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Who has not heard of FANG stocks? The media can’t stop talking about them because they are 
currently the driving force behind stock market returns.

FANG is an acronym coined by the host of CNBC’s Mad Money, Jim Cramer, and it originally referred to four
technology-driven growth stocks: Facebook, Amazon, Netflix and Google (now called Alphabet). Since then,
the term has evolved to include other technology titans. According to Goldman Sachs’ definition, which includes
Apple and Microsoft but excludes Netflix, the so-called FANG stocks have generated roughly 40% of the gains
in the S&P 500 Index this year.

Cynics believe that these stocks are overvalued and that investors are buying them because of a fear of missing
out, or FOMO – yet another acronym! They point to narrow stock leadership, wherein overall market returns
are too dependent on the performance of these few FANG stocks, to make their case.

Market returns are often dominated by the performance of a few stocks, and there is little historical evidence
to suggest that market breadth and returns are correlated. We are agnostic on the matter and prefer to focus
on economic conditions, company fundamentals and valuations. 

We constantly ask questions and perform sanity checks with respect to our holdings. When stocks are down,
we wonder if the assumptions underlying our investments still hold true. When stocks are up, we question
whether share prices reflect reasonable forward expectations. A healthy level of anxiety permeates all good 
financial analysis. Based on our assessment of the fundamental factors that drive company and stock performance,
we don’t believe we are in another technology bubble. In fact, there are some major differences between the
mania of 1999/2000 and now.

Back then, the tech sector was full of early-stage, concept-driven companies. Remember e-Toys and Pets.com?
Just before the March 2000 bust, Barron’s published an article that listed unprofitable Internet companies and
highlighted the short amount of time they had left before they ran out of cash. In addition to this general lack
of profits, the technology sector traded at an eye-popping valuation of almost 70 times earnings. 

Today’s tech sector looks and feels different. FANG stocks are some of the largest companies in the world.
They are far more mature than the dot-com tech companies and are led by impressive owner-operators like
Amazon’s Jeff Bezos. These tech giants generate lots of cash and require little capital to grow. As a result, key
operating metrics such as profit margins are relatively higher. Most importantly, the sector trades at 24 times
earnings, which seems reasonable given the quality of the underlying businesses.
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WILL INVESTORS PARTY LIKE IT’S 1999? Continued from page 1

Back in 1999/2000, the makeup of the technology sector was skewed toward hardware and equipment 
companies. Those types of businesses tend to be more sensitive to the business cycle. Today, the technology
sector is dominated by software and services companies, which are far better businesses thanks to their 
subscription-based recurring revenues and the mission-critical nature of their offerings. Companies like Amazon,
Alphabet and Microsoft are better equipped to withstand competitive threats and economic uncertainty 
because they benefit from high switching costs and barriers to entry.

The media loves to invoke fear to sell news, and on Friday, June 9, they warned of a “bloodbath” in technology.
That day, the technology sector declined by roughly 3%, and the selling continued into the following week
with another 1% drop on Monday, June 12. 

Four percentage points is hardly a bloodbath, and the sector remains up close to 20% for the year. What the financial
media failed to recognize is that the market sell-off was not exclusive to the tech sector. Growth-oriented stocks
across various industries were also down, indicating that the selling was much broader than what was being
portrayed. A J.P. Morgan report suggested that the sell-off was triggered by a computer-driven, algorithmic
trading strategy. The same report noted that traditional, fundamentals-based human investors were responsible
for only 10% of the volume traded in the equity markets.

In our opinion, the robots were wrong to sell growth stocks. Higher growth companies have outperformed
since the 2008/2009 financial crisis, and we think that will continue to be the case for a long time. In fact, if
valuation didn’t matter, that would always be the case. But price does matter!

Around the turn of the century, the price of technology firms, and “growth” stocks in general, became way too
high. Not only did technology stocks crash and burn, but the biggest blue chips also performed poorly because
they too were grossly overpriced. 

Today the S&P 500 group of companies are priced at about 22 times earnings, far from the more than 30 times
multiple reached at the peak in early 2000. Moreover, considerably lower bond yields should justify higher
stock valuations. With the yield on long-term government bonds close to 2% today versus roughly 6% at the
turn of the century, there is an argument for significantly higher valuations.

The Odlum Brown Model Portfolio has been focused on higher-quality, higher-growth businesses since the
mid-2000s. That is when we made a big push outside of Canada and started buying big U.S. companies. At the
time, we declared “growth” the new “value” because the price of growth had come down from the stratosphere
and become reasonable. It’s a strategy that has served us well. Over the last five years, the Model has grown
at a compound annual rate of 17.5% versus 8.9% for the benchmark S&P/TSX Total Return Index. 

We are sticking with our game plan. The rationale for favouring growth-oriented businesses has strengthened
in recent years. Not only is the price of growth still reasonable, but there are fewer businesses that can deliver
decent growth in a slow-growth world. Those that can will likely become more popular, which should help
drive valuation multiples higher. Truth be told, it’s possible that investors could “party like it’s 1999” and drive
the valuations of growth companies to much higher levels. Perhaps then talk of a bubble may be justified. 

