
Value rotation:  
More upside

WM Chief Investment Office

April 2021



2Value rotation: More upside | April 2021

From reflation to rotation
Why this theme?
Value equities are staging the strongest rally since Trump’s election 
in late 2016, outperforming growth equities. We believe this 
outperformance can extend.

Why does it matter?
Global growth is set to hit a 60-year high. Easing lockdowns, pent-up 
demand, supportive policies, a continued labour market recovery and 
vaccinations reaching a critical mass in 2Q 2021 are likely to accelerate 
the normalisation in economic activity, supporting Value sectors.

What does this mean for investors?
We maintain a preference for Value-style equities and favour Value 
sectors including financials, energy, materials and industrials. Rising 
bond yields are constructive for global equities and are a tailwind for 
value style outperformance. 

Still a significant gap from the long-term average

Relative performance between global Value and Growth equities
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Value outperformance has legs 
Value equities are staging the strongest rally since 
Trump’s election in late 2016. Year to date, globally, 
Value-style equities have outperformed Growth 
equities by 6.9%. Within Asia ex-Japan, Value has 
similarly outperformed growth by 3.6% over the same 
period. These were despite a brief pause in the early 
part of the year due to concerns over vaccination 
rollouts.

We believe there is more room for Value equities to 
outperform, given they lagged growth equities by a 
massive 30ppt last year, the single largest period of 

underperformance since 2000. While Value equities 
have started to outperform recently, it represents only 
a small uptick on long term charts and they are still 
some way from their historical long-term mean.

Based on the price-to-book ratio, value stocks are 
still more than 3 standard deviation cheap against 
growth stocks – a gap larger than during the dot-
com bubble.

Analysts are also revising up earnings expectations 
across the board, with greater upward revisions seen 
in Value equities.

Despite a recent narrowing in valuations, 
Value stocks are more than 3 standard 
deviations cheap relative to growth stocks

Relative Value vs growth valuation
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Value style equities have seen greater 
upside revisions in earnings 

3-month rolling Earnings Revision Index (ERI) for 
value and growth equities in the US
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Historically, Value style outperformance tends to be short-
lived; we believe it is likely to be longer this time

Historical episodes of Value outperformance in US

Value Rallies Returns %

From To ~Months elapsed Value-Growth
Jan-21 2 12.3
Sep-20 Nov-20 2 3.2
Oct-18 Nov-18 1 2.0
Oct-16 Dec-16 2 4.5
Dec-15 Feb-16 2 2.2
Aug-15 Sep-15 1 1.1
Mar-14 Apr-14 1 1.2
Dec-12 Jun-13 6 5.9
Sep-12 Oct-12 1.1 2.5
May-12 Jun-12 1 1.7
Dec-10 Feb-11 2 2.4
May-10 Jun-10 1 0.7
Jul-09 Aug-09 1 3.2
Mar-09 May-09 2 3.5

Median 3.6 2.4
Average 3.5 3.3

Source: Bloomberg, Standard Chartered

Growth estimates have been revised upward amid a 
broadening recovery

2021 consensus real GDP forecasts
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How long can this value rally 
extend?
It depends on how long the current 
reflationary impulse lasts. Since 
2008, value outperformance 
relative to growth has tended 
to be short-lived, averaging 2-3 
months. However, they have 
almost always coincided with 
periods of rising bond yields.

This time, we believe policymakers 
will be patient in unwinding 
policy accommodation, allowing 
economies to run hot, which 
will support value-style equities. 
With high unemployment and 
manageable inflation in the 
advanced economies, the debate 
over withdrawing policy support 
will likely take time to heat up.

Global growth to hit 60-year high
We believe bonds yields are 
biased to the upside in the near-
term. Economic momentum is likely 
to pick up strongly in the coming 
months, buoyed by policy stimulus 
and economic reopening. At the 
current pace of vaccination, the US 
is set to vaccinate over 75% of its 
population by the summer. Even in 
Europe, where the vaccine rollout 
was initially hampered by logistical 
issues, delivery is set to triple in 
2Q 2021, allowing vaccinations 
to accelerate and economies to 
reopen. 

