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WILL VALUE STOCKS BEAT GROWTH STOCKS IN 2022?
BY: ROBERT STOLL, CFP® CFA
On Wall Street, it’s always fun sport to take the first
trading days of a New Year and muse about what
they might mean for the rest of the year. Most of the
time, early January trading doesn’t mean a lot. But as
we are in the midst of several cross-currents hitting
the economy and stock market, we shouldn’t avoid
thinking about what signals are being sent by the stock
market. One of the biggest questions on the minds of
investors is, “Will Value Stocks Beat Growth Stocks in
2022?” We’ll look at this question and take a broader
look at the makeup of the stock market as we head
into the New Year.

expanded aggressively. They’re a “growth” company.
Other examples of companies in their growth phase
are Tesla, Facebook, and Netflix.
On the flip side, we can look at McDonald’s. They had
their big growth phase from the 60s through the 90s,
but have blanketed every corner with a restaurant.
Now, they grow, but much more slowly. We’d call them
a “value” stock. Other “value” stocks would be big
banks like Chase, an oil company like Exxon Mobil, or
an Industrial company like Honeywell. They’re older
and steadier.

What’s the Difference Between a Growth Stock and a If we were to generalize each type of stock, we’d say
Value Stock?
that growth stocks are given a higher valuation multiple
than value stocks. What I mean by that is for every $1
Companies go through life cycles, much as people do. of profit or sales, a Growth company would be worth
When they’re young and just getting going, they’re more than a “value” stock earning the same amount
growing. In the Chicagoland area, we can think of a of money. You’ll pay more for growth today, thinking
company like Portillo’s. As locals, we’ve enjoyed their you’ll get more profit in the future.
Italian Beefs for decades, but only recently have they
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What’s the Historical Performance of Growth vs. The Great Recession of 2008-2009 was particularly
Value Stocks?
harmful to Value stocks, which were dominated by big
banks that were getting bailed out by the government.
Investors go through cycles of preferring one type of Then, things stabilized for a few years. But in mid-2013,
stock over the other. While many of us follow a big the Federal Reserve capitulated on its threat to tighten
index like the S&P 500, there’s actually a lot going on monetary policy, getting frightened by a modest hiccup
underneath the surface. Namely, a never-ending battle in stock and bond markets. That proved a turning
between growth stocks and value stocks.
point for growth. From mid-2013 through December
2021, Growth stocks have annihilated Value stocks,
These cycles between value and growth can last a outperforming by 77% that time.
long time and create massive out-performance of one
versus the other. Let’s look at what’s happened the Can Tech Stocks Continue to Dominate the Stock
last 28 years. If the line’s moving higher, that means Market?
Growth stocks are beating Value Stocks. If the line is
going down, Value stocks are beating Growth stocks. As Growth has surged in recent years, voices calling
for a turn towards Value stocks have grown
louder. You can put me in this camp as well.
“These growth stocks can’t possibly keep
going up forever!”
I will refrain from making another (wrong)
prediction about a turn in the stock market’s
leadership. But it’s worth going behind
the numbers to appreciate how much the
structure of the market has changed in the
last decade.

We can see three distinct cycles in the last 30 years.
The first lasted from the mid-90s to early 2000. This
was the advent of the Internet – the “New Economy”
– if you’re old enough to remember. Growth
companies such as Intel, AOL, and others
powered the market higher, leaving “old
economy” stocks like banks in the dust. All
told, Growth outperformed value by almost
70%.
After the peak of the Tech Bubble in early
2000, the script flipped 180 degrees.
Suddenly, people realized they were paying
way too much for stocks that didn’t have the
growth they hoped for. The verdict was swift.
Growth stocks lost most of their 1990s gains
in the matter of one year and continued to
underperform until mid-2007. During this
time, Value stocks beat growth stocks by a
whopping 93%.
Page 2

