S. Democratic sweep would favor both European cyclicals and value 
stocks. It is worth noting, that value stocks have not been this cheap versus growth 
stocks since prior to the dotcom meltdown. After which, value stocks made up for 
lost time.

CREDIT MARKETS 

 The long-term results of the Federal Reserve’s actions are unknowable, but 
we think its dramatic and decisive actions averted a potential Great Depression. 
Unlike in 2008, the credit markets did not freeze. In fact, corporate bond 
issuance was up dramatically from the prior year. Through August 2020, 
according to J.P. Morgan, corporate bond issuance totaled $1.4 trillion and 
high-yield bond issuance $279 billion, compared with $771 billion and $173 
billion, respectively, for the same period in 2019. The Fed’s actions could 
certainly bring plenty of future negative consequences, but we think its actions 
kept the economy afloat. 

 As we’ve already noted, the near-term economic outlook is far from rosy.  The 
third quarter of 2020 was the worst on record for bankruptcies. This year has 
seen 199 bankruptcy filings so far by companies with more than $50 million in 
liabilities—the most for any comparable period since 2009 according to 
Bloomberg. The damage was even worse for smaller businesses: bankruptcy 
filings for companies of all sizes in September increased 78% compared with the 
same month last year. Fitch ratings has warned that its 3-year 2020-2022 
cumulative U.S. default rates for term loans and high-yield bonds now stand at 
17%-20%and 15%-18%, respectively. 

INVESTOR EUPHORIA? 

 Retail investors have jumped on the stock market bandwagon, summoning 
memories of the dotcom era, when many people left their jobs to become day 
traders. According to Bloomberg Intelligence, retail investors now account for about 
20% of equity trading—a figure that investment bank Jefferies puts as high as 
40%. Many suggest that this rise in trading has been fueled by zero-commission 
trades as well as boredom amid the COVID-19 lockdowns. 

 According to Sarah Ponczek and Vildana Hajric, writing for Bloomberg, in 
September clients of TD Ameritrade increased their market exposure for a fifth 
consecutive month. Indeed, the firm’s measure of client positioning was at its 
most bullish in 2 years. In September, the most popular stocks were Tesla, Apple, 
and Amazon (all of which dropped at least 16% during the September selloff).

 We see other signs of frothiness in the marketplace, such as the proliferation 
of SPACs, or special purpose acquisition companies—sometimes referred to as 
blank-check companies. These shell companies have no operations yet plan to 
go public, intending to acquire or merge with a company using the proceeds of 
their initial public offering. A number of these businesses have soared to dizzying 
heights, fueled by nothing more than hopes and dreams. 

 According to Renaissance Capital, 168 IPOs have been priced this year, a 
+31.3% change from last year. Proceeds totaled $57.0 billion—a 36.0% rise. This 
year’s 209 IPO filings represent a 18.8% advance from a year ago, and we have 
seen 142 SPAC IPOs—the most in any sector. Because only a finite amount of 
money is earmarked for the U.S. stock market, any significant increase in the 
number of new issues brought to the marketplace can diminish the funds 
allocated for businesses that are already trading.

 Some might interpret this speculative fever as a sign that significant amounts 
of money have poured into the U.S. stock market, but the reverse is true: during 
the third quarter alone, investors withdrew a net $121 billion from stock mutual 
funds and exchange-traded funds, according to Investment Company Institute 
estimates. Interestingly, even amid historically low interest rates, investors added 
a net $218 billion in bond funds during the quarter. That said, investors have an 

uncanny ability to zig when they should zag. Historically, bull markets do not 
end when investors withdraw from the stock market; they end with investor 
exuberance. 

OUTLOOK

 As of October 12, 2020, the S&P 500 sold for 22.1x forward earnings, far 
above its 25-year average of 16.49x, according to J.P. Morgan Asset Management. 
Amid a global pandemic that has brought significant unemployment and caused 
record numbers of bankruptcies, we can think of more than one reason the 
market might sell at elevated levels—most notably historically low interest rates. 
Thanks to unprecedented actions taken by the Federal Reserve, the 10-year 
Treasury yields a measly 0.8% versus its historical average of 5.91% (since 1958). 
Faced with such low rates, retirees and pension funds cannot earn acceptable 
returns via traditionally “safe” vehicles. In 2000, for instance, a saver could expect 
to earn slightly less than $6,000 for every $100,000 in a savings account, but 
today that figure is a measly $220. These negligible returns have forced investors 
to purchase risk assets such as equities, a trend that has driven their prices to 
artificially high levels.

Source: JP Morgan Guide to the Markets. 

