
 
 

August 18, 2020 
Growth vs. Value 
 
Given the recent strong advance of Growth Stocks (particularly in the Technology Sector), 
investors are asking:   

a. Are Growth stocks fully, if not overvalued? 
b. Are Value (High Dividend) stocks a better buy at this juncture? 

 
These questions are most relevant to investors who:  

- Are out of the market and missed the run-up  
- Have cash and cannot accept earning 0.03% 
- Hold concentrated positions in the winning stocks and are wondering if rebalancing 

(trimming winners) makes sense 
 
We address these questions daily for both new and existing investors and offer the following: 
 
GENERAL 
 
Prior to the March sell off, the 2009 bull market was longer than any previous bull market.  
Many believe that stimulative measures by Central Banks artificially extended the bull market.   
 
The Corona Virus brought forth a global recession and market sell-off in March.  Central Banks 
have responded with even more stimulative efforts than put forth in 2009. 
 
Accordingly, the case can be made that we have entered a new equity bull market cycle. 
 
Companies typically respond to recessions by cutting costs and improving efficiency. 
 
The Covid recession has provided an opportunity for companies to slash or furlough their work 
force and realign compensation, while maintaining or even increasing their product/service 
prices.  They have been able to do this on a large scale without the normal backlash from media, 
politicians, unions, etc. 
 
Growth Stocks typically outperform during periods of low interest rates and sluggish economic 
growth due to: 

- The compounding effects of their superior growth rates, given their ability to reinvest 
profits at high ROCs (return on capital) 

- The longer-duration nature of their cash flows, given investor distaste for big payouts 
when reinvestment rates (e.g. money markets and bond yields) are near zero. 

- The increasing growth premium investors are willing to pay to avoid distressed and 
stagnant sectors of the market 

 
This has also been the case since 2009.  



GROWTH VS. VALUE ANALYSIS 
 
An analysis of the 107 “growth” companies and 222 “value” companies in the S&P 500 reveals 
the following very interesting characteristics: 

The growth rate divergence between “growth” and “value” has widened significantly this 
year 

- In the first two quarters of 2020, the sales growth rate for “growth” was 9.6% 
greater than that of “value” (+4.9% vs. -4.7%) 

- In the first two quarters of 2019, the difference was 6.8% (+11.0% vs. +4.1%) 
 The sales growth gap has widened by 41% 

 
- In the first two quarters of 2020, the EPS growth rate for “growth” was 32.7% 

greater than that of “value” (-1.7% vs. -34.5%) 
- In the first two quarters of 2019, the difference was 11.8% (+15.0% vs. +3.2%) 

 This profit growth gap has widened by 178%! 
 

When the valuation of each market segment is evaluated relative to its five-year historical 
average, the results will surprise most, if not all (particularly in light of much of the 
financial media reporting). 

 
- The current “PEG” ratio (Price-to-Earnings divided by the Growth rate) for 

“growth” companies is 1.77.  The five-year historical average is 1.89 
 This suggests that “growth” is undervalued by 6.9% 

- The current “PEG” ratio for “value” companies is 6.11.  The five-year historical 
average is 4.24 
 This suggests that “value” is overvalued by 30.6 

 
Our Opinions 

- We have entered a new economic recovery and bull market cycle 
- High quality companies with stable demand and product differentiation have taken steps 

to reduce financing costs and improve operational efficiencies  
- These companies are poised for strong long-term growth 
- Despite the recent market advances, good growth companies are not overvalued  
- The new bull market cycle will be supported by low interest rates and Central Bank 

support 
- Investors will be well served to overweight High Growth companies 

 
Sincerely, 
 
Bradford Stanley, CFA 
Chief Investment Officer 
 
Footnotes: 
*  Median value of each universe (“growth” and “value”) used for all metrics 
*  2019 profit growth rate used for current PEG ratio. Five-year CAGR used for historical PEG ratio. 
 
Disclosure:  
The preceding represents the opinions of The Stanley-Laman Group, Ltd., a Registered Investment Advisor, and are 
not intended to be investment recommendations. All strategies outlined and the views expressed offer risk of loss of 
principal and are not suitable for all investors. Investors are advised to consult with qualified investment 
professionals relative to their individual circumstance and objectives. 
 


