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The Case for Value: Why Value Names May Become Market Leaders Again

John Rothe, CMT

After the tumultuous stock market swings of this 2022 and the large declines of many
leadership names within the technology sector, many investors are starting to re-evaluate their

portfolios and are wondering if it's time to take a look at value names again.

Since the Great Financial Crisis of 2008-2009, growth stocks have significantly outperformed

their value counterparts.

However, the tides may be turning after rising interest rates and a strong US dollar have had a

significantly negative impact on some of the leading names within the technology sector.
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FANNG STOCKS

As interest rates rose during 2022, the so-called darlings of the technology sector, often

referred to as FANNG stocks, saw large price declines since their January 2022 peak.

FANG Stocks

[fan 'staks]

The stocks of four
prominent American
technology companies:
Meta (META) (formerly
Facebook), Amazon
(AMZN), Netflix (NFLX),
and Alphabet/Google
(GOOG).

2 Investopedia

INVESTOPEDIA / RYAN OAKLEY

The NYSE FANG + Index is an index that tracks the performance of 10 highly-traded growth
stocks of technology and tech-enabled companies in the technology, media & communications,

and consumer discretionary sectors.

The index includes FANNG stocks (Meta/Facebook, Amazon, Netflix, and Alphabet/Google), and

is unique in that it also includes some of the other Wall Street darlings. such as Tesla (TSLA) and

NVIDA (NVDA).

From its peak in January 2022 to its low in November 2022, the NYSE FANG+ Index declined
nearly 50%.
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https://www.investopedia.com/terms/f/fang-stocks-fb-amzn.asp
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Some FANNG stocks saw even larger declines than the index itself:

NYSE FANG+ Index (NYFANG)
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saw approximately a 77% decline in price:
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Amazon (AMZN)

Amazon saw approximately a 57% decline in price:

com, Inc - AMZN:US - Dally - USD &

Amazon.com, Inc (AMZN)
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Netflix (NFLX)
Netflix saw approximately a 76% decline in price:
Netfix Inc. - NFLICUS - Dally - LSD [
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GROWTH LEADERSHIP PRE-2022

From March 2009 to January 2022, the S&P 500 Growth Index (using the ETF “SPYG” as a proxy),

had a total return of approximately 913%.
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Meanwhile, during the same period, Value (using the ETF “SPYV” as a proxy) returned

approximately 388%.
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During this time we saw the Technology sector balloon up to 25% of the S&P 500 index. If we

include the Communications Sector, that number swell to 40%. No wonder investors were quick

to exit the tech sector last year.

S&P 500 INDEX WEIGHTING 12/31/2021

Real Estate, Yilities, 2%

Materials, 2%

Communication Services, 15%

Information Technology, 25%

Consumer Discretionary, 13%

Consumer Staples, 6%
Industrials, 7%

Financials, 11%
Health Care, 13%

DATA SOURCE: STATE STREET

END OF AN ERA?

However, this outperformance of growth stocks may be ending — and potentially starting a

decade of outperformance from their value counterparts.
Since the November lows, the relationship between Growth and Value names has traded place.
Using the standard formula for calculating relative strength between two investments:

RelStrength = (investment “x"/investment “y”) x 100
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We can compare the relative strength relationships between S&P 500 Value and S&P 500
Growth.

After the Tech Collapse in 2000-2001, Value stocks outperformed Growth stocks on a relative
basis up until the Great Financial Crisis. Then, after 2009, Value underperformed Growth —

until the stock market lows in November 2022.

SPDR S&P 500 Value ETF / SPDR S&P 500 Growth ETF (SPYV:US / SPYG:US)
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Growth Leadership

Value Leadership

WILL VALUE STOCKS LEAD THE MARKET AGAIN?

Simply looking at the trend comparison between Growth and Value, it can be easy to say “yes”.

But, let's take a deeper look.

Value companies, which tend to generate profits in the short term, may be less affected by
fluctuations in interest rates and inflation than growth companies, which focus on long-term
profits.

Changes in interest rates have also created opportunities for active investors to find
undervalued stocks with strong fundamentals, which may see an increase in value as investors

recognize their potential.
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“During higher inflation environments, investors tend to rotate away from growth into value as present
income and strong cash flows become more important,” Sherifa Issifu, associate, index investment strategy

at S&P Dow Jones Indices.”

Growth stocks remain at historically high valuations relative to Value stocks
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The torward price-to-garnings ratio is a closely watched indicator of value, measuring the company's share price relative to its expected EPS.

Source: S&P Global Market Intelligence
SOURCE: S&P 500 GLOBAL MARKET INTELLIGENCE

To further the impact of rising interest rates on growth stocks, a lot of investors and research

analysts rely on the Net Present Value (NPV) model.

The NPV model discounts projected cash flows to the present using a discount rate, which is

typically the 10-year Treasury yield.

Cash Flow,
a+n"

Cash Flow,
(1+n)?*

Cash Flow,

(1412 — Initial Investment

NPV = ¥ +
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So, as interest rates rise, the companies with greater cash flows may look more attractive to

investors.

Cheapest Stocks Tend To Outperform Most Expensive Stocks When Rates Rise

* The leasi expensive stocks (as measured by the botiom quintile ranked by FY2 PVE's) have hislorically
outperformed the most expensive stocks (lop quintle) when the US 10-year yield is rising.

= It is worth noting however, that since 2003, we haven't seen a sustained long period of the 10-year yield
increasing. Since 2003, the 10-year yield has gone from ~4% to ~1.4% as of earty December 2021.
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For now, investors should keep an eye on the relative relationship between Growth and Value
stocks to help them get a better understanding of where the broader market's inflows and

outflows are.

-John Rothe, CMT
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