 The S&P 500’s current high valuation does not bode well for future index 
returns. When the S&P 500 has sold at 22.1x earnings or more, future 5-year 
returns have been either muted or negative. Remember the biggest 
determinant of future equity returns is the price paid. It is no 
coincidence in our view that the two times the S&P 500 sold at ~11x, the next 
5 years’ annualized returns were in the high teens.  

 As we’ve mentioned in past letters, the S&P 500’s returns have been driven 
largely by a handful of stocks, mostly in the technology sector.  The S&P 500 
hasn’t been controlled by so few companies since at least 1990. Today the S&P 
500’s 5 largest components represent 23% of the index, and the top 10 
companies represent 29.4%. 
  
 The index hasn’t always been this concentrated, though. In 1990, the top 5 
companies represented about 12% of the index and the top 10 only ~18%. Today, 
however, with so few companies having such a large weighting, returns are more 
reflective of the 20 or 30 highest-weighted stocks, giving short shrift to the 480 
or 470 other companies that make up the index. Even so, the S&P 500’s 
top-heaviness is nothing compared with that seen in the Chinese stock market. 
According to Shuli Ren of Bloomberg, as of August 31, 2020, the top three stocks 
(Alibaba, Tencent, and Meituan Dianping) in the benchmark MSCI China 
Index had more than a 38% weighting.

 While the S&P 500 sells for 22.1x earnings, companies within the 
Information Technology sector (which has advanced 36% YTD) trade for 27.5x 
earnings versus their 20-yr average of 18.9x, according to data from J.P. Morgan. 
Facebook, Alphabet, Apple, Microsoft, and Amazon which in total comprise 
~23% of the index sell for an average of 40.4x times earnings (Amazon’s 81x 

earnings skews the average a bit, but even the group’s median multiple of 
earnings is an elevated 32.5x)  and are up an average of ~47% this year.

 We don’t expect extraordinary future returns from the S&P 500 based on 
current valuation levels, but we do believe that future satisfactory returns 
can be achieved by looking outside the index or by investing in certain 
companies within it that have underperformed the index. 

Although the index’s return has been driven largely by a handful of highflying 
technology companies, we’re not predicting a widespread dotcom-style 
meltdown: today’s technology companies are significantly better businesses than 
their counterparts from that bygone era. We just do not believe they will 
continue to be the market leaders. 

Source: JP Morgan Guide to the Markets. 

Source: JP Morgan Guide to the Markets. 

 Today’s information technology companies have a smaller  weighting than we 
saw at the height of the technology bubble, but they  contribute far more to the 
S&P 500’s earnings than their counterparts did during the tech bubble. 
 
 We expect that over the next 3-5 years, shares in select companies and sectors 
that have been out of favor (while still selling for reasonable valuations) will 
make up for lost time, and technology companies will underperform the market.    

 WHERE DO WE GO FROM HERE? 

 So where do we go from here? During our combined 60+ years in the 
investment business, growth has trounced value for extended periods on more 
than one occasion. The two most extreme cases came during the 1960s, with the 
emergence of a group of stocks affectionately dubbed the Nifty Fifty, and the 
1990s, when Internet stocks were all the rage. In both cases, these market 
darlings significantly outperformed most stocks for multiple years while value 
stocks lagged badly.
 
 The P/E ratios accorded the Nifty Fifty were significantly higher than the 
market in general, with one member reaching more than 100x. Just like today, 
this small group of stocks drove the bull market of the late 1960s and early 
1970s—but it all came crashing down in the 1973-1974 bear market. Many of 
these stocks lost 60%-70% of their value and never recovered to their 1969 highs.
 
 The dotcom craze began in the mid-1990s and continued virtually unabated 
for roughly 5 years. Many dotcom companies had no earnings yet saw their 
valuations increase multiple times. Then the NASDAQ index, which had risen 
fivefold between 1995 and 2000, tumbled from a peak of 5,048 on March 10, 
2000, to 1,139.90 on October 4, 2002—a decline of 76.81%.
 
 In both these cases, value stocks regained their luster, and during the years that 
followed they demonstrated some of their best relative and absolute 
outperformance. Conventional investment theory suggests value stocks start to 
do better when the economy begins to recover from a downturn. That is 
because many value stocks are particularly sensitive to the ebbs and flows of 
economic activity. 

 Recently Goldman Sachs Group chief U.S. equity strategist David Kostin 
penned these words: “In our view the extreme valuation gap between the most 
expensive and least expensive stocks will most likely be closed when an 
improving economic environment causes low valuation stocks to ‘catch up’ with 
the current market leaders.” 

