
History not learned, is history repeated. And the 
relevant analogs that look to be about to repeat are the 
periods from 1942-1955 and the decades of the 1960s 
and 1970s. The first could be described as an era of 
financial repression -defined as the Federal Reserve 
policy of suppressing interest rates while tolerating some 
inflation- and the later which saw rising interest rates and 
bond yields. 

Both time frames produced inflation, and it is clear that 
Value stocks and in particular small-capitalization Value 
stocks, which were outstanding inflation hedges during 
those periods. Left behind were large-cap Growth stocks 
-exactly the opposite of what we have seen over the past 
dozen years. 

While small cap Value stocks have outperformed over 
the past six months, they have a lot of catching-up to do. 
It is our position that the case can be made here that we 
are witnessing a rotation in financial markets, and one 
that may become a long-term feature. The analogs in 
the three charts below show that during previous 
regimes of financial repression (artificially low interest 
rates) and rising inflation, Value beat Growth and small 
cap stocks beat large. Also, more generally, stocks beat 
both bonds and commodities (though commodities were 
better than bonds). We think this is something to keep in 
mind if the current era of monetary inflation continues. 

Our model portfolios include small capitalization stocks with 
a Value focus. This allocation is found in every Dimensional 
(DFA) fund, and they are well positioned to capitalize on an 
economic environment that favours both. Value investing is 
an investment paradigm that involves buying securities that 
appear underpriced by some form of fundamental analysis. 
Pioneered by legendary investor Benjamin Graham, his 
seminal book, Security Analysis, is considered the investing 
Bible, and Graham is regarded as the most important thinker 
on applied portfolio management. A hardcover edition of the 
2nd edition (first published in 1934) can be ordered from 
Amazon <here>. 

Portfolio allocation is the primary determinant of portfolio returns and we are 
confident that our asset allocations are positioned to capture upside returns from 
capital markets. We expect large cap Value to do well too, and 
our EdgePoint positions are chock-a-block with value stocks. Of course there is no 
crystal ball when it comes to investing (though I do have a Lucky 8-Ball in my office 
drawer!), but history can be instructive. The final word on this comes from 
American author Mark Twain who said: history doesn’t repeat itself, but it often 
rhymes. 

Be safe, be well!
Martin 
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https://www.amazon.ca/Security-Analysis-Classic-Benjamin-Graham/dp/007141228X