STEVEN ZICHERMAN, CFA MURRAY LEITH, CFA

Equity Analyst Executive Vice President and Director, 
@OBDifference Investment Research

@murrayleith

The Odlum Brown Model Portfolio was established by the Research Department in December 1994, with a hypothetical investment of $250,000. These are gross figures before
fees. Past performance is not indicative of future performance. Trades are made using the closing price on the day a change is announced. 

Odlum Brown Model Portfolio

S&P/TSX Total Return Index

S&P 500 Total Return Index ($CDN)

COMPOUND ANNUAL RETURNS1 (Including reinvested dividends, as of June 15, 2017)

1 Except for YTD period.  2 December 15, 1994.

YTD

4.7%

0.4%

8.4%

1YEAR

18.2%

12.0%

23.2%

3 YEAR

11.7%

3.4%

17.9%

5YEAR

17.5%

8.9%

21.2%

10YEAR

9.3%

3.7%

9.4%

20 YEAR

13.9%

6.8%

6.9%

INCEPTION2

15.3%

8.5%

9.6%

Transition to a T+2 
Settlement Cycle

Please be advised that as of September 5,

2017, the Canadian and U.S. investment 

industry will be transitioning to a T+2 

settlement cycle.

“T+2” refers to the number of business days

between when a trade (T) is executed and

the day it settles (+2). The current settlement

cycle is T+3, meaning the upcoming change

will shorten the standard settlement cycle for

securities transactions by one day. 

The direct impact on investors will be that

funds required for payment of purchases

must be received one day earlier. Please 

contact your Odlum Brown Investment 

Advisor or Portfolio Manager with any 

questions you may have. 
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Next Steps: Apply for Insurance Coverage While 
You Qualify

ODLUM BROWN FINANCIAL SERVICES LIMITED

Last month, I wrote about the importance of reviewing your insurance 
coverage needs following a major life change, such as having children.

Other such life changes include:

• a change in employer,
• starting a business,
• changes to mortgages or loans,
• marriage, separation or divorce, and
• receiving an inheritance. 

Following a review of your coverage needs with your insurance specialist, the
next step is to apply for and obtain the coverage required. It’s crucial to do 
this while you are insurable and can qualify to purchase any life, critical illness, 
disability or long-term care insurance coverage you may need. Any change in
your health status, including medical concerns that require further investigation
by a doctor, or pending medical tests, procedures or surgeries, will usually result
in the insurance company postponing or declining an insurance application until
all medical concerns are resolved with a positive outcome.

The first step in applying for insurance coverage is to complete an initial insurance
application with the help of your insurance specialist. The application is then
submitted to the insurance company’s underwriting team for a risk assessment.
Beyond the details of your requested coverage, a number of other factors will be 
reviewed and additional medical information will be requested. All of the information
provided to the insurance company is necessary to assess the insurance risk
based on your individual lifestyle factors and medical history. For example, in 
addition to medical history, the underwriter will consider factors such as your:

• occupation,
• financial information,
• family medical history,
• tobacco and alcohol consumption,
• driving history,
• foreign travel plans,
• avocations (i.e., motor vehicle racing, hand gliding, mountaineering or heli-skiing),
• the reason the insurance product is requested, and
• the insurable interest of the beneficiary. 

The second step typically requires the applicant to have various medical tests
based on their age and the amount and type of coverage they have applied to

purchase. Insurance companies contract medical professionals to perform the
exams in your home or a professional clinic setting and cover the costs of the
exams and tests they require.   

Often required is a paramedical exam. This exam is performed by a nurse, usually
at your home at a date and time that you choose. The process involves a series of
health questions, which may be similar to the information already provided on the
application, as well as blood pressure readings, height and weight measurements,
and the procurement of samples for laboratory testing. The tests performed for
an insurance application are slightly different than the standard tests done for a
routine annual medical exam by a family doctor. In total there are approximately
16 different tests performed on the samples provided, and the results are sent 
directly to the insurance underwriter. 

All of the information provided on the insurance application, along with the medical
information and lab test results, will be reviewed by the insurance underwriter to
assess the risk of issuing the policy. If you are a “good risk” based on your health
status, finances and overall lifestyle factors, the insurer will offer to issue the 
policy at standard rates by way of an insurance contract.

Many companies also offer preferred rate programs, and in many cases will offer
to issue the policy with lower than standard rates based on an individual’s current
good health status and overall risk profile. This underwriting practice has been
gaining in popularity and rewards those with better-than-average health.  

On the other hand, coverage may be offered with higher rates based on an 
individual’s medical history or health conditions, and in some cases coverage
might be declined, much to the disappointment of the person applying for 
coverage. Unfortunately, many people who have experienced a health issue 
really need and want insurance coverage but are no longer able to qualify.

