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Is 10 Years of Outperformance of Growth Stocks Ending? 

While we have had brief false starts before, this time investor’s rotation from growth to value sector 
stocks may be the real thing.  Why? 

As MSNBC reported on 3/25/2021, the “March Madness” in the equity market appears to be due to 
retail investors who were excited about investing in the large gains in growth/tech stocks. They are now 
getting bored and pulling back, taking some of their profits. With the pandemic and few places to spend 
money other than investments in exciting high growth/tech stocks, it seems many retail investors are 
looking to spend accumulated cash more on travel, restaurants, entertainment, etc. Meanwhile, 
institutional investors are no longer willing to pay the high valuations of growth/tech stocks and are 
gradually switching more to “value/recovery” equities.   

MSNBC also points out: 1)The S&P500 value index is trading at a record price-to-earning discount vs. 
the growth index. 2) While upward earnings estimates are soaring across all sectors, upward revisions 
are at a record ratio in favor of value vs. growth equities.   

Long-term growth/tech stocks have good potential. However, we seem to be now in a reset of their overall 
high valuations vs. the value sector that has lagged over the last 10-years.  I am therefore recommending 
taking some of the large gains from growth/tech equities and increasing allocations to both the large and 
small cap value equities.    Here are some recent reports I have researched: 

Growth Stocks Are Getting Crushed Because 
Interest Rates are Rising. 
Barron's 3/18/2021 Highlights 
Higher interest rates hurt high-growth stocks that 
generate most of their cash flow far in the future. 
Higher rates have less of an impact on slower- 
growth companies that are paying dividends 
rather than spending on the future. 

Treasury yields have risen recently in sync with 
the improving economic outlook. Interest rates on 
30-year mortgages topped 3% for the first time 
since last summer. 

Value Stocks Could Outpace Growth for Years 
Barron's 3/22/2021 Highlights 
The changing of the guard in the stock market 
could stay in place for years. 

Value stocks - more sensitive to changes in the 
economy than growth stocks - have outperformed 
growth since Sept. 23. That’s when markets seemed 
to become more optimistic about the U.S. economy 
recovering sharply from the Covid-19 pandemic. 

“Value breakout? We think yes,” Barry Bannister, 
head of institutional equity strategy at Stifel, wrote 
in a note. 

Trillions Starting To Be Pumped Into The 
Economy Dramatically Increase Economic 
Growth Projections 
Huge growth in the money supply is quickly 
driving the economy out of its 2020 hole, as the 
Federal Reserve and U.S. government have both 
pumped trillions of dollars into financial markets 
and household bank accounts. The M3 supply - 
or the amount of cash plus cash-like assets in the 
economy - has risen about 25%, to $19 trillion, 
since just before the pandemic, according to data 
from the Federal Reserve Bank of St. Louis. 

Following its March meeting, the Federal Open 
Market Committee (FMOC) raised its forecast for 
2021 real (after inflation) U.S. GDP growth by 
more than 50%, to 6.5% from its December 
estimate. A 6.5% GDP annual growth rate has 
only been achieved once - in 1984 - in the last 50 
years. In addition, the Fed is maintaining its near- 
zero interest rate policy and said "Actual and 
sustainable inflation above 2% is necessary" [i.e., 
to achieve its target unemployment rate of 3.5%].   

Unlike past cycles, when it started hiking rates in 
anticipation of higher inflation, the Fed now sees 
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greater potential benefits to the economy by 
waiting to see actual inflation sustainably achieve 
its target. 

Raymond James 3/18/2021: Value and 
“recovery” areas are perceived to have the most 
leverage to the economic recovery. We continue 
to favor Value with new purchases; and for those 
looking to trim back an overweight position in 
Growth, now is an opportunity [for Value 
investments]. 

Surge in Earnings Estimates FactSet reports:  
The S&P 500 (which is a blend of value and 
growth stocks) for Q1 2021 is expected to report 
earnings growth of 22.6%, compared to the 
estimated earnings growth rate of 15.5% on 
December 31.  This compares to actual earnings 
decline of 11% for 2020. 

Future estimated 2021 earnings growth rates: Q1 
22.6%. Q2 51.2%.  Q3 17.8% Q4 13.8%. 
Historically estimates of earning growth have 
been very conservative.  As of Q4 2020, the five-
year average of companies beating their earnings 
estimates is 74%, reports Factset. 

The Conference Board Leading Economic 
Index (LEI) released 3/18/2021 reported that  
February was the tenth straight month of 
improvement. The Board also said, "Indeed, the 
acceleration of the vaccination campaign and a 
new round of large fiscal supports are not yet fully 
reflected in the LEI." 

Action Plan Recommendations  
I can discuss with you individually  
specific recommendations based 
on your goals, objectives, and risk 
tolerance.  

Most clients and I are overweighted in growth 
stocks. We have been richly rewarded with 
mostly good returns over many years. Until 
recently. 

However, this may be the time to consider taking 
some gains of growth investments and reposition 
more into the underloved-until-now value sector, 
which has lagged growth for years and tends to 
have much lower valuations.  

My recommendation would be to combine some 
conservative large cap value equities with small 
cap value equity investments. 

Further, small caps have historically led market 
recoveries. Looking at the past three recessions 

from the market low and forward 12 months,  the 
Russell 2000 Small Cap index has risen about 
38% while the S&P 500 index is only up 22%. 

US Small-Mid Caps often have the potential for 
faster growth, and with so many more smaller 
companies than large, good research can 
potentially find hidden gems. Smaller companies' 
stocks are often more volatile with less trading 
volume, but have rewarded investors over the 
long term. 

In general, I suggest investors have a diversified 
portfolio – typically combining growth and value 
sector allocations -  using managers with long-
term track records of outperformance compared 
to the category they invest in and the risk taken 
(Alpha vs. Beta in investment terms) – not just 
raw returns. 

I avoid “dumb” index funds with no stock selection 
based on individual company outlooks, or similar 
ETF’s (only make sense for traders, not 
investors). For those seeking income or for the 
more conservative allocation in a diversified 
portfolio, I suggest various bond alternatives, 
without the interest rate risk of many bonds at this 
point in the economic cycle. 
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of any index is not indicative of the performance of any 
investment and does not take into account the effects of 
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The views and opinions expressed are as of the report's date 
and are subject to change at any time based on market or other 
conditions. The material contained herein is for informational 
purposes only and should not be construed as investment 
advice, since recommendations will vary based on the client's 
goals and objectives. Information is believed to be from reliable 
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