The most striking change I’ve seen in the
last decade is the composition of the S&P
500 Index by sector. Having spent my entire
24 year career in the “market,” I’ve had the
privilege of seeing sectors move in and out of
favor with investors.
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As you might imagine with Growth
dominating in recent years, Technology
stocks make up the largest part of the
market, close to 30% of the entire value of
the index. In fact, Growth stocks dominate
the index. The chart below is color coded
to show you Growth sectors (blue) and
Value sectors (orange.)
This isn’t the first time Technology has
been this large. Coincidentally, it reached
almost the same weight – 29.2% – at the
end of 1999, the peak of the Tech Bubble.
Just two years later, the sector accounted
for just 14% of the S&P 500 index, an epic
collapse in such a short time.
Throughout history, other sectors have gone through
similar cycles. The cycle most dear to my heart was
seeing the Financial Sector go from a 13% weight in
1999 to 23% weight before the 2008 Housing crisis.
At the stock market’s nadir in March 2009, Financials
accounted for just 9% of the index weight!

place. But this is easily the lowest it’s ever been. In
a world that remains starved for energy, are we to
believe the value of this entire sector is just 2.5% of
the stock market?

Another example. We’ve all heard about supply chain
disruptions and shortages of everything from sneakers
to toys. But did you know that current auto inventories
are 94% below normal as car manufacturers haven’t
been able to get parts to build them? What’s going to
Point is, the sector “working” today isn’t necessarily the happen to those “old” stocks – the Fords and General
sector that’s going to work tomorrow. Especially when Motors of the world – when people realize that
it dominates the market, as appears to be happening production needs to be ‘pedal to the metal’ for years
today.
to compensate for these inventory issues?
Is Value Being Undervalued?
Looking at the above chart again, we
see a lot of Value sectors clustered
on the right-hand side. Real Estate,
Energy, Materials, and Utilities. I’d
also throw Industrials into this mix.
Investors give all these “old economy”
sectors little value, yet they’re very
important parts of our everyday lives.
Just look at your natural gas heating
bill for December, if you don’t believe
me.
The most striking example I see today is Energy
stocks. Despite all the noise about getting to “net zero”
emissions, oil & gas is just as important to the economy
as it has ever been. Many investors have been dumping
these stocks to create “green” portfolios. All of which
has driven the Energy sector weight to a 3 decade low.

And finally, I’ll circle back to my old friend, the Financial
Sector. This sector has been uninvestable for almost
15 years. First collapsing with the housing crash. Then
suffering from the Federal Reserve’s zero interest rate
policy. But now, the Fed is clearly signaling higher
rates and yet the Financial sector is at one of its lowest
weights in the last 30 years.

Since the Energy sector is volatile and driven by oil
prices, its weight in the S&P has been all over the
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As these small-ish, “old economy” value
sectors see fundamental business prospects
improve, it’s just a matter of time until they
catch the attention of Tech investors.
How FDS Manages Sector Concentration
Risk
As part of our investment process, we
don’t make market-timing “calls” on which
stocks or sectors are going to do better or
worse from year-to-year. It’s impossible to
be consistently right on those calls. So we
focus on different types of stocks and bonds
– “asset classes,” we call them – and make
sure we’re well-diversified by investing a
portion of client money in each of those
asset classes.
What we don’t do is blindly buy passive index funds
in each of those asset classes. Yes, we own these
in client portfolios. But we first ask, “is this fund
adequately diversified within the asset class we’re
trying to target?” Sometimes, the answer is “no.”

1999, they could’ve bought an equal-weighted S&P
500 Index fund and ended up with over $150 ten years
later.
Why did this performance divergence happen?
Because there was an important turn in investor
preference away from Growth stocks and towards
Value stocks in early 2000. Suddenly, owning Old
Economy was the cool thing to do!

