
“America is not just a power, it is a promise. It is not enough for our country to be extraordinary in might; 
it must be exemplary in meaning”. - Nelson Rockefeller
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Will Value Outperform Again? 
Jeremy Nelson

We have all heard of value investing legend Warren Buffett and his mentor Benjamin Graham. The success 
of their philosophy, which centered around buying companies that are cheap, outperformed growth investing 
with only a few brief interruptions from 1935 to 1988. The outperformance was so persistent and noticeable 
that Eugene Fama and Kenneth French labeled “value” as one of the three factors in the Fama-French three-
factor model. Their work has since become the basis for an entire sub-industry of quantitative factor-based 
investment ETFs, mutual funds and hedge funds. The work also contributed to Fama sharing the 2013 Nobel 
Prize in Economic Sciences. 
Today, after more than a decade of growth stocks outperforming value stocks, many investors are questioning 
whether value stocks will ever outperform again. In order to address this question, we feel there are three main 
areas of discussion: 
1)   Looking at value versus growth investing through a more modern lens.
2)   Understanding what is driving the current secular trend in growth.
3)   Understanding what it would take to tip the scale in favor of value.
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On Chart 1 we show the Russell 1000 Value Index (TR) alongside the Russell 1000 Growth Index (TR) 
going back to 1979 (TR stands for Total Return which means we have included dividends). We then show 
July 31, 2006 to current (Chart 2), February 29, 2000 to July 31, 2006 (Chart 3), and September 30, 1993 
to February 29, 2000 (Chart 4). 

Chart 1: Russell 1000 Value Index (TR) versus Russell 1000 Growth Index (TR) 1979 to Current 
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Index (TR) alongside the Russell 1000 Growth 
Index (TR) going back to 1979 (TR stands for 
Total Return which means we have included 
dividends). We then show July 31, 2006 to 
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The current trend towards growth stocks is 
now the longest in history. Despite lasting 
longer than the period beginning in 1993 and 
ending in the tech bubble, this trend has not 
produced the same relative gains in growth. 
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This may be a good thing for growth investors 
as it may imply that a potential turn in growth 
relative to value will not be of the same 
magnitude that we saw after the tech bubble. 
The last two bull markets in growth stocks 
relative to value stocks have one thing in 
common, they have lasted a long time. In fact, 
they are the two longest periods on record. 
Historically, we saw short one to three-year 
bursts where growth outperformed.
That brings us to what is driving the trend in 
growth stocks. In the late 90s, euphoria and 
speculation about the “dot-coms” drove the 
market. Today, we have a slow growth economy. 
In periods of slow economic growth, investors 
seek companies that can grow anyway. The 
same thing happens with earnings growth. 
When earnings growth is decelerating, growth 
stocks tend to outperform. This is because a 
growth company’s earnings are less dependent 
on the overall market. Lastly, it is very plausible 
that growth stocks and growth investing were 
oversold following the crash in tech stocks. In a 
sense, growth stocks became cheap!
Looking forward, we believe that value will have 
another multi-year run but the signs are not 
there yet. First, the rate of economic growth 
needs to pick up. As they say, a rising tide lifts 
all boats. If the rate of economic growth picks 
up, value stocks will be more attractive. This 
would likely lead to a steeper yield curve and 
higher oil prices, thus benefiting the financials 
and energy sectors. Unfortunately, the yield 
curve has inverted, and oil prices remain low. 
With interest rates dropping, dividend paying 
stocks become more attractive and value 
stocks tend to pay more dividends than growth 
stocks. This could benefit value stocks in the 
short run but would likely not be enough to 
spur a long-term shift towards value stocks. 
As of this writing, iShares.com reports that the 
iShares Russell 1000 Value ETF has a price-to-
earnings (P/E) ratio of 15.98, while the iShares 
Russell 1000 Growth ETF has a P/E ratio of 
26.66. The differential between value and 
growth P/E ratios has widened recently, but 
not to the levels seen in the tech bubble. At 
Element Wealth, we believe that growth is 
currently expensive relative to value. However, 

 

 

Chart 2: Russell 1000 Value Index (TR) versus Russell 1000 Growth Index (TR) 7/31/2006 to Current 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Chart 3: Russell 1000 Value Index (TR) versus Russell 1000 Growth Index (TR) 02/29/2000 to 
07/31/2006 

 

Chart 4: Russell 1000 Value Index (TR) versus Russell 1000 Growth Index (TR) 09/30/1993 to 
02/29/2000  

 

Chart 3: Russell 1000 Value Index (TR) versus Russell 1000 Growth Index (TR) 02/29/2000 to 
07/31/2006 

 

