
 

 

• The current bull market for US equities has in many respects been a bear market for value investors. 

• In a challenging environment for the fund, stock selection has offset the style headwind. 

• Despite a number of risks and uncertainties, we believe there are attractive opportunities among value stocks.  

Please remember that the value of investments and the income from them will rise and fall. This will cause the fund 
price, as well as any income paid by the fund, to fall as well as rise, and you may not get back the amount you originally 
invested. Changes in currency exchange rates will also affect the value of your investment. 
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A challenging time for value  

When I started running the fund five years ago in September 

2013, US stockmarkets had already made a strong recovery 

from the global financial crisis of 2008/09. The S&P 500 

Index had risen for more than four years and surpassed the 

level reached before the financial crisis. Impressively, this 

rally has continued for another five years. With the S&P 500 

repeatedly climbing to new record highs, the current run of 

gains has become the longest US ‘bull market’ ever.  

But this bull market has been a clear ‘bear market’ from the 

point of view of value investors – a remarkable feat as well. 

The value style has been out of favour since the financial 

crisis, albeit with a short-lived change of fortunes in 2016. 

During this time, value stocks (as represented by the Russell 

1000 Value Index) have underperformed the market 

significantly (see Figure 1).  

This trend has arguably been driven by several factors. 

Initially, in an environment of heightened risk aversion, 

investors have sought the perceived safety of higher-quality 

stocks offering stable earnings and growth. Later, with 

interest rates across the developed world at rock bottom 

following the financial crisis, investors favoured stocks 

offering steady levels of income – so-called ‘bond proxies’. 

These qualities are not typically associated with cheap, 

frequently troubled ‘value’ companies. More recently, large 

technology stocks – the so-called FAAMGs (Facebook, 

Amazon, Apple, Microsoft and Google) – have driven the 

market’s gains. These companies are considered to have 

attractive growth prospects and have become very popular 

investments.  

In our view, another explanation for value’s difficulties is the 

rise of passive investing and ETFs. Rather than making 

discerning choices based on underlying company 

fundamentals, these strategies have arguably directed 

investors towards momentum-led areas of the market. 

These developments have created a challenging 

environment for value-focused investors. In fact, as value 

has underperformed for such a sustained period, 

commentators have suggested that this style of investing is 

no longer effective. 

A different approach to value 

Despite the doubts about the value style, we continue to 

believe that over the long term, focusing on mispriced 

opportunities among the cheapest stocks in the market can 

deliver attractive returns. Our analysis shows that even a 

simple value strategy investing in the cheapest quartile of the 

US stockmarket would deliver an outperformance of 1-2% 

per annum over the medium to long term – that is, over three 

years. Please note that past performance is not a guide to 

future performance. 

Figure 1: A decade of value underperformance  

 
Source: Datastream, 5 September 2018.  

Past performance is not a guide to future performance 
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However, we recognise that investment styles often move in 

and out of favour, and also accept that value can be more 

volatile than other investment strategies. To counter this, we 

created an investment process that was designed to cope in 

the periods when value was out of favour and outperform 

when value was being rewarded. Our intention was to 

eliminate the need for investors to ‘time the value cycle’ – 

that is, anticipate when value would do well.  

Fund performance 

The past five years have arguably been among the toughest 

ever for value investors. But, despite this difficult backdrop, 

good stock selection helped the fund to counteract the 

headwinds from value’s underperformance (see Figure 2). 

Since the beginning of September 2013 to the end of August 

2018, the fund has returned 15.3% pa (Euro A Accumulation 

class shares, price-to-price basis, net income reinvested). 

Although this is behind the 17.4% pa return from the S&P 

500 Index, we believe this is an encouraging result, given the 

considerable headwinds we faced as value investors. To put 

this in context, the Russell 1000 Value Index has returned 

14.0% pa over the same period. Please remember that past 

performance is not a guide to future performance.  

We believe the fund’s resilient performance over the past five 

years is attributable to our differentiated approach to value 

investing. We ensure that we have a consistent value bias by 

only selecting stocks from the cheapest quarter of the market. 