A good example of this is the S&P 500 Index we’ve
been talking about in this piece. This is a Large Cap How FDS Helps Manage Your Investments
U.S. stock index that is often one of the biggest – if not
This is just one example of how FDS pays close
the biggest – asset class in any investor’s portfolio.
attention to how we manage client investments. We
You’ve seen that Technology stocks make up nearly take the same, thoughtful approach with each asset
30% of the index. Historically, that’s about as high class and every investment we choose for client
as any sector weight has been. Even worse, the top portfolios.
5 stocks in the S&P 500 make up nearly 25% of the
index. So if you put $100 into an S&P 500 index fund, Investors have been blessed with a huge run higher
you’re getting $25 of Amazon, Apple, Google, Tesla, in stocks over the last several years. This is allowing
many near-retirees to pull-forward their retirement
and Microsoft and $75 of the other 495 companies.
date by a year or two. To get out of the rat race.
I mentioned earlier that Tech made up almost 30% of
the S&P 500 Index in 1999, only to lose half its weight We at FDS can help you transition to this new phase
in two years. How did that impact the passive S&P 500 of life and make sure you don’t unnecessarily give
back gains from recent years. Let us do a deep-dive
index fund investor?
analysis of your current investment portfolio to make
An investor who stuck $100 in a run-of-the-mill S&P sure you’re not overly concentrated in sectors or
500 Index fund at the end of 1999 ended up with a fund stocks that might not be tomorrow’s leaders.
worth $90 ten years later. Think about that. They made
no money for a decade in one of the most important
asset classes in their portfolio.
If, however, this same investor was paying attention
and saw how concentrated the market had gotten in
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GET ORGANIZED: YOUR ACCOUNTANT WILL THANK YOU!
BY: STEPHEN SMALENBERGER, EA
showing your income and expenses related to
It’s that time of year when you’re thinking about filing
those.
your tax return. I don’t know how many times I’ve seen
someone bring in a box of unopened mail or receipts
and give it to their accountant. What if you came in 3. Investments:
• 1099’s showing interest and dividends
earlier, organized, and understanding your situation?
How much better would things be? If that interests
you and that caught your attention then this is for you. 4. Retirement: 1099’s for withdrawals or distributions
from retirement accounts
You may be completing a tax organizer from your
• Pension payments received
accountant, drafting an email, or putting all of these
• Social Security benefits received
• Provide information for IRA contributions you’ve
things in a folder.
made
Here are five main areas to get organized:
• Provide information for any roth conversions
completed
1. Personal: Write these things down as there aren’t
5. Deductions:
any tax documents to support these:
• Medical expenses paid out of pocket that aren’t
• Have you moved or had a child?
reimbursed by insurance
•
Home:
collect property tax payments, mortgage
• Has your marital status changed?
interest statement
• Are you supporting an older family member?
• Charitable contribution donation receipts and
acknowledgements
2. Work: If you’re employed, self-employed, have
• Compile Receipts and a summary of Non-Cash
rental properties collect the following items:
donations for items like clothing or furniture to
the Salvation Army or Goodwill
• Employed: A W-2 for each of your jobs
•

Self-Employed: Put together a profit and loss
report, showing all the inflows and outflows,
income and expenses for the year.

•

Rental Properties:

Put together a summary

This is a quick summary of a few types of documents
to gather. If you want a more comprehensive list visit
our website to download that. We hope that will help
you gather your documents, understand your situation,
and help your accountant file your return earlier.
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WHEN DO I NEED TO ISSUE A 1099?
BY: STEPHEN SMALENBERGER, EA
When do I need to issue a 1099 is a very common
question by business owners. A 1099 states the
payment you’ve made throughout the year to nonemployees. It is a tax document that tells the IRS what
you paid to the individual. This includes individuals
such as contractors or subcontractors. A 1099 is simply
a summary of payments. Once your total payments
to an individual get over a certain threshold the IRS
requires you to issue a 1099. Once it is over $600 for
the year you need to issue a 1099. So, this is the dollar
amount to answer the question of when do I need to
issue a 1099?
When do I need to issue a 1099 by?
Once you exceed that $600 amount you need to
issue the 1099 by January 31st after year-end. So
you get through the end of December and add up
all the payments for that year, then create a 1099
and send that to your contractors. You have 30
days. If you can’t get that done there needs to be
an extension requested by the IRS. This is just one
piece of your tax preparation that’s needed to help
you get your tax return completed in a timely manner!
What will I need to issue a 1099?
You need to have a W-9 on file. A W-9 is simply the
name, address, and social security number of the
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individual working for you. It’s best to get that sooner
than later, like when you hire the individual. Having
that W-9 to begin with will allow you to quickly and
easily send their 1099. Filing your tax forms and
returns timely helps everyone!
How do I issue a 1099?
Another common question is how do we do this? You
can always print out a form, handwrite it, then send
it or mail it into the IRS and to your contractor. Even
easier is that you can also do it online either at www.
irs.gov or through online bookkeeping softwares or
apps. If you don’t have any of these systems in place
we can help you with that so next year is easier.
Once payments have exceeded $600 you’ll issue the
1099 to individuals and it will be a deductible expense
to you. You do need to issue 1099s each year as
required. If you were ever audited the IRS is going to
look at your expenses and if one of these hasn’t been
issued you will have penalties and fines.
If you have any questions or need help with any of
these forms please feel free to reach out to us.
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UPDATE YOUR MONTHLY CONTRIBUTIONS
BY: TREVORE MEYER, CFP®, CKA®
Did you know the maximum amount that can be
contributed to retirement accounts can change from
year to year? It’s true. So do you update your monthly
contributions to your retirement accounts? Taking
advantage of these contribution limit increases can
make a big impact over your working career. Today,
I want to walk through this with you to make sure you
are indeed maxing out these accounts when able!

