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Oliver: Let’s talk investing in financials as the group has taken forefront in the rotation 
along with energy companies and other cyclical groups. Joining us from the 
Hennessy Large Cap Financial (HLFNX) and Hennessy Small Cap Financial 
(HSFNX) Funds, David Ellison is the portfolio manager. David, welcome back to 
the show this morning.   

 
David: Morning, Oliver. How are you? 
 
Oliver: I’m doing well, David. You’ve done a great job beating the group over the past 

year in your fund. And, from what I understand and from our discussions, a lot 
of that has come from financial technology companies like Square, PayPal 
inclusion. So, how do you now look at the portfolio? What do you want to be in 
as some of those companies are the ones kind of falling to the back over the 
last month? 

 
David: I think last year they just had a tremendous run and of course I can’t predict 

these things, so it was a little bit of timing and luck. But I think the traditional 
financial stocks have been on fire this year. I think people look at these smaller 
companies as a consolidation phase, but they also view it, I think, as a place of 
safety. You know what the earnings are going to be. You know the valuations 
are okay. And, so you’re not worried about earnings’ misses. You’re not 
worried about them trading at seven- or eight-times revenues and doing an 
acquisition or selling stock.  

 
 So, I look at these companies as they are very safe companies from a 

fundamental perspective. Credit’s not a problem. People worry about loan 
growth and margins, but the big “boogieman” in this industry has always been 
credit, and we just went through it last year. That’s why they went down a lot. 
They’re recovering because credit wasn’t a problem because I think the rest of 
the market is so highly valued relative to history. Unfortunately, I’m old enough 
to have known a lot of these cycles and I think it just scares people less than 
the other things that are happening in the market that seems to occur on a 
daily basis.  

 
So, we’ll see how it plays out.  But there isn’t anything exciting happening in 
the space and I think that’s why people are either not selling or buying it 
because there’s nothing really that can go wrong here in the next six to nine 
months.  

 
Oliver:   You’re talking for these smaller mid-cap type of regional banks?  
 
David:   Correct.  
 
Oliver: I guess, it’s just so the threat would be what? Just a macro threat is the point 

here that there’s nothing specific or there’s no real secular risk or stock risk in 
these companies? What about if this whole yield curve blowing out has been a 
head fake? What if Powell comes out and says something to calm things down 
and all of a sudden those margins start getting crunched again? 

 
David: Well, again, I think rates have moved, but they really haven’t helped. The prime 
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hasn’t gone up. The LIBOR has actually come down a bit in the last couple of 
months. So, it’s not like they’re benefiting on the asset side. What they’re 
benefiting from is on the liability side and to me I think the change here from 
2008 when rates went to zero, people thought it was temporary and, in a 
sense, it was as rates started to go up. And, so the banks were struggling near 
the end of that cycle because deposit costs started to get tight and it was going 
to impinge on their margins.  

 
 Now, I think there’s more of a belief rates are going to stay low for a very long 

time and so the cost of funds isn’t going to be a problem, so it isn’t as 
important that they have a rise in asset yield. I think it’s a different cycle this 
time. But, again, I think the pandemic has shown that these companies do not 
have credit problems and they have loan growth problems. … If anything, I 
argue that with mortgage rates at 2.5%, you shouldn’t be putting a lot of those 
on your books anyway. 

 
 I think the scare in the market to me is the economy’s heating up, the virus is 

going away, and people are concerned the economy’s going to be roaring by 
June or let’s say July 4th and the Fed’s going to be in a tough position of saying, 
well, the economy’s great. Oil prices are up. Gas prices are up. You hear the 
container business worldwide is very tight. People can’t get simple items at 
Home Depot, they’re out of inventory. If states continue to open, it’s going to 
get hotter and hotter and hotter and it’s going to be harder and harder for the 
Fed to justify not doing anything. If inflation hits, the market’s going to have to 
struggle with that and I’d rather own something at 10- or 11-times earnings in 
book value than own something at eight times revenue. I think that’s what the 
market’s dealing with now.  

