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Growth stocks have dominated the market amidst an era of fi nancial 
repression. With central banks now largely relying on negative real 
interest rates and a higher tolerance for infl ation to manage down the 
mountain of debt that has accumulated amidst the COVID pandemic, 
investors have been forced to take on more risk in search of attractive 
rates of return. A scarcity of growth opportunities and declining bond 
yields have led to very crowded trades in a handful of technology 
companies with strong earnings visibility. This has also coincided 
with a period of disruption across many industries and the COVID 
pandemic serving to accelerate many of those structural trends 
already underway. Ultimately, value is in the eye of the beholder 
and amidst the heightened uncertainty, investors have continued 
to look to quality growth stocks as a store of value.
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Nowhere is the age of disruption more evident than in the 
changing composition of the market indices. In fact, the 
technology component of the MSCI All Country World Index has 
doubled from 11% to approximately 22% of the market in the past 
decade. Amidst a prolonged period of heightened uncertainty, 
investors have continued to favor high quality businesses with 
strong cash fl ow generation and low capital intensity. This has 
come at the expense of traditionally “value-oriented” sectors 
such as fi nancials and energy, which have signifi cantly declined 

over the same period. While it might seem tempting to call for 
reversion of this trade, the catalyst for a sustained reversal remains 
quite uncertain. Central banks continue to trumpet lower rates 
for longer and the world is undergoing a multi-decade transition 
toward a low carbon economy making it diffi  cult to call for a 
bull market in those sectors, in aggregate. However, there is the 
chance that the stimulus-fueled growth could stoke infl ation more 
aggressively than expected, serving as a catalyst for higher rates 
and rotation, but there is little evidence of that as of yet.

“Price is what you pay. Value is what you get.” – Warren Buff et

Figure 1: MSCI All Country World Index sector composition

Source: Schroders, Factset, MSCI
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COVID has also played an important role in re-shaping the market 
composition. Demand destruction in oil has further weighed 
on energy and the combination of accommodative monetary 
policy alongside fears of increased credit losses have weighed on 
fi nancials. Other cyclically exposed industries, particularly those 
tied to travel have also suffered. On the fl ip side, businesses tied 
to remote working, digital infrastructure, electronic payments 
and interactive social platforms have been among the biggest 
benefi ciaries. It would also be impossible to ignore the role that 
the emergence of ESG (Environmental, Social and Governance) 
investing has played, as many of the companies within technology, 
health care, materials, industrial and consumer sectors that have 
strong ESG credentials also favor a growth bias.

Value is dead. Long live Growth!

“I haven’t seen such fraudulent advertising 
since ‘The Never Ending Story’.”
– Lionel Hutz (attorney for Homer J. Simpson)

Many growth investors believe that we are in the midst of a 
“golden age” for growth investing, while many value investors 
continue to argue for mean reversion, citing spreads between 
growth and value stocks reaching record levels. One thing is 
certain, we know that growth as a factor cannot outperform 
forever. As investors continue to bid up stocks and crowd trades, 
the scope for disappointment gets smaller and smaller. Eventually, 
making money requires investors to do something different. 
The current defl ationary environment could continue to favor 
growth stocks for several years. However, with some parts of the 
market already exhibiting valuations that imply a decade’s worth 
of perfect execution, the day of reckoning may come sooner for 
those that fall short of their investors’ lofty expectations. Also, 
as competitive forces and technologies can drive returns down 
over time, it is important for businesses and investors to ensure 
they are on the right side of disruption and avoid value traps. It is 
equally important to avoid potential growth traps. After all, today’s 
TikTok could become tomorrow’s MySpace. With many industries 
continuing to see more structural disruption and change going 
forward, we expect this to present a very fruitful environment 
for active management and stock selection in particular.

Style regimes change. How will your growth manager perform 
when it happens?

The relative strength between growth and value over the past 20+ 
years, highlights the inevitable reversion of styles. However, styles 
can also trade sideways for quite prolonged periods of time, which 

is why stock selection outperforms factor dependency in the long 
run. As discussed, there is no visible catalyst for a classic reversion 
to value amidst the current market conditions, which could result 
in a mixture of style leadership in the coming years. Also, when 
value leads the market, its performance is often quite pronounced 
and relatively short lived–highlighting the importance of style 
diversifi cation. Ideally investors want exposure to managers who 
can win when their style is in favor and not give it all back when 
style factors rotate.

Unanticipated growth is distinctly different from 
absolute growth

The Schroders Global and International Equities team follows an 
investment philosophy built around unanticipated growth and 
earnings revisions as a driver of outperformance through the cycle. 
This is distinctly different from investing for absolute growth, and is 
suffi  ciently broad based to enable us to deliver strong performance 
across a wide range of market conditions. We are most interested 
in companies where there is a signifi cant “growth gap”, which is 
where our appraisal of a company’s earnings potential signifi cantly 
exceeds consensus estimates. This helps to ensure that we are not 
buying into companies that are already “priced for perfection”. 
It also means that we may be equally interested in companies 
with fl at earnings growth if the market thinks they may experience 
a signifi cant decline. Ultimately if our investment thesis proves 
correct, then we should see positive earnings revisions which 
drives a re-rating and outperformance of the stock. This enables 
our investors to look broadly across the market for unanticipated 
growth opportunities and respond nimbly in our portfolios as 
conditions change. Our investment philosophy and our focus on 
delivering value primarily through idiosyncratic stock selection, 
has proven over time to deliver across both rising and falling 
markets as well as in wide ranging conditions of style leadership.

Positive earnings surprise is a consistent source of alpha 
over the long term 

The last decade has been very supportive for quality growth 
managers in terms of the prevailing market style conditions. 
However we would encourage investors to look closely at how 
their growth managers have generated their results during 
this period, as consistent positive returns generated from stock 
selection are far more likely to be repeatable than style factor 
reliance. The rotation of style factors remains inevitable and 
managers that are overly reliant on them may fi nd that the 
next decade doesn’t necessarily resemble the last one.

Figure 2: Relative strength vs. MSCI AC World
September 30, 1997 to September 18, 2020 (Daily)

Source: FactSet Prices. Right axis is Relative strength index based on performance 
rebased to 100. Past performance is not a guide to future performance and may not 
be repeated.

Figure 3: Relative returns % of the best and worst quintiles of 
smoothed earnings revisions

Source: Empirical Research Partners Analysis. Equally-weighted USD-hedged returns. 
Stocks are ranked across, returns are relative to the universe. As of December 1, 2019. 
Ranks refl ect past performance, which is not a guide to future performance and may 
not be repeated. There is no guarantee that these forecasts will be realized.
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