However, we combine this strict valuation focus with rigorous 

fundamental analysis to help us avoid cheap stocks with 

material problems that will prevent their share prices 

recovering – so-called ‘value traps’. We also aim to have a 

broad selection of stocks from across the market. The 

cheapest companies are often concentrated in particular 

areas, but we look deep and wide for mispriced opportunities.  

We believe that combining these elements to build a well- 

diversified portfolio of cheap stocks helps us capture the 

value premium effectively, while mitigating some of the 

challenges value investors face. In terms of performance, 

this process is designed to enable the fund to perform well 

when value is in favour, as well as helping the fund keep up 

when value struggles. Encouragingly, in 2016 when value 

enjoyed a short-lived recovery, the fund was able to capture 

the tailwind and outperformed the market by a significant 

margin. In other years, despite experiencing a style 

headwind, the fund has managed to keep pace. 

Single-year performance, 5 years ending 31.08. 2018 (%) 
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Source: Morningstar, Inc., as at 31 August 2018. Euro A share class, net income 

reinvested, price-to-price basis. (Please note that not all share classes are registered 

for sale in all countries. Please see the Prospectus for details.)  

Past performance is not a guide to future performance. 

Opportunities ahead 

While we remain broadly positive on the medium-term 

outlook for US equities, we also recognise there are currently 

a number of potential challenges and uncertainties. 

The Federal Reserve has started to tighten monetary policy, 

while inflation and tariffs are putting pressure on profit 

margins, and there is the possibility of a full-blown trade war. 

Although these risks are creating uncertainty, we believe 

they are also creating opportunities. One area where we see 

attractive opportunities in the US market currently is among 

value stocks.  

Figure 2: Stock selection driving fund performance  

 
Source: Axioma, North America Fundamental Factor Risk Model,  

30 June 2018 

Past performance is not a guide to future performance  
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Figure 3: Wide valuation spread in US market 

 
Source: Thomson Reuters Datastream, 30 June 2018. Highlighted 

bars indicate periods where P/B is greater than the current P/B spread.  

Past performance is not a guide to future performance.   
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The factors that have contributed to the sustained 

underperformance of value, which we highlighted above, 

have also led to a very wide valuation gap between the 

cheapest and the most expensive stocks in the market (see 

Figure 3).  

In fact, the spread is almost as wide as at the time of the 

technology bubble in 2000. While value stocks look attractive 

on an absolute and relative basis, the same cannot be said 

for growth stocks, where we believe significant risk resides. 

One area where we have found some interesting ideas is 

among stocks that are deemed to be vulnerable to 

competition from Amazon.com. The e-commerce giant is 

disrupting many industries, most notably retail, and the share 

prices of companies that are threatened by its activities have 

generally fallen. However, investors have used a broad 

brush when assessing companies facing Amazon’s 

challenge, in our view. Even though the disruption will require 

change, we believe it will also provide opportunities for some 

industry incumbents. We have taken advantage of this 

situation to selectively invest in ‘cheap’ oversold companies, 

which we believe can meet this challenge.  

As contrarian value investors, we spend our time questioning 

common assumptions and asking whether a company’s 

prospects are being underappreciated. It is not an easy path 

to follow, but we believe that over the long term the rewards 

from this approach can be attractive. 

Today, the same could be said, in our view, of value 

investing. Many investors have given up on the value style 

and shifted towards growth and momentum. However, we 

believe that the most favourable opportunities in the US 

market currently are among value stocks. Relative to other 

areas of the market, investors are being paid a very healthy 

discount to wait for a value rally.  

Daniel White 

M&G 

September 2018 

 

The fund invests mainly in company shares and is therefore likely to experience larger price fluctuations than funds that invest 

in bonds and/or cash. 

Further risks associated with the fund can be found in the fund’s Key Investor Information Document. 

