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 US equities: The time for value? 

Value investors should embrace market uncertainty as it creates opportunities to get great companies 

at fair prices, says John Bailer, US equity income manager at The Boston Company Asset 

Management
1
. 

There are growth companies investors believe will expand forevermore, which is unrealistic, he says. 

Instead, as a value investor, he invests in companies where expectations are low. This can be for a 

number of reasons: maybe the company has not been meeting its earnings expectations, or has 

difficulties with senior staff. “We are looking for those companies where there’s some change taking 

place, such as shifts in management, or rationalisation of the business. These types of changes can 

affect the momentum of a business, and if the market does not realise it then the stock will represent 

good value.” 

Embracing uncertainty 

In the US, Bailer says the election of Donald Trump as President has brought some uncertainty into 

the market. Investors are reacting to whether they think his policies are going to be enacted or not and 

therefore whether they think the US will stay in a deflationary environment or get reflation?  

The most dramatic policy changes in decades

Source: TBCAM April 2017 
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“There are some early signs of inflation coming back into the market and in the event this becomes 

more established our income-orientated portfolio should be well insulated as we own financial 

companies that should benefit from inflation and interest rate rises. 

“If the repeal of Obamacare gets a second chance and the house approves it then the likelihood of all 

the other policies panning out improves. All of the potential reforms are pro-growth and pro-business 

and should therefore be pro-GDP growth and pro S&P 500 earnings per share growth if they get 

passed.” 

Bailer says investors are positioning in stocks that are economically insensitive. This is due to the 10-

year average of US GDP, which is much lower than was seen in the 50 years prior to the financial 

crisis. “You have to ask, are we going to see 1% GDP growth forever? Is that the new normal, or were 

the previous 50 years normal?” 

10-year rolling average US GDP 

 

Source: Bloomberg, Bureau of Economic Analysis. As of 12/31/2016. For illustrative purposes only. Some information contained 

herein has been obtained from third party sources that are believed to be reliable, but the information has not been 

independently verified by TBCAM. TBCAM makes no representations as to the accuracy or the completeness of such 

information.  

He adds: “I believe the market is imbalanced – very low interest rates for longer and the associated 

search for income has made bond prices very expensive and stocks that act like bonds have become 

very expensive as well.” 

Value vs. growth 

Looking at the history of growth versus value Bailer pointed out that during the dot-com era, growth 

stocks outperformed, and the gap between price-to-book ratios of growth versus value peaked at 

historic highs of 13.4 in 2000.  

After the tech bubble burst, investors fled to value stocks. But by March 2009, valuations across the 

market were compressed, with the difference between the most and least expensive stocks about 3.9 

on a price-to-book basis, making growth stocks attractive relative to value, he says. Amid stagnation, 

investors sought stocks with secular growth stories, such as Amazon, Google and Facebook. 

Importantly, after seven years of secular stagnation, the valuation gap approached tech-bubble levels 

and peaked at a price-to-book difference of 12.1 in March 2016. 

“We believe this outsize dispersion sets the stage for the next rotation back to value stocks. In fact, 

2016 was the first year since early 2010 when value outperformed growth. Even in traditional value 
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sectors, dispersion is wide. Investors have bid up prices in bond-proxy sectors, like utilities, while 

avoiding sectors maligned during the post-financial crisis recession, like financials. 

“For example, in July 2016, we were able to buy financials with higher dividend yields and significantly 

better expected three-year dividend growth rates at meaningful price-to-earnings and price-to-book 

discounts relative to utilities. Outside the bond-proxy sectors, we are finding attractive opportunities 

that offer healthy dividends, compelling valuations and business improvement catalysts.” 

 

Source: Corporate Reports, Empirical Research Partners Analysis, National Bureau of Economic Research. As of January 

2017. For illustrative purposes only. Some information contained herein has been obtained from third party sources that are 

believed to be reliable, but the information has not been independently verified by TBCAM. TBCAM makes no representations 

as to the accuracy or the completeness of such information. [19656] 

Behind banks 

Bailer is bullish on financials but recognises there’s still a large population of investors who hold a 

negative view on the sector. “Perhaps that’s understandable given the long-lasting impact of the global 

financial crisis almost a decade ago. But by holding that view those investors are precluding 

themselves from owning stocks whose dividends – in our view – are going to experience strong 

growth over the next few years.” 

He says balance sheets in the financial services sector are as good as he’s ever seen them. In July 

2016, all of the US banks required to take the Federal