My message is very simple: if you need insurance coverage to protect you or your
loved ones, do not delay. It is important to take the next step to obtain the coverage
you need while you qualify, and in many cases you will also be rewarded for your
good health and lifestyle choices!   

If you are not sure whether you have the right protection for your family, please
feel free to contact me through your Odlum Brown Investment Advisor or Portfolio
Manager.

RITA AGER, CFP, CLU, CHS, CPCA, FEA

                  Insurance Specialist  
                         Odlum Brown Financial Services Limited

Odlum Brown Financial Services Limited is a wholly-owned subsidiary of Odlum Brown Limited, offering life
insurance products, retirement, estate and financial planning exclusively to Odlum Brown clients.
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DISCLAIMER & DISCLOSURE

Odlum Brown Limited is an independent, full-service 
investment firm focused on providing professional 
investment advice and objective research. We respect

your right to be informed of relationships with the issuers or
strategies referred to in this report which might reasonably
be expected to indicate potential conflicts of interest with 
respect to the securities or any investment strategies 
discussed or recommended in this report. We do not act as a
market maker in any securities and do not provide investment
banking or advisory services to, or hold significant positions
in, the issuers covered by our research. Analysts and their 
associates may, from time to time, hold securities of issuers
discussed or recommended in this report because they per-
sonally have the conviction to follow their own research, but we
have implemented internal policies that impose restrictions
on when and how an Analyst may buy or sell securities they
cover and any such interest will be disclosed in our report in
accordance with regulatory policy. Our Analysts receive no
direct compensation based on revenue from investment
banking services. We describe our research policies in greater
detail, including a description of our rating system and how
we disseminate our research, on the Odlum Brown Limited
website at odlumbrown.com.

This report has been prepared by Odlum Brown Limited and
is intended only for persons resident and located in all the
provinces and territories of Canada, where Odlum Brown
Limited's services and products may lawfully be offered for
sale, and therein only to clients of Odlum Brown Limited. This
report is not intended for distribution to, or use by, any person
or entity in any jurisdiction or country including the United
States, where such distribution or use would be contrary 
to law or regulation or which would subject Odlum Brown
Limited to any registration requirement within such jurisdiction
or country. As no regard has been made as to the specific 
investment objectives, financial situation, and other particular
circumstances of any person who may receive this report,
clients should seek the advice of a registered investment 
advisor and other professional advisors, as applicable, regarding
the appropriateness of investing in any securities or any 
investment strategies discussed or recommended in this report.

This report is for information purposes only and is neither 
a solicitation for the purchase of securities nor an offer of 
securities. The information contained in this report has been
compiled from sources we believe to be reliable, however, we
make no guarantee, representation or warranty, expressed or
implied, as to such information’s accuracy or completeness.
All opinions and estimates contained in this report, whether
or not our own, are based on assumptions we believe to be
reasonable as of the date of the report and are subject to
change without notice.

Please note that, as at the date of this report, the Research
Analyst responsible for the recommendations herein, associates
of such Analyst and/or other individuals directly involved in
the preparation of this report may hold securities of the 
issuer(s) referred to directly or through derivatives.

No part of this publication may be reproduced without the 
express written consent of Odlum Brown Limited. Odlum Brown
Limited is a Member-Canadian Investor Protection Fund.

Odlum Brown Limited respects your time and your privacy. 
If you no longer wish us to retain and use your personal 
information preferring to have your name removed from our
mailing list, please let us know. For more information on our
Privacy Policy please visit our website at odlumbrown.com.

MJT Odlum Brown
Classic – PGA of BC
Junior Championship
August 8 – 10, 2017
Surrey, BC

Odlum Brown is celebrating its 12th year as 
Tournament Partner of the MJT Odlum Brown 

Classic – PGA of BC Junior Championship. This 54-hole, Golf Canada-ranked tournament is part of Canada’s
most played junior golf tour, the Maple Leaf Junior Golf Tour (MJT), and is held in conjunction with the 
Professional Golfers’ Association of British Columbia (PGA of BC). The MJT aims to develop champions, both in
golf and in life. The MJT Odlum Brown Classic – PGA of BC Junior Championship takes place at Northview
Golf & Country Club (6857 - 168 Street) in Surrey. Spectators are welcome. 
Visit maplejt.com for more information.

Odlum Brown VanOpen
August 12 – 20, 2017
West Vancouver, BC

Odlum Brown has proudly been the Title Partner of
this world-class tennis tournament for 15 years. In
partnership with Tennis Canada, the International
Tennis Federation and the ATP Challenger Tour, 
the Odlum Brown VanOpen is the largest tennis 
tournament in Western Canada, bringing together high-level players from around the world. The Odlum Brown
VanOpen takes place at Hollyburn Country Club (950 Cross Creek Road) in West Vancouver.
Visit vanopen.com for ticket information and event details.

Odlum Brown in the Community
We are committed to supporting initiatives that matter to our communities. With the arrival of summer, 
we are excited to sponsor these upcoming events:

http://vanopen.com/
https://www.maplejt.com/