 We’re reminded of Mark Twain, who wrote that “history doesn’t repeat itself, 
but it often rhymes.”  With that thought in mind, we share the aim of hockey 
great Wayne Gretzky: to “skate to where the puck is going to be—not where it 
has been.” 

 As always, we’re available to answer any questions you might have. If you’d like 
to discuss these issues further, please reach out to us at 
jboyar@boyarvaluegroup.com or 212-995-8300.



THE STATE OF THE U.S. CONSUMER

 During the quarter, people took advantage of historically low interest rates to 
purchase new homes. Purchase mortgage applications, after having declined by 
35% Y/Y during the height of the pandemic, are currently up 21% Y/Y. People 
are also refinancing their existing mortgages at extremely low rates, which in 
effect increases their current disposable income. According to an article on 
CNBC.com (citing the Mortgage Bankers Association), refinancing volume was 
50% higher than a year ago. Incredibly, the average rate for a 30-year fixed 
mortgage with a conforming loan balance was a mere 3.01%.  

 Not only are consumers saving on their interest payments, but dramatic 
decreases in the price of oil have also extended a virtual tax cut to American 
consumers. As of October 12, 2020, a barrel of oil sold for $39.43, versus $76.41 
in October 2018. Although people are admittedly driving less amid the 
lockdowns, decreases in oil prices and mortgage interest expenses are a boost to 
consumers.  

 The economy remains far from rosy, of course, with perhaps years needed to 
return to pre-pandemic economic levels, but certain data points show that the 
economy has improved remarkably just since March and April. For example, at 
one-point U.S. seated dining   places (people eating in restaurants) were basically 
shut down, but their current year-over-year percentage change is now “only” 
down 38%. At one-point hotel occupancy decreased 69% year over year, but 
now that figure stands at a negative 30%. No one would call these figures 
anything but dire, but at least we’re now heading in the right direction. 

OVERVIEW

 Boyar Asset Management, like most companies, continues to work remotely. In 
all other respects, though, it’s business as usual: we are in constant contact, with our 
analysts working diligently to uncover bargains we can add to the portfolio and 
stress-testing existing positions. We look forward to returning to our New York 
City office as soon as circumstances allow. 

BOYAR VALUE FUND PERFORMANCE
  

 U.S. stocks turned in a second consecutive quarter of dramatic gains, 
continuing a historic stock market recovery that few predicted during thedepthsof 
the March downturn. These advances built on even bigger gains experienced 
during the prior period, adding up to the best two-quarter performance since 
2009. Growth stocks kept outperforming value stocks during the third quarter, 
and by a wide margin. However, U.S. stocks also recorded their worst September 
in nearly a decade, with value stocks outpacing growth stocks for the month as 
investors turned away from the fast-growing technology companies that had long 
driven the market higher.

 The Boyar Value Fund gained 5.51% for the 3rd quarter versus an increase of 
8.93% for the S&P 500 & a gain of 4.55% for the S&P 1500 Value. For the year, 
the fund is down 8.88% versus a gain of 5.57% for the S&P 500 and a decline of 
12.29% for the S&P 1500 value. The underperformance versus the S&P 500 is 
directly attributable to our significant underweighting in technology companies as 
well as valueoriented shares being out of favor.

THE ELECTION A CATALYST FOR THE 
RETURN OF VALUE INVESTING?

 Many have speculated about how the stock market will react to the outcome 
of the upcoming presidential election.  We have heard equally convincing 
arguments for the market’s rising or falling if either party takes control of the 
White House. Simply put, no one knows how a market will react to the results of 
an election; instead, investors should focus on buying good businesses at 
reasonable prices that can compound nicely regardless of who resides at 1600 
Pennsylvania Avenue.

 Some have suggested that a “blue wave” may put the Democrats in control of 
the House of Representatives, the Senate, and the presidency. History offers some 
insights into past market responses to a single party’s control of both the executive 
and the legislative branches.

 According to FactSet, since 1948 Republicans have controlled both branches 
11% of the time, with the S&P advancing 12.9% on average, and Democrats have 
controlled both 27% of the time, with the S&P 500 returning 9.8%. Interestingly, 
the worst stock market returns have come during periods of divided government, 
at an average of 7.8%. 

 Ksenia Galouchko, writing in Bloomberg, suggests that a victory by Joe Biden 
could begin a rotation toward parts of the equity market that have lagged citing 
strategists at JPMorgan Chase & Company. Goldman Sachs similarly predicted 
that a U.S. Democratic sweep would favor both European cyclicals and value 
stocks. It is worth noting, that value stocks have not been this cheap versus growth 
stocks since prior to the dotcom meltdown. After which, value stocks made up for 
lost time.

