
 

 

 

Monday, September 16th, 2019 

“Value stocks outperform as bond yields spike” 

It was a seemingly uneventful week on Wall Street as the Dow Jones Industrial Average gained 1.6%, while 
the S&P 500 advanced 1%. Underneath the surface, however, there was a fairly momentous shift as value 
stocks received a long-awaited bounce relative to their growth peers. The question remains if this was just a 
temporary relief rally or the start of a long-awaited catch-up in relative performance.  
 
Since the start of 2018, value stocks had underperformed growth stocks by 14 percentage points1. Last week, 
growth stocks dropped 0.5% while value stocks gained 2.4%. Over the past few years, the divergence in 
growth vs. value names has become fairly extreme so a relief rally is not all that surprising.  
 

 
 
Typically a move like this is driven by some form of catalyst and there are two things we think drove the 
recent bounce for value names.   
 
Last week, the 10-year U.S. Treasury note rose from 1.55% to 1.90%, the largest weekly climb since 2013. 
The 10-year bond yield had been cut in half over the past year, so this bounce may also be nothing more than 
a mean reversion or relief rally. Nevertheless, higher rates tend to boost the net interest margins of banks 
which are the bellwether sector for value stocks. The KBW Nasdaq Bank Index surged 7.8% last week, its 
biggest weekly gain since November 20162.  
 
The second catalyst, partly related to the first, is economic data. Much maligned cyclical names (industrials, 
basic materials, etc.) have also enjoyed a nice rally in recent weeks as expectations for the economy have 
rebounded from July’s lows.  

 



Bondholders were likely caught off guard by recent inflationary data and better-than-expected economic 
readings in the U.S. compared to the rest of the world. The economy may have slowed down a bit from last 
year’s above-trend pace but recent data would suggest it isn’t as bad as many were expecting, especially as 
it relates to the strength of U.S. consumer spending.  
 

 
 
Cyclical stocks were likely reflecting an excessive amount of this pessimism for the U.S. economy.    
 
Taking a step back on value vs. growth relative performance, much of the divergence over the past decade 
can likely be attributed to a few key factors: 1) an attractive relative entry point for growth stocks vs. value 
in terms of relative valuation, 2) low interest rates driving the premium for growth in a low-growth world 
and 3) far superior underlying growth in earnings power driven by technologic advancement in the economy. 
 
The first factor may actually be flipped as it stands today, with value stocks trading at suppressed relative 
valuations compared to growth. The other two factors are a little bit foggier. If we assume interest rates will 
stay low, financial stocks and other value sectors may continue to face headwinds relative to other sectors 
and the premium for growth could persist. As it relates to the third factor, we don’t expect that to change 
anytime soon, but perhaps the relative pace of growth will dissipate.  
 
Regardless, we would read the recent move in value names as a good indicator for the U.S. economy and a 
nice relief rally for many stocks we felt were offering too much of a relative discount to the broader market.   
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