Chart 4: Russell 1000 Value Index (TR) versus Russell 1000 Growth Index (TR) 09/30/1993 to 
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One of the most interesting and misunderstood financial topics has got to be about the “national debt”. According 
to recent reported figures, the U.S. national debt hit a record $22 trillion. There doesn’t seem to be a lot of 
serious discussion from our elected officials about reducing or even controlling our debt level. 
According to Wikipedia, the national debt of the U.S. is the total debt, or unpaid borrowed funds, carried by 
the Federal Government of the United States which is measured by the face value of the currently outstanding 
Treasury securities that have been issued by the Treasury and other government agencies. Pretty much anyone 
or any institution (individuals, corporations or governments) has the opportunity to invest in U.S. Treasury bills, 
notes and bonds. At this time, Treasuries are paying historically low interest rates. When someone says they 
don’t want to take any risk with their investments, this is arguably the safest investment in the market place.
Our current debt is a little over 100% of our gross domestic product, which is the full value of what the U.S. 
produces every year. The last time it was this high of a percentage of GDP was right after WWII. The debt was 
headed down but turned back up when Ronald Reagan became President.
He initiated what was tagged Voodoo Economics. Its official name is “supply-side” economics. He believed that if 
you cut taxes, the tax revenue would increase. The Congressional Budget Office (CBO) is a federal agency within 
the legislative branch of the U.S. government that provides budget and economic information to Congress. They 
reported several types of risk factors in their July 2010 publication:

•   A growing portion of savings would go toward purchases of government debt rather than investments in 
productive capital goods such as factories and computers leading to lower output and income

•   Savings would be reduced and work discouraged by higher marginal tax rates to pay higher interest costs
•  Could force reduction in government programs
•  Restrictions to use fiscal policy to economic challenges
•  Increased risk of a sudden fiscal crisis

National Debt and the Market
Danny Williams 

the catalysts for multi-year relative strength in value are not there. 
So, what does one do? First, remember that you don’t have to choose just one. If you own the Russell 1000 
Index or the S&P 500 Index, you own both value and growth and are not making an active bet on either. If you 
are a long-term value investor and thinking about flipping, remember that investing in equities is a long-term 
proposition. Consistency and discipline are key for both value and growth investing. 
As always, feel free to reach out to me with questions.
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The latest flavor of retirement plan sausage is 
currently being made in the Washington, D.C. kitchen. 
In an era of unprecedented partisan politics, the US 
House of Representatives recently passed the Setting 
Every Community Up for Retirement Enhancement 
Act (SECURE Act) by a vote of 417-3. Some major 
provisions of the bill include: allowing small employers 
to come together to set up and offer 401(k) plans 
with less fiduciary responsibility and less costs 
than exists today, increasing annuity options inside 
retirement plans, increasing the Required Minimum 
Distribution age to 72, the removal of age limitation 
on IRA contributions, and a tax credit for automatic 
enrollment among other changes.
The companion bill to the SECURE Act in the US Senate 
is called the Retirement Enhancement and Savings 
Act (RESA) and is currently under consideration. This 
bill would permit employees to use pre-tax dollars 
through employer-based retirement programs to pay 
for investment advice regarding qualified plans. It 
also would allow retirement advice for investments 

held outside such arrangements. RESA also contains 
many of the same provisions found in the SECURE Act. 
Senator Chuck Grassley, R-Iowa, the chairman of the 
Senate Finance Committee, said the Senate is working 
to pass the SECURE Act as it passed the House but 
that the timing on the passage is uncertain. Part of the 
holdup is the provision allowing 529 account funds to 
be used for homeschooling, private elementary and 
high school expenses and special needs students. 
House Speaker Nancy Pelosi, D-CA, took out those 
provisions from the House version. However, Grassley 
doesn’t think there are 60 votes to pass the provision 
in the Senate.
Expect the Senate to either pass the SECURE Act as 
it came from the House or to pass a similar bill that 
would then be worked on in Conference by members 
of the House and Senate and then approved by both 
chambers. Even in these divisive times, it is nice to 
see lawmakers working together to pass needed 
legislation to help businesses and their employees 
prepare for retirement.
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There is an ongoing argument over how or if higher debt levels endanger our country’s current and future 
prosperity. Economists, business leaders and our elected officials are expressing their points of view on this 
subject. This is a complex topic and has many moving parts. As we all know, the economy is now more global 
than ever before, and what may have worked before, may not today. 
If we put this in personal terms, we know that increasing debt levels and interest payments on a growing amount 
of debt will eventually have negative consequences like financial bankruptcy. Of course, the federal government 
can do something we can’t do and that’s print more money. This may sound good but at some point, this action 
may cause inflation in our economy.
You may have seen that President Trump recently signed a new budget deal which suspends the debt ceiling for two 
years. The federal deficit will approach $1 Trillion, which was $587 billion in 2016, according to CBSNews.com. Many 
of us would like to see our national debt go down just as most would like to see our personal debt reduced. This 
makes sound financial sense to most of us and at some point these continuous increases will have repercussions 
in the market place. When and if our growing national debt begins to cause the markets to be concerned, our 
recommendation is to allocate your portfolio in ways that may minimize these and other potential market risks.
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