For Investment Professionals, Institutional Investors and Professional Investors only. Not for onward distribution. No other persons should rely on any information 

contained within. Distribution of this document in or from Switzerland is not permissible with the exception of the distribution to Qualified Investors according to the 

Swiss Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular issued by the Swiss supervisory authority 

("Qualified Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only.  In Spain the M&G Investment Funds are registered for public 

distribution under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G Investment Funds (1) reg. no 390, M&G Investment Funds (2) reg. no 601, M&G 

Investment Funds (3) reg. no 391, M&G Investment Funds (5) reg. no 972, M&G Investment Funds (7) reg. no 541, M&G Investment Funds (9) reg. no 930, M&G Investment Funds 

(12) reg. no 1415, M&G Investment Funds (14) reg. no 1243, M&G Global Dividend Fund reg. no 713, M&G Global Macro Bond Fund reg. no 1056 and M&G Optimal Income Fund  

reg. no 522, M&G (Lux) Investment Funds 1 reg. no 1551. The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies 

with variable capital, incorporated in England and Wales in respect of M&G Investment Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the Netherlands, 

all funds referred to are UCITS and registered with the Dutch regulator, the AFM. For Hong Kong only: The Funds referred to in this document may not be authorised by the 

Securities & Futures Commission of Hong Kong (‘the SFC’) and may not be offered to the retail public in Hong Kong. The Funds may only be offered to Professional Investors (as 

defined in the Securities and Futures Ordinance). If you have any questions about this financial promotion please contact M&G Investments (Hong Kong) Limited. For Singapore 

only: The Funds referred to in this document are each a restricted scheme under the Sixth Schedule to the Securities and Futures (Offers of Investments) (Collective Investment 

Schemes) Regulations of Singapore and are not authorised by the Monetary Authority of Singapore (MAS) and are not registered for retail public distribution in Singapore. M&G 

Investments (Hong Kong) Limited and M&G International Investments Limited and the Funds referred to in this document may not be authorised, recognised or regulated by the 

local regulator in your jurisdiction. This information is not an offer or solicitation of an offer for the purchase or sale of investment shares in one of the Funds referred to herein. 

Purchases of a Fund should be based on the current Prospectus. The Instrument of Incorporation Prospectus, Key Investor Information Document, the, annual or interim Investment 

Report and Financial Statements, are available free of charge, in paper form, from the ACD: M&G Securities Limited, Laurence Pountney Hill, London, EC4R 0HH, GB; or one of 

the following: M&G International Investments Limited, German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am Main, the Austrian paying agent Société Générale 

Vienna Branch, Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the Luxembourg paying agent:  Société Générale Bank & Trust SA, Centre 

operational 28-32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Bank Danmark A/S Issuer Services, Securities Services, Hermes Hus, Helgeshøj Allé 

33, Postbox 850, DK-0900, Copenhagen C, Denmark; Allfunds Bank, Calle Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G 

International Investments Limited or its French branch; from the French centralising agent of the Fund: RBC Investors Services Bank France; or from the Swedish paying agent: 

Nordea Bank AB (publ), Smålandsgatan 17, 105 71 Stockholm, Sweden.  For Switzerland, please refer to M&G International Investments Switzerland AG, Talstrasse 66, 8001 

Zurich. For Italy, they can also be obtained on the website: www.mandgitalia.it. For Ireland, they are available in English language and can also be obtained from the Irish facilities 

agent, Société Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and Austria, copies of the Instrument of incorporation, annual or 

interim Investment Report, Financial Statements and Prospectus are available in English and the Prospectus and Key Investor Information Document/s are available in German. 

For Greece, they are available in English, except the Key Investor Information Document/s which is available in Greek, from the Greek Representative: Eurobank Ergasias S.A. 8, 

Othonos Street, 10557 Athens. Before subscribing investors should read the Prospectus, which includes investment risks relating to these funds. The information contained 

herein is not a substitute for independent advice. In Hong Kong, this financial promotion is issued by M&G Investments (Hong Kong) Limited, Office: 16/F, Man Yee Building, 68 

Des Voeux Road, Central Hong Kong; and, elsewhere, by M&G Securities Limited registered in England, No. 90776, authorised and regulated by the Financial Conduct Authority 

in the UK. Registered office: Laurence Pountney Hill, London EC4R 0HH. The Portuguese Securities Market Commission (Comissão do Mercado de Valores Mobiliários, the 

“CMVM”) has received a passporting notification under Directive 2009/65/EC of the European Parliament and of the Council and the Commission Regulation (EU) 584/2010 enabling 

the fund to be distributed to the public in Portugal. 
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