CREDIT MARKETS 

 The long-term results of the Federal Reserve’s actions are unknowable, but 
we think its dramatic and decisive actions averted a potential Great Depression. 
Unlike in 2008, the credit markets did not freeze. In fact, corporate bond 
issuance was up dramatically from the prior year. Through August 2020, 
according to J.P. Morgan, corporate bond issuance totaled $1.4 trillion and 
high-yield bond issuance $279 billion, compared with $771 billion and $173 
billion, respectively, for the same period in 2019. The Fed’s actions could 
certainly bring plenty of future negative consequences, but we think its actions 
kept the economy afloat. 
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 As we’ve already noted, the near-term economic outlook is far from rosy.  The 
third quarter of 2020 was the worst on record for bankruptcies. This year has 
seen 199 bankruptcy filings so far by companies with more than $50 million in 
liabilities—the most for any comparable period since 2009 according to 
Bloomberg. The damage was even worse for smaller businesses: bankruptcy 
filings for companies of all sizes in September increased 78% compared with the 
same month last year. Fitch ratings has warned that its 3-year 2020-2022 
cumulative U.S. default rates for term loans and high-yield bonds now stand at 
17%-20%and 15%-18%, respectively. 

INVESTOR EUPHORIA? 

 Retail investors have jumped on the stock market bandwagon, summoning 
memories of the dotcom era, when many people left their jobs to become day 
traders. According to Bloomberg Intelligence, retail investors now account for about 
20% of equity trading—a figure that investment bank Jefferies puts as high as 
40%. Many suggest that this rise in trading has been fueled by zero-commission 
trades as well as boredom amid the COVID-19 lockdowns. 

 According to Sarah Ponczek and Vildana Hajric, writing for Bloomberg, in 
September clients of TD Ameritrade increased their market exposure for a fifth 
consecutive month. Indeed, the firm’s measure of client positioning was at its 
most bullish in 2 years. In September, the most popular stocks were Tesla, Apple, 
and Amazon (all of which dropped at least 16% during the September selloff).

 We see other signs of frothiness in the marketplace, such as the proliferation 
of SPACs, or special purpose acquisition companies—sometimes referred to as 
blank-check companies. These shell companies have no operations yet plan to 
go public, intending to acquire or merge with a company using the proceeds of 
their initial public offering. A number of these businesses have soared to dizzying 
heights, fueled by nothing more than hopes and dreams. 

 According to Renaissance Capital, 168 IPOs have been priced this year, a 
+31.3% change from last year. Proceeds totaled $57.0 billion—a 36.0% rise. This 
year’s 209 IPO filings represent a 18.8% advance from a year ago, and we have 
seen 142 SPAC IPOs—the most in any sector. Because only a finite amount of 
money is earmarked for the U.S. stock market, any significant increase in the 
number of new issues brought to the marketplace can diminish the funds 
allocated for businesses that are already trading.

 Some might interpret this speculative fever as a sign that significant amounts 
of money have poured into the U.S. stock market, but the reverse is true: during 
the third quarter alone, investors withdrew a net $121 billion from stock mutual 
funds and exchange-traded funds, according to Investment Company Institute 
estimates. Interestingly, even amid historically low interest rates, investors added 
a net $218 billion in bond funds during the quarter. That said, investors have an 

uncanny ability to zig when they should zag. Historically, bull markets do not 
end when investors withdraw from the stock market; they end with investor 
exuberance. 

OUTLOOK

 As of October 12, 2020, the S&P 500 sold for 22.1x forward earnings, far 
above its 25-year average of 16.49x, according to J.P. Morgan Asset Management. 
Amid a global pandemic that has brought significant unemployment and caused 
record numbers of bankruptcies, we can think of more than one reason the 
market might sell at elevated levels—most notably historically low interest rates. 
Thanks to unprecedented actions taken by the Federal Reserve, the 10-year 
Treasury yields a measly 0.8% versus its historical average of 5.91% (since 1958). 
Faced with such low rates, retirees and pension funds cannot earn acceptable 
returns via traditionally “safe” vehicles. In 2000, for instance, a saver could expect 
to earn slightly less than $6,000 for every $100,000 in a savings account, but 
today that figure is a measly $220. These negligible returns have forced investors 
to purchase risk assets such as equities, a trend that has driven their prices to 
artificially high levels.

 The S&P 500’s current high valuation does not bode well for future index 
returns. When the S&P 500 has sold at 22.1x earnings or more, future 5-year 
returns have been either muted or negative. Remember the biggest 
determinant of future equity returns is the price paid. It is no 
coincidence in our view that the two times the S&P 500 sold at ~11x, the next 
5 years’ annualized returns were in the high teens.  