Global growth is set to hit a 60-
year high, led by US and China. A 
favourable low base comparison in 
2020, easing lockdowns, pent-up 
demand, supportive government 
policies, a continued recovery in 
labour market and vaccinations 
reaching a critical mass in 2Q 
2021 are likely to accelerate the 
normalisation in economic activity, 
pushing inflation higher in 1H 2021, 
before moderating towards the 
end of the year. 
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Higher bond yields support Value and Financials…
Higher bond yields are supportive for the rotation to 
Value style and sectors such as Financials, Energy, 
Industrials and Materials, which collectively account 
for ~46% of the global Value equities index. These 
sectors are sensitive to an acceleration in economic 
activity and higher bond yields. 

Financials are a key beneficiary of a 
steeper yield curve – where long-term 
yields rise by more than short-term 
yields – allowing banks to benefit 
from higher margins on their loan 

book. Valuations are relatively inexpensive, with 
most banks being well-capitalised post the Global 
Financial Crisis. Better loan growth and lower loan 
loss provisions can support a pickup in banks’ 
earnings, a resumption in share buybacks and 
dividend payouts.

Energy equities have had a great run 
this year, after the sharp -28.6% decline 
in 2020. Re-opening economies and 
constrained supply are likely to help 
draw down elevated levels of crude oil 

inventory. Energy equities tend to perform well during 
periods of rising oil prices. The sizable gap between 
oil price and energy equities suggest room for the 
sector to catch up.

An increased focus on capital efficiency and a 
strong emphasis on decarbonisation globally has 
significantly tightened financial conditions within the 
industry, driving up hurdle rates for long-term oil and 
gas development. This, together with higher barriers 
to entry, may lead to longer term supply shortages. 

… but tend to weigh on Technology 
multiples 
We took profits on our longstanding 
Technology sector call in March ‘21 
after a very strong rise (~60%) since 

we raised the sector to Preferred in November 2019. 
The sector benefitted from a sharp decline in bond 
yields and an earnings surge on the back of Covid-19 
shutdowns. 

While we continue to like the sector’s fundamentals – 
supported by structural tailwinds and strong balance 
sheets – the high earnings base effect from last year 
and a broadening of the recovery to other sectors 
could reduce room for the sector to outperform.
 
Investors can consider rebalancing parts of one’s 
technology sector exposure to into Value equities to 
benefit from the ongoing value rotation. 

Financials tend to outperform during 
periods of rising yields

12-month rolling returns of US Financials and Tech 
sectors relative to broad US equity market index; 
bars: > 75bp rise in US 10yr Treasury yield
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Energy equities tend to outperform during 
periods of rising oil prices

Relative performance of MSCI US Energy vs oil price

MSCI World Energy/MSCI World index Oil (RHS)
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Real yields vs US technology PE ratio

Higher real bond yields tend to weigh on technology 
sector valuation multiples
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The UK has a significant tilt to Value sectors 

Major regions’ sector breakdown
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UK, a play on a Value rotation 
The UK is on course to fully reopen its economy by the 
summer, after months of lockdown and swift progress 
on vaccination with close to half of the population 
receiving at least one dose of vaccine at the time of 
writing.
	
UK equities have underperformed global equities 
over the past 4 years due to uncertainties over Brexit 
and suffered disproportionately from dividend 
cuts last year. It has a significant tilt to value, with 
Energy, Financials, Materials and Industrials sectors 
accounting for 55% of the MSCI UK index.

Maintain a pro-risk and value tilted allocation 
We maintain a preference for Value sectors within 
our broader preference for pro-risk assets, including 
financials, energy, materials and industrial sectors. 
Rising bond yields are constructive for global equities 
and are a tailwind for value style to outperform. 

A pickup in vaccination will likely allow the current 
economic recovery to broaden out to more sectors.  

A rotation is already underway from last year winners 
in Tech and Communications towards sectors such as 
Financials, Energy, Materials which were negatively 
impacted by Covid-19 last year. 

A low base effect comparison from last year is 
favourable for these sectors, while they are also 
enjoying a cyclical uplift in profitability on the back 
of economic reopening. Even if Value were to merely 
return to its previous downtrend levels vs Growth, 
there is still significant space for catch-up.

It is a similar case in the UK, which was 
disproportionately impacted last year from Brexit 
issues as well as cuts in payouts from dividend 
paying companies which dominate the UK equity 
market. The UK equities market is very attractively 
valued and trades at a significant discount to global 
equities. Any resumption in dividend payout, similar 
to that for US banks, can benefit UK equities, in our 
view. 
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