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Netflix Crash:
The ongoing growth vs. value rotation is an issue permeating many advisors’ minds. The big
NFLX miss is not just about one stock, it’s part of the larger story unfolding. Recall the Ozark Tiger King - Queen’s Gambit crazed days of the pandemic… How hot were growth stocks like
Netflix? On a price to book valuation basis, growth traded at 5.5x value stocks, eclipsing even
1999 valuations. Many thought value could never catch up. Value has been on a roll since
then, and positive year to date. Rotations evolve as a process rather than a specific event, and
even with the gift of hindsight it’s hard to mark starts and ends. Still, we offer a plausible time
line that could show where we go from here.
•
•
•
•
•
•
•

March 2020: Pandemic. There’s no growth. Only stay at home/growth stocks can do well.
September 2020: Vaccines develop. Maybe other sectors besides growth/tech can grow?
Value out performs growth by 8%... rotation ON!
Early 2021: Reopening trade. Multiple sectors rebound and smash earnings estimates.
Value leads.
Summer 2021: Omicron. Growth scare. Rates plunge and growth swings back in favor.
Late fall 2021: Pandemic shifts to rear view. Fed gets serious about inflation. Growth
stocks under pressure but end up big for the year.
Early 2022: Higher rates punish growth stocks. Stay at home, AARK and many meme
stocks down 30-70% from ATH’s. Nasdaq hits bear market.
March 2022: Russian invasion; rates continue higher, value actually even for the year.

Whew. What a ride. At first, the weakest more speculative highest valuation names crumbled
(think meme, exotic crypto, etc). Then the highest-octane new economy stocks got hit. But not
everyone felt the rout would hit established mainstream growth stocks. So, it’s telling an
established mega cap name like Netflix can suffer such an equal fate. While its dramatic the
stock was down +30% in a day, it’s pretty cataclysmic the stock is down 70% from its all-time
high.
The lesson? No growth stock is immune from punishing valuation resets no matter how good the
story sounds. And when the break occurs, the tallest trees usually have farthest to fall.
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Whereto from here? Growth still trades at 4.4x value on price to book. The economy is
expanding which for the moment has value continuing its run. If the economy holds up, valuation
and fundamentals say its only mid-innings for value/equity income. So yes, the growth sector
appears to be breaking bad …so don’t chill when it comes to valuation. (sorry we couldn’t resist
multiple Netflix metaphors)

(Source: Bloomberg)

Value of a Financial Advisor: True to Life
Think back to what the financial world was like in 2010. The gaping wounds of the financial
crisis were still wide open. The future was anything but certain. If anything, most people seemed
certain we were DOOMED. Equities? Dead. US equities? Even worse. Think back how so many
thought investing, and America will never be the same. Heck, we had our doubts.
Then imagine a 53-year-old recently divorced person with very modest earning power walks into
your office -- “I have $2,000,000 in investable assets, make 40k a year, but need over $125,000
a year to live. And that doesn’t even get me close to how I was living. My alimony runs out in 5
years. How am I going to replace this income?” Financial ability to assume risk?
Low. Emotional ability to assume risk? Even lower given recent life events.
What would your allocation advice have been? Be honest. Given the mess the world was in…
would it have been 100% dividend growth equities? Or would it have been more in tune with
consensus thinking and modern portfolio theory models which were likely saying buy: bonds, alts
and foreign stocks.
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Despite all the doom, gloom and uncertainty 100% equities is exactly what one of our advisors,
working in conjunction with us had the courage and foresight to recommend. I say in
conjunction with because the advisor did ask our opinion on this case (we love when that
happens!) and we pointed out how the alimony really was similar to owning bonds, which made
the “real” asset allocation closer to 70 equities, 30% bonds which - still fairly aggressive given
the state of world affairs. We also provided a range of examples of what the portfolio MIGHT be
producing in income over 5 and 10 years.
And despite a host of reasons NOT to invest in equities (how many crises did we experience in
the last decade?) the portfolio has done its job.
Tale of the tape? (Please keep in mind, past performance does not guarantee future results.)
•
•
•
•

Cumulative client spending 2010-2022: approx. $1.1 million
Cumulative dividends? Approx. $1.2 million (over 50% of the original investment)
Potential annual income for the next 12 months? $145,000
Portfolio value? $5.3 million

Should we even worry about what U.S. equity benchmarks did during this time when it was the
advisor’s courageous and contrarian decision to make the portfolio 100% equities in the first
place over time? Does the benchmark matter when all the income needs were exceeded and
never declined even during the pandemic? Was there a better combination? Of course, but
that’s easy to see only in hindsight. Of course, we can’t be cavalier about stock or sector
allocation, but when you really get down to it, isn’t the most value the advisor brought here was
the ability to have the prescience to allocate this way and the fortitude and skill to keep this
investor in the game throughout crazy times?
Charlie Munger said “compounding works best when its uninterrupted”. But like many investing
concepts…it’s so simple, but rarely easy. Kudos to this advisor… he and dividend investing truly
made a difference on a real-life human being.