Traditional IRAs and Roth IRAs
For the year 2022, the maximum amount that can be
contributed to Traditional and/or Roth IRAs is $6,000
or if over the age of 50 an additional $1,000 for a total
of $7,000.

Following the same process, we take the amount
already contributed year-to-date and subtract that
For the year 2022, the maximum amount that can be from the contribution limit. This amount is then divided
contributed to a 401(k) is $20,500. If you’re over age by the number of months remaining before the end
50, you get to contribute an additional $6,500 for a of the year to determine how much is needed on a
total of $27,000. If we are just looking at the $20,500 monthly basis.
that works out to $1,708 per month. What can you do
While contributions to IRAs can technically be made up
if you’re not on-track to maximize your 401(k)?
until April 15th after year-end, many of our clients like to
complete their contributions during the calendar year.
Update your monthly contributions example
Not only do we find that this is easier to conceptualize,
Start by taking a look at your paystub, the most recent but it also helps with cashflow and budget planning.
would be the most helpful. There is a line on there that
indicates how much you are contributing both for the Unlike employer plans, like the 401(k), both the
current period and another for the year-to-date. Find Traditional & Roth IRAs are subject to income phaseouts. This means as your income increases, you may
the year-to-date number and write it down.
make too much or exceed thresholds disallowing you
Let’s assume you’ve contributed $12,000. Next, take from receiving a tax deduction for contributions in the
the annual limit of $20,500 and subtract the $12,000. case of Traditional IRAs or even being able to make
This results in $8,500 which represents how much a contribution at all in the case of Roth IRAs. For this
we’d need to add or before year-end. Let’s also reason, it’s important to know where you fall on the
say that in our example that there’s only 5 more pay phase-outs. Contributions after you’ve met threshold
periods remaining for the year. Dividing the $8,500 by limits would be considered “in excess” and would
these 5 remaining pay periods, results in $1,700. This need to be subsequently taken back out or else you
means that our payroll deferrals need to be at least could incur penalties & interest.
$1,700 a pay period to stay on-track and hit our target
of $20,500. If you notice the current period’s amount is We understand there’s a lot of detailed information
less than this, you’ll want to make an adjustment soon. here. The point is to help you determine if you’re onKeep in mind that the changes may not be immediate, track to maximize your retirement contributions in any
so be sure to work with your payroll department to particular year. If you need help to figure out what
determine the appropriate amount to elect to meet makes the most sense for you and to max out your
401(k), Traditional IRA or Roth IRA, please reach out to
your goal.
us. We would be happy to help you!
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FREQUENTLY ASKED QUESTIONS
Are you a Fiduciary?
Yes, we are! This means we have a duty to act in your best interest. A person acting in a fiduciary
capacity is held to a high standard of honesty and full disclosure in regard to the client and must not
obtain a personal benefit at the expense of the client.
You’re Fee-Only: What does that mean?
We have chosen to be a fee-only advisory firm. This means we do not accept any fees or compensation
based on product sales. While we know our clients need products like insurance we do not receive any
benefit from any source when you buy a product.
How does Financial Planning Work Virtually?
With advances in technology, it is amazing how much we can accomplish virtually! We are able to share
everything we do in person, virtually. We simply use screen sharing and video software so we can see
you and look at the same documents, together. Most forms can also be electronically signed.
Are you taking on new clients?
Yes! We are happy to work with friends or relatives that you think would benefit from a Financial Advisor
relationship. A quick phone call is all it takes to see if they are a great fit.

WANT TO SHARE THIS WITH SOMEONE?
Know someone who wants to receive this newsletter? Send us the mailing address at team@financialdesignstudio.com
If you prefer to no longer receive this newsletter please email us at team@financialdesignstudio.com

21660 W. Field Parkway
Suite 118
Deer Park, IL 60010
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