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Catching Value’s Next Wave

Michael J. Fleisher |

Value stocks have lagged growth stocks for some time, but the disparity has become particularly acute this
year. Growth stocks have rebounded from their March lows while value stocks generally remain below the
breakeven point as measured by the Russell 1000 Growth and Russell 1000 Value Indices.

Russell 1000 Value vs. Russell 1000 Growth Rolling 5-Year Returns
1 %, As of 7/31/2020
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Growth Well Above Breakeven While Value Still Below
2 %, As of 8/19/2020
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Still Room to Catch the Deep Value Wave

Furthermore, within value, the cheapest quartile stocks generally remain up to nearly 20% below breakeven from
their March lows. Certain sectors, including energy and financials, have lagged significantly. This disparity
suggests a shift may be yet to come from broad value to deep value stocks—and the snapback in deep value
stocks could be significant.



Lowest Price-to-Book Stocks 18% from Breakeven YTD within Russell 1000
3 % by Quartile, As of 8/19/2020
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Financials and Energy Significantly Underperforming YTD
4 %, As of 8/19/2020
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But the Snapback May Be Sharp and Quick

When the shift to value occurs, it could come suddenly. A comparison of the historical return patterns of high
price-to-book stocks with lower-priced stocks shows that value stocks tend to recover more sharply. And, their
rebounds may be recouped over shorter time spans than growth stocks, which tend to see outperformance
extended more gradually over longer time periods.

Growth Stocks Rebound Gradually
5 % Rolling 3-Year Excess Returns, High Price-to-Book Stocks, As of 6/30/2020
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Value Stocks Rebound Sharply and Quickly
6 % Rolling 3-Year Excess Returns, Low Price-to-Book Stock, As of 06/30/2020
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Not One or the Other

Rather than a choice between growth or value, there is likely a role for both. However, even carefully blended
portfolios may be unknowingly or significantly overweight to growth stocks given the extended outperformance
of higher-priced stocks and the tendency for major equity indices to be skewed heavily toward growth.
Revisiting value exposure, particularly within deeply valued sectors, may be beneficial for several reasons.
Investors, particularly those who missed the strong recovery in growth stocks, may be at risk of missing the
rebound in value stocks given their tendency for sharp, quick reversals. Value’s recovery may not require an
outright collapse in the outperformance of technology stocks but only a slowdown in the pace of gains for
growth stocks. Furthermore, growth stocks have been behaving defensively, similar to a bond proxy, during the
pandemic. When this relationship decouples, and gains in higher-priced stocks begin to slow, investors
overweight to growth may find themselves overexposed to risk.

Groupthink is bad, especially at investment management firms. Brandywine Global therefore takes special care
to ensure our corporate culture and investment processes support the articulation of diverse viewpoints. This
blog is no different. The opinions expressed by our bloggers may sometimes challenge active positioning within
one or more of our strategies. Each blogger represents one market view amongst many expressed at Brandywine
Global. Although individual opinions will differ, our investment process and macro outlook will remain driven by
a team approach.
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Social Media Guidelines

Brandywine Global Investment Management, LLC ("Brandywine Global") is an investment adviser registered with the U.S.
Securities and Exchange Commission ("SEC"). Brandywine Global may use Social Media sites to convey relevant
information regarding portfolio manager insights, corporate information and other content.

Any content published or views expressed by Brandywine Global on any Social Media platform are for informational
purposes only and subject to change based on market and economic conditions as well as other factors. They are not
intended as a complete analysis of every material fact regarding any country, region, market, industry, investment or
strategy. This information should not be considered a solicitation or an offer to provide any Brandywine Global service
in any jurisdiction where it would be unlawful to do so under the laws of that jurisdiction. Additionally, any views
expressed by Brandywine Global or its employees should not be construed as investment advice or a recommendation
for any specific security or sector.

Brandywine Global will monitor its Social Media pages and any third-party content or comments posted on its Social
Media pages. Brandywine Global reserves the right to delete any comment or post that it, in its sole discretion, deems
inappropriate or prevent from posting any person who posts inappropriate or offensive content. Any opinions expressed
by persons submitting comments don't necessarily represent the views of Brandywine Global. Brandywine Global is not
affiliated with any of the Social Media sites it uses and is, therefore, not responsible for the content, terms of use or
privacy or security policies of such sites. You are advised to review such terms and policies.



