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Despite losing out to growth over the last five quarters, value investments still command the

respect of the market.

— Growth focused ETFs outperformed value peers by over 8% since January of last year
— The shares which offered the best value underperformed those that offered the least value

by 10%

— Shares which offer the best value still see the lowest average short interest

Value versus growth

Growth has triumphed over value by 8.2% in
the last 12 months according to the
performances the iShares Russell 1000 Value
ETF and its peer focused on growth.
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The weighting of constituents in the value
index favours lower book-to-price ratios
whereas the growth index focuses on stocks
that are ranked and weighted according to
their growth potential. Russell index
methodologies utilises two variables to rank
growth stocks; a medium term forecasted
growth rate (2 year) and a long term historical
growth rates (5year).

Despite the recent underperformance of value
to its more favoured growth peers, ETF
investors still added $13.5bn of inflows across
the 43 US listed value funds. Growth’s
outperformance has not gone unnoticed
however as the 85 growth focused ETFs have
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seen twice the inflows seen by value products
over this period of time.

Value in energy

A useful proxy in gauging the relative value of
stocks across sectors is Markit's Research
Signals’ Net Asset Value to Price factor.
Using net book values and ignoring goodwill,
intangible assets and adjusting for price,
stocks are ranked according to their NAV. For
analysis, individual companies are grouped
into in deciles.
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The energy sector has seen the largest
increase in average ranking over the last six
months with the telecommunication and
healthcare sectors value rank having declined
the most. The oil industry’s reaction to the fall
in crude prices has seen dramatic share price
declines and asset base revaluations. This
has have had a net effect of improving the
sector’s relative value metrics.

The increased ranking could be behind the
recent underperformance seen in value
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https://www.russell.com/documents/indexes/construction-methodology-us-indexes.pdf
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names, and should oil prices recover the
underperformance could narrow.

Short sellers sceptical of growth

Ignoring sector performances, the
outperformance of growth strategies using the
NAV to price factor in the last 12 months
confirms the market's recent performance
bias towards growth. The net spread of going
long the most valuable stocks and going short
the least valuable stocks, would have
delivered a negative 11% return.

Short sellers have exhibited scepticism
towards overvalued stocks (deciles 8, 9 and
10) which have seen the highest levels of
short interest. In contrast, the shares which
offer the best value (decile 1) have seen the
lowest short interest on average.

Average short interest per decile
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