 As we’ve mentioned in past letters, the S&P 500’s returns have been driven 
largely by a handful of stocks, mostly in the technology sector.  The S&P 500 
hasn’t been controlled by so few companies since at least 1990. Today the S&P 
500’s 5 largest components represent 23% of the index, and the top 10 
companies represent 29.4%. 
  
 The index hasn’t always been this concentrated, though. In 1990, the top 5 
companies represented about 12% of the index and the top 10 only ~18%. Today, 
however, with so few companies having such a large weighting, returns are more 
reflective of the 20 or 30 highest-weighted stocks, giving short shrift to the 480 
or 470 other companies that make up the index. Even so, the S&P 500’s 
top-heaviness is nothing compared with that seen in the Chinese stock market. 
According to Shuli Ren of Bloomberg, as of August 31, 2020, the top three stocks 
(Alibaba, Tencent, and Meituan Dianping) in the benchmark MSCI China 
Index had more than a 38% weighting.

 While the S&P 500 sells for 22.1x earnings, companies within the 
Information Technology sector (which has advanced 36% YTD) trade for 27.5x 
earnings versus their 20-yr average of 18.9x, according to data from J.P. Morgan. 
Facebook, Alphabet, Apple, Microsoft, and Amazon which in total comprise 
~23% of the index sell for an average of 40.4x times earnings (Amazon’s 81x 

earnings skews the average a bit, but even the group’s median multiple of 
earnings is an elevated 32.5x)  and are up an average of ~47% this year.

 We don’t expect extraordinary future returns from the S&P 500 based on 
current valuation levels, but we do believe that future satisfactory returns 
can be achieved by looking outside the index or by investing in certain 
companies within it that have underperformed the index. 

Although the index’s return has been driven largely by a handful of highflying 
technology companies, we’re not predicting a widespread dotcom-style 
meltdown: today’s technology companies are significantly better businesses than 
their counterparts from that bygone era. We just do not believe they will 
continue to be the market leaders. 

 Today’s information technology companies have a smaller  weighting than we 
saw at the height of the technology bubble, but they  contribute far more to the 
S&P 500’s earnings than their counterparts did during the tech bubble. 
 
 We expect that over the next 3-5 years, shares in select companies and sectors 
that have been out of favor (while still selling for reasonable valuations) will 
make up for lost time, and technology companies will underperform the market.    

 WHERE DO WE GO FROM HERE? 

 So where do we go from here? During our combined 60+ years in the 
investment business, growth has trounced value for extended periods on more 
than one occasion. The two most extreme cases came during the 1960s, with the 
emergence of a group of stocks affectionately dubbed the Nifty Fifty, and the 
1990s, when Internet stocks were all the rage. In both cases, these market 
darlings significantly outperformed most stocks for multiple years while value 
stocks lagged badly.
 
 The P/E ratios accorded the Nifty Fifty were significantly higher than the 
market in general, with one member reaching more than 100x. Just like today, 
this small group of stocks drove the bull market of the late 1960s and early 
1970s—but it all came crashing down in the 1973-1974 bear market. Many of 
these stocks lost 60%-70% of their value and never recovered to their 1969 highs.
 
 The dotcom craze began in the mid-1990s and continued virtually unabated 
for roughly 5 years. Many dotcom companies had no earnings yet saw their 
valuations increase multiple times. Then the NASDAQ index, which had risen 
fivefold between 1995 and 2000, tumbled from a peak of 5,048 on March 10, 
2000, to 1,139.90 on October 4, 2002—a decline of 76.81%.
 
 In both these cases, value stocks regained their luster, and during the years that 
followed they demonstrated some of their best relative and absolute 
outperformance. Conventional investment theory suggests value stocks start to 
do better when the economy begins to recover from a downturn. That is 
because many value stocks are particularly sensitive to the ebbs and flows of 
economic activity. 

 Recently Goldman Sachs Group chief U.S. equity strategist David Kostin 
penned these words: “In our view the extreme valuation gap between the most 
expensive and least expensive stocks will most likely be closed when an 
improving economic environment causes low valuation stocks to ‘catch up’ with 
the current market leaders.” 

 We’re reminded of Mark Twain, who wrote that “history doesn’t repeat itself, 
but it often rhymes.”  With that thought in mind, we share the aim of hockey 
great Wayne Gretzky: to “skate to where the puck is going to be—not where it 
has been.” 

 As always, we’re available to answer any questions you might have. If you’d like 
to discuss these issues further, please reach out to us at 
jboyar@boyarvaluegroup.com or 212-995-8300.


