
April 23, 2021

Value stocks, back in
vogue?
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Though we remain in the grip of the pandemic, markets are forward-looking. Already in 2021,

investors have been prepping their portfolios for a bright, post-pandemic future, ushered in by

ultra-accommodative monetary and fiscal policies and amplified by pent-up demand. According

to Moody’s, globally, households have amassed $5.4tn in savings through the pandemic and

analysts expect that once restrictions are eased, this money will be – at least partially – released

into the economy. As the macro outlook brightens, many are pondering whether it’s time to

swivel towards Value stocks.
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Value investing typically means looking past glitzy, high-flying names to consider “unloved”

companies with less pizzazz. Value stocks tend to trade at a discount to fundamental metrics

such as book value, earnings, sales or dividends… and are most prevalent in industries such as

Financials, Materials, Airlines and Retail. Investors typically buy Value stocks when the economy

is in an expansionary phase, when corporate profits are rising, when the expectations for long-

term interest rates are moving upwards and when a “risk-on” mode permeates through

markets. In contrast to Value stocks, Growth stocks are equities of companies with strong

anticipated growth potential; a textbook example would be the FAANGs or constituents of the

NASDAQ index. Because Growth stocks derive much of their value from expectations about

future earnings, they are vulnerable to rising inflation expectations and increases in bond yields.

VALUE VERSUS GROWTH

Over a lengthy time horizon, Value styles have slightly outperformed Growth, but the

outperformance comes in long cycles which are correlated to the fixed income market. In the

past thirty years, against a prolonged bull market in bonds, Value has lagged behind Growth –

but not without bouts of overperformance.

After the world came to a standstill in 2020, the mood was definitely risk-off and Covid fears

drove Value stocks to near-record lows relative to Growth. Many stocks in the latter category

 were key beneficiaries of the stay-at-home theme (e.g. IT stocks that permitted teleworking,

online retailers, and social media networks…) while central banks adopted “whatever it takes”

policy and cut rates (bad news for banks). Across the whole of 2020, the S&P 500 Value index

delivered total returns of just 1.4%; well below the 18.4% returns of the entire S&P 500 index

and in a different orbit to the 33.5% returns offered by the Growth index.

 

VALUE STOCKS IN 2021

The performance of Value stocks is largely tethered to interest rates. These have been rising

(though not unabatedly) as the vaccination rollout gains traction and as the economic outlook

improves. As such, we have already witnessed some rotation from Growth names into Value,

though the latter is still clearly cheaper in terms of valuations. As the stay-at-home theme is

gradually replaced by a new narrative of “reopening and recovery” we see potential for Value

stocks to catch up further, though there may be some false starts.

For this reason, we have only added a Value tilt to our US exposure, believing that in this region,

the recovery narrative is more sturdy (it is expected that every adult will be eligible for

vaccination before the end of April and Joe Biden is unleashing trillions in fiscal spending).

Europe is traditionally a Value play, but we believe its pathway out of the pandemic will be less

straightforward than elsewhere – still today, ten EU member states have yet to ratify the bloc’s
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750 billion euro recovery spending. If there is a sudden reversal of optimism or a downturn in

data, it would be painful for investors to get caught on the wrong side of the Growth/ Value

trade.

Most market commentators characterize Warren Buffett as a Value investor. But as Buffett

clearly states, a smart investor should consider both Value and Growth investing, with an

opportunistic mindset when it comes to style preference, in accordance with the current

context.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352

4590 6699 ı www.bil.com.