Q1 Material Is Updated and Available For Use
Please visit our website: www.berkshireasset.com
Send us a quick note if you're having issues with Berkshire Marketing Material links.

Rehab for Crypto Traders?
“It’s like any other addiction,” Rojas says. “It could destroy your life if you don’t take care of it"
https://www.bnnbloomberg.ca/it-could-destroy-your-life-crypto-trading-goes-to-rehab-1.1755520
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Gerry
Gerard Mihalick, CFA
Dividend Strategy Portfolio Manager/Partner
Berkshire Asset Management, LLC
Office (570) 825 - 2600

Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This commentary is Intended for
Institutional and advisor use only. This commentary may make information of third parties available via website links. The Third-Party Content is
not created or endorsed by Berkshire nor any business offering products or services through it. The delivery of Third-Party Content is for general
informational purposes only and does not constitute a recommendation or solicitation to purchase or sell any security or make any other type of
investment or investment decision. In addition, the Third-Party Content is not intended to provide tax, legal or investment advice. the Third-Party
Content provided to is obtained from sources believed to be reliable and that no guarantees are made by Berkshire or the providers of the ThirdParty Content as to its accuracy, completeness, timeliness.
Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). Berkshire Asset
Management is a fee-based, SEC registered advisory firm serving the portfolio management needs of institutional and high-net worth clients. The
Dividend Growth Composite contains portfolios invested in Berkshire’s Dividend Growth Strategy with an equity allocation target of 90% - 100%.
The Dividend Growth Strategy’s primary objective is to generate a growing stream of equity income by investing in a diversified portfolio of equities
with stable, high, and growing dividends. The benchmark is the S&P 500 Index. The index returns are provided to represent the investment
environment existing during the time periods shown. For comparison purposes, the index is fully invested, does not include any trading costs,
management fees, or other costs, and the reinvestment of dividends and other distributions is assumed. An investor cannot invest directly in an
index. Gross returns are presented before management and other fees but after all trading expenses. Net returns are calculated by deducting
actual management fees from gross returns. Returns reflect the reinvestment of dividends and other earnings. Valuations are computed and
performance is reported in U.S. dollars. To receive a complete list of composite descriptions and/or a compliant presentation, contact Jason
Reilly, CFP® Tel: 570-825-2600 or info@berkshiream.com. Past performance does not guarantee future results.
Definitions: The S & P 500 Index is a market capitalization weighted index of the largest 500 U.S. stocks. It is a market-value weighted index
(stock price times # of shares outstanding), with each stock’s weight in the index proportionate to its market value. The index is designed to
measure changes in the economy and is representative of most major industries. Russell 1000 Growth Index measures the performance of those
Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The index was developed with a base value of
200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-to-book ratios
and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest directly in an
index. BEst (Bloomberg Estimates) Earnings Per Share (EPS Adjusted) estimate returns Earnings Per Share from Continuing Operations, which
may exclude the effects of one-time and extraordinary gains/losses. Beta is a measure of volatility vs. an index. Upside/Downside capture ratios
refer to a portfolios performance as a percentage of either positive returns (upside) or negative returns (downside) vs. an index. Standard Deviation
is a measure of total risk. Alpha, Beta and capture ratios are represented as calculated by Morningstar.
Risks: Past performance does not guarantee future results. Different types of investments involve varying degrees of risk, and there can be no
assurance that any specific investment will either be suitable or profitable for an individual’s investment portfolio. Dividends are subject to change,
are not guaranteed, and may be cut. Investing based on dividends alone may not be favorable as it does not include all material risks. There is
no guarantee any stated (or implied) portfolio or performance objective mentioned by Berkshire can be met. Berkshire’s equity style may focus
its investments in certain sectors or industries, thereby increasing potential volatility relative to other strategies or indices. The dividend strategy
may include bundled services also known as a “wrap fee program”. Because there is typically a low turnover in the strategy, this may be more
costly for some investors. No one should assume that any information presented serves as the receipt of, or a substitute for, personalized
individual advice from a qualified advisor or any other investment professional.
Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall
construe investment advice. This presentation is for informational purposes only. Views, comments or research mentioned is not intended to be
a forecast of future events. The mention of any security or sector is not deemed as a recommendation to buy or sell. Any reference to any security
or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy. Research or financial statistics cited regarding
securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list of holdings whereas
Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from
a representative account is available upon request. Overall portfolio characteristics mentioned are from a representative account deemed
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representative of the strategy; data may be compiled from Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance and
aggregate characteristics of actual portfolios may vary based on a variety of factors including market conditions, timing of client cash flows and
manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at any time.
Berkshire employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from
third parties and Berkshire does not guarantee their accuracy. *Platform restrictions may apply. Preliminary returns are based on composite
estimates only. Individual accounts will vary. Copyright © 2021 Berkshire Asset Management, LLC, All rights reserved.

