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Growth vs. Value investing: Which is better in today’s market?  

Easy answer - both. Let’s examine the 
differences, and why we recommend both in a 
diversified, moderate risk, long-term growth 
objective client's portfolio.  

For most of the recovery period since the "Great 
Recession," the growth sector has outperformed 
value - sometimes resulting in high "bubble" 
valuations - based on price/earnings (PE) ratios. 
“In the five years ending 2019, large-cap growth 
outperformed large-cap value by a cumulative 30 
percent,” says Ryan Johnson, CFA, director of 
portfolio management and research at 
Buckingham Advisors in Dayton, Ohio. “Still, the 
annualized return of value was respectable, at over 
9 percent.”  Over longer historic periods value often 
has won the race - slow and steady vs. the 
momentum high volatility of growth. “From 1927 
through 2019, according to the data compiled by 
Nobel Prize laureate Eugene Fama and Dartmouth 
professor Kenneth French, over rolling 15-year 
time periods, value stocks have outperformed 
growth stocks 93 percent of the time,” he says. 

In late 2021 and early 2022 we had a "tech wreck" 
with high valuation growth stocks - especially 
technology and communications sectors - 
crashing. Value for the most part has 
outperformed by losing less.  

Mid-March 2022 saw a rapid recovery of many of 
the hardest hit growth companies. 

Major change in the economy - Inflation and 
Fed Action = Higher interest rates 
For many years we have been spoiled with 
unusually low inflation and artificially low interest 
rates. Now the Fed has embarked on a 
precarious balancing act, trying to rein in high 
inflation while avoiding a severe economic 
slowdown.  

In mid-March, the Fed started its plan to reduce 
the inflation back to its 2% target rate by seven 
interest rate increases in 2022 and four in 2023. 
Potentially more dramatic is starting in May its 

plan to reverse quantitative easing, which by 
bond buying swelled its balance sheet to a 
gargantuan $8.9 Trillion and helped spur the 
recovery from the pandemic. The Fed flooded the 
market with liquidity, keeping interest rates 
artificially low, which encouraged low-cost 
borrowing and encouraged investments with 
cheap margin rates. Many folks attribute the 
triple- digit growth of some growth stocks partly to 
highly leveraged buyers of equities.  

Russia’s war in Ukraine is adding to inflation by 
raising the prices of crucial commodities like oil 
and wheat. Yet Fed Chairman Powell maintains 
that the economy remains strong and that is a 
good time to prevent the “entrenchment” of 
runaway inflation. 

Differences: Growth vs. Value investing 
Many see the distinction between growth and 
value as somewhat arbitrary, but basically, they 
have a different approach. Many of America’s 
most famous investors are value investors, 
including Warren Buffett, Charlie Munger and 
Ben Graham, among many others. Still, plenty of 
very wealthy individuals own growth stocks, 
including Amazon’s founder Jeff Bezos and 
hedge fund billionaire Bill Ackman.  

Value investing, as defined by Benjamin Graham, 
focuses on buying a company for a price below 
the underlying intrinsic value of the business. 
Value investors look for $50 stocks that are 
actually worth $100 today, not in a few years.  

Growth investors look for $100 stocks that could 
be worth $200 in a few years if the company 
continues to grow quickly. As such, the success 
of their investment relies on the expansion of the 
company and the market continuing to price 
growth stocks at a premium valuation. Growth 
stocks are often momentum stocks, because their 
strong upward rise leads to more and more 
investors piling into them. Sometimes that 
movement occurs regardless of the company’s 
fundamentals, as investors build “pie in the sky” 
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expectations around the company. When those 
expectations aren’t realized as quickly as some 
investors expect, a growth stock can plunge, 
though it may later rise with renewed optimism. 

The difference between growth and value 
investing can sometimes be artificial. There are 
times when growth stocks are undervalued and 
there are plenty of value stocks that grow. 
Regardless of their style, investors are trying to 
buy a stock that’s worth more in the future than it 
is today.  

“When the markets are greedy, growth investors 
win and when they are fearful, value investors 
win,” says Blair Silverberg, CEO of Hum Capital. 

Today's Outlook  
Higher interest rates and Inflation historically 
favors value.  

As Morningstar strategist David Sekera noted, a 
significant part of the value of growth stocks is 
their future earnings potential. When rates are 
low, the value of those hefty future earnings is 
high. But discount those future earnings at a 
higher rate thanks to rising interest rates, the 
present value for these stocks falls further and 
faster than the broader market, leading to lower 
prices. In a nutshell, says T. Rowe Price’s analyst 
Tim Murray, “Growth stocks are hit harder than 
value by the change in interest rates because 
their cash flows are further into the future.” 

Inflation reached its highest level in 40 years in 
early 2022. The US economy has room to slow 
but still maintain growth as we have a healthy 
jobs market, consumer spending is robust and 
corporation profits are expected to continue to 
grow.  

So far, increased supply costs are being passed 
on to consumers, resulting in continued strong 
profit margins. While this is good for investors it is 
bad for lower-income consumers, who are 
struggling with higher costs and negative real 
wage growth (after inflation).  

Opposing the Fed’s action to reduce inflation by 
higher interest rates and tighter monetary policies 
are the uncertainties presented by the Russia-
Ukraine war. Besides supplying energy, Russia 
and Ukraine also produce many vital agricultural 
products and key metals needed in the 
manufacturing of many products.   

For now most economists, like Morningstar’s 
Preston Caldwell, expect the economy to 

continue growing at a healthy pace in 2022 and 
2023, albeit at a slower rate than seen with 
2021’s bounce back from the pandemic 
recession. 

Action Plan Recommendations   
I can discuss with you individually 
specific recommendations based on 

your goals, objectives, and risk tolerance.   

Currently being overweighted in growth stocks, 
has historically brought good returns over many 
years. Until recently.  Growth stocks could 
rebound as quickly as they have fallen, though 
nothing is assured.  

However, this may be the time to consider a 
higher allocation to the value sector, or other 
steps I can suggest that may help to reduce risk. 

Some risk tolerance profiles can combine large-
cap value equities with some small-cap value 
equity investments, or to increase your holdings 
in these sectors. Further, small caps have 
historically led in market recoveries and have 
often outperformed large caps over most long-
term periods. They are also in general 
undervalued historically compared to large caps. 
Granted, smaller companies' stocks are often 
more volatile with less trading volume, but have 
often helped investors over the long term. Small 
caps may  have the potential for faster growth, 
and with so many more smaller companies than 
large, good research can potentially find hidden 
gems.   
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