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Value vs. Growth Stock Outlook & Action Plan 

Over the last few years the strong momentum has been with growth 
stocks vs. value, which has limited the gains for value stocks while 
growth stocks have soared. 

Growth stocks are usually associated with high-quality, successful 
companies whose earnings are expected to continue growing at an 
above-average rate.  Growth stocks generally have higher valuation 
ratios to reflect their high growth relative to the market.  The market 

often places a high value on growth stocks; therefore, growth stock investors also may see these stocks 
as having greater worth and may be willing to pay more to own shares. 

At times, growth stocks may be seen as expensive and 
overvalued, which is why some investors may prefer value 
stocks, which are considered undervalued by the market. 

By many measures, value stocks are lagging growth 
stocks by almost as much as they ever have in the past 
several decades. Usually at such extremes, value stocks 
enter a sustained phase of outperforming growth stocks..  
However, the momentum currently is with growth stocks 
and it is unclear when that may change.  

Many value stocks are in the financial sectors, including 
banks and asset managers. In addition, retailers and fossil 
fuel companies tend to have low valuations, however there 
may be more permanent shifts on their outlook that may 
justify their lower valuations. Value stocks tend to be higher 

dividend stocks, which have some interest rate risk if their dividends cannot increase with higher interest 
rates. Banks benefit from higher interest rates and a steeper yield curve - so they can lend at higher long-
term rates vs. their cost of money from savings accounts, money markets and short-term rates that they 
often borrow at – including from the Federal Reserve. 

Market analyst Callum Thomas 1/20/2020 good summary: 
The investment strategy graveyard is littered with failed calls for a turnaround in the performance of 
value vs growth stocks. But I think we could be close to the much-awaited and much-forecast turning 
point. Relative value between the two cohorts is at the lowest point in 20 years, and in terms of macro 
catalysts, my expectations for higher bond yields, better growth, and higher commodity prices will help 
the sectors that are slightly over-represented in value vs growth. So, don’t forget about value. 

Dave comments: However, with $17 trillion of negative bond yields globally, with U.S. growth slowing 
to only around 2% or less, we may not be at a favorable time for value stocks yet.    

BEN CARLSON, CFA - A Wealth of Common Sense blog highlights January 2020: 
Value stocks 
After the [late 1990’s] dotcom bubble deflated after, value stocks—stocks that are cheap relative to the 
value of their underlying businesses—went on a run of huge outperformance over growth stocks. But 
growth has beaten the pants off value since the financial crisis, led by high-growth companies such 
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as Amazon, Netflix, Google, and Facebook that have monopolized investor mindshare. The growing 
economic impact of tech innovation, particularly in software; the rising value of intangible assets like 
patents, copyrights, and trademarks; and the willingness of investors to pay extra for growth in a world 
awash in capital have all contributed to growth’s edge. 

Still, investors think a turning point could be near. Using several metrics, growth stocks are more 
expensive now than at any time except during the dotcom bubble. In contrast, excluding the tech 
bubble, the value of value stocks is the cheapest it’s ever been. 

Of course, just because something is cheap doesn’t mean it can’t get cheaper. As our examples show, 
each of these categories has a black eye for a reason. That’s what makes the current situation for 
investors so confusing: It can seem like your only choices are to invest in assets with good 
fundamentals but high prices or to invest in assets with deteriorating fundamentals but low prices. Yes, 
history tells us that economic cycles will eventually boost energy and metals stocks and value stocks 
again, but it won’t tell us when. 

Diversification means always having to say you’re sorry 
The main reason to diversify is to avoid concentrating your money in a terrible-performing asset for an 
extended period. But spreading your bets also means that at least part of your portfolio will be sucking 
wind while the rest of it sprints ahead. You’re accepting the occasional strikeout to increase your odds 
of winning the game. 

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

In general, I suggest investors have a diversified portfolio to include both value and 
growth managers with long-term track records of outperformance compared to the 

category they invest in and compared to the risk taken (Alpha vs. Beta in investment terms) – not just raw 
returns.  While U.S. growth is slowing, the U.S. has comparatively stronger economics than most global 
economies.  U.S. 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 over the long term have rewarded investors.   

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. 

Part of our "participate-yet-protect" strategy in a growth-oriented portfolio is to have alternative 
investments so that in a significant equity market decline when you also need cash, you do not have to 
lock in large losses in a market downturn.  Markets have always returned to new highs - only the timing 
is uncertain. Remember that math works against you in a market decline: for example, if the market has 
a 20% loss, it require a 25% subsequent gain just to break even. 
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