 
Oliver: And, this is where I think that the conversation comes back to some of the big-

caps. So, the small-cap and mid-cap spaces you’re talking about very much cut 
from a different type of cloth, right? More as you talk about here about 
consolidation for some of these. The core fundamentals that haven’t even 
really been realized as this yield curve starts to expand. I look at the small-cap 
fund and your relative strength next to banks and financials overall just keeps 
going up and up. The large-cap fund is a bit of a different story where the 
relative strength has faded a bit over the last couple of months as those old 
school banks start outperforming some of the fintechs.  

 
 If the small cap value add is going to be that you have those lower valuations, 

you’re not at risk if there is a hotter than expected economy and rates go up. 
What about for the big-caps? Are you going to keep Square in there? Are you 
going to keep the high valuation tech-geared companies in there, David, or is it 
time to take a Morgan Stanley or one of the other banks or even a Citigroup, 
one of these beaten down ones that’s done well and put them at the top 
instead? 

 
David: I think that’s what’s happening in the fund. I think if you go back a year ago, 
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Square, PayPal were in the two largest positions and now it’s Bank of America 
and Wells Fargo. And, I do own the other names that you’ve mentioned.  

 
Oliver: So, they’re becoming less of the fund? 
 
David: Yes, they’re becoming less of the fund because the other ones are going up. So, 

again, I’ve got about 30 names in the portfolio, this is the large-cap fund, and 
they’re all around four percent. So, if you get any sort of relative move, the 
positions change pretty dramatically. That’s the way I sort of learned and was 
taught to do it at Fidelity. You somewhat let the market determine which 
names are going to be near the top of the fund. I was buying Wells Fargo at 
$21.00 three or four or five months ago and now it’s almost at double, which is 
crazy given what’s happened to some of these other names. But, again, I think 
the valuation is on your side.  

 
 For fintech I look at Visa, MasterCard and their big positions in the portfolio. 

They’re going to be big beneficiaries of a better economy. They’re not sensitive 
to rates. They’re not sensitive to the yield curve. Their valuations may be a little 
higher, but they’re nothing like what you’re seeing in the tech sector or the 
SPACS or whatever else you want to bring up.  

 
Oliver: Yes.  
 
David: I think the valuation protection is comforting to people and certainly with the 

market doing what it’s doing I’m just not worried because I’m not worried 
about valuation. Only Wells Fargo here at a little over book value and probably 
11 times next year’s earnings, I’m not worried about a 10% or 15% correction in 
the market because there are stocks that are going to correct a lot more if 
there’s a bonafied correction in the market given what we see happening out 
there.  

 
Oliver: Okay. David, good info. Like the insight here and the way you view group and 

the adaptation over the last couple of months and how these winds are 
blowing a little bit of a different direction. Always good to chat. Thank you, Mr. 
Ellison, Portfolio Manager for Hennessy Large and Small-Cap Financial Funds.  

 
David: Thanks, Oliver.  
 

 
 
 
To watch the interview, visit TDAmeritradeNetwork.com, search for "Ellison" 
and select the interview dated March 4, 2021. 
 

 
 

http://www.tdameritradenetwork.com/
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Important Disclosures 
 
Investors should consider the investment objectives, risks, charges and expenses 
carefully before investing. This and other important information can be found in the 
Funds’ statutory and summary prospectuses. Click here for the prospectus. Please read 
the prospectus carefully before investing.   

Mutual fund investing involves risk. Principal loss is possible. Investments are focused in the 
financial services industry; Sector funds may be subject to a higher degree of market risk. 

Opinions expressed are those of the author or Hennessy Funds, and are subject to change, are not 
intended to be a forecast of future events, a guarantee of future results, nor investment advice.  

For Index definitions and a glossary of terms, click here 

The Hennessy Funds are distributed by Quasar Distributors, LLC.  
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http://go.hennessyfunds.com/StatutoryProspectus
https://www.hennessyfunds.com/glossary

