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Economic, Market and Growth to Value Rotation Update  May 2021 

Earnings, Retail Sales & Personal Income 
Soaring 
5/10/2021 Factset: With 88% of companies 
reporting, the blended earnings growth rate 
(combines actual results for companies that have 
reported and estimated results for companies that 
have yet to report) for the S&P 500 for the first 
quarter is 49.4%, which is more than double the 
estimated earnings growth rate of 23.8% on 
March 31. If 49.4% is the actual growth rate for 
the first quarter, it will mark the highest year-over-
year earnings growth rate reported by the index 
since Q1 2010 (55.4%). 

In aggregate, US companies are reporting 
earnings that are 22.1% above the estimates. If 
22.1% is the final percentage for the quarter, it will 
mark the second-largest earnings surprise 
percentage reported by the index since FactSet 
began tracking this metric in 2008.  

Sales at U.S. retailers are now well above pre-
pandemic levels and are expected to keep 
climbing as the coronavirus wanes (we hope) and 
the economy recovers. Retail sales account for 
about one-third of consumer spending, by far the 
main driver of the U.S. economy. 

5/11/2021 CNBC reported on the rotation from 
the high valuations of mostly large technology 
companies in the NASDAQ. With soaring 
earnings and decline in stock values with the 
rotation to less pricy value stocks, the P/E 
valuations overall, while still high, are back to 
their P/E ratios of about 3 years ago.  

4/30/2021 Bureau of Economic Analysis Data: 
Estimated personal income increased $4.21 
trillion (21.1%) in March.  This was impacted by 
the continued government response to COVID-
19 impact payments and payments associated 
with the American Rescue Plan of 2021.  

It is widely reported that the increasing wealth 
gap between the wealthiest and the middle- and 
lower-income folks continued to rapidly increase 

during the pandemic. The stock market soared - 
mostly benefiting the wealthy. There were large 
increases in executive pay vs. the many who are 
facing evictions and millions who were unable to 
work at home - or if work was available, afford 
childcare, concerns for those not vaccinated, etc.  

Deeper Dive into April Disappointing 
Employment Data 
5/10/2021 Barron’s Reports on the much lower 
than expected April employment gains: “While 
disappointing, we caution that issues with 
seasonal adjustment could well be making things 
look far worse than they really are. Specifically, 
what is driving changes in employment right now 
is the reopening of broad swaths of the hard-hit 
service sector, rather than normal seasonal 
swings. This is occurring when the seasonal 
adjustment process ‘expects’ strong gains in 
employment for seasonal reasons, and therefore 
aggressively reduces reported unadjusted gains 
to arrive at seasonally adjusted results. 
Specifically, the unadjusted gain in private 
nonfarm payrolls in April was 992,000, which 
included 884,000 service jobs. In seasonally 
adjusted terms, these were translated into gains 
of just 218,000 and 234,000, respectively. 

“The message here is that a single month of data 
is not of much use in an unprecedented economic 
environment. Most indicators point to strong 
demand for labor and a service sector that is 
gaining momentum as life begins to return to 
normal.” 

The Rotation from Growth to Value Stocks 
Continues  
This updates my April 2021 Action Plan Report 
“Is 10 Years of Outperformance of Growth Stocks 
Ending?” pdf at https://dhutch.news/GrthvsValue  

5/7/2021 Barron’s: Growth stocks had been the 
market’s darlings for over a decade, but the trend 
has recently been reversing. There is a strong 
argument that the shift will continue. 

http://www.hutchisonria.com/
https://dhutch.news/GrthvsValue


 

  

Growth stocks, reliant on long-term industry 
changes for powerful revenue and earnings 
growth, have recently underperformed value, or 
shares in more mature companies that tend to 
rise and fall with the economy.  But the harder 
times for growth might be just beginning. “Our 
work suggests more upside in the value style 
relative to growth over the next 12 months,” Keith 
Lerner, chief market strategist at Truist wrote in a 
research note. 

“Growth’s recent underperformance indicates it 
may be value’s turn to shine for some time. We 
still see more upside in value relative to growth 
given value’s dramatic longer-term 
underperformance, as well as the U.S. economy 
being on the cusp of the best growth in decades,” 
Lerner said. 

It is this economic growth—spurred by 
reopenings and trillions of fiscal-stimulus 
dollars—that is why some on Wall Street now 
prefer value to growth. According to FactSet data, 
economists expect U.S. gross domestic product 
to increase 6.4% in 2021 and 4% in 2022, well 
above the levels of 3% or less seen in the years 
preceding the pandemic. 

Earnings for value companies are expected to 
increase faster than for growth. “We are seeing 
the strongest earnings momentum outside of 
growth sectors,” Lerner said. That earnings 
increase could propel value stocks higher, 
especially as more investors focus on the surge 
in profits. “A lot of money can be made between 
now and the second half of 2022,” said Stephanie 
Link, chief investment strategist and portfolio 
manager at the wealth-management firm 
Hightower.  

Well, it's about time! Apr 27, 2021 Highlights 
from Morningstar: 
For a change, value stocks are in the driver's seat 
this year. Whether this resurgence will persist is 
anyone's guess. But one could certainly argue 
that value stocks theoretically have more room to 
run, given their still-striking underperformance of 
growth stocks for the trailing one-, three-, and 
five-year periods.  

Despite the recent runup, there may be good 
reason for some investors to explore value-
oriented stocks today. You may find that your 
once-balanced style portfolio is still woefully out 
of whack: Specifically, it may be light on value 
given growth's extended run. Or you may be 

among those who think that value stocks are, in 
fact, staging a comeback, and you'd like to tilt 
your portfolio toward that style. 

While most investors will likely be able to find a 
strategy that suits their needs in the large-value 
category, those with a greater risk tolerance may 
choose to move down the market-cap ladder and 
explore smaller companies.  

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

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

Consequently, 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.  

My recommendation would be to combine some 
conservative large cap value equities with some 
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 always 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 would suggest various bond 



 

  

alternatives, without the interest rate risk of many 
bonds at this point in the economic cycle. 

Required Disclosures: Past performance does not assure 
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receive more or less than originally invested.  No system or 
financial planning strategy can guarantee future results. 

Investors cannot invest directly in indexes. The performance 
of any index is not indicative of the performance of any 
investment and does not take into account the effects of 
inflation and the fees and expenses associated with investing. 

The Russell 2000 index measures the performance of the 
small-cap segment of the U.S. equity universe and is a subset 
of the Russell 3000 index representing approximately 10% of 
the total market capitalization of that ladder index. It includes 
approximately 2000 of the smallest securities based on the 
combination of their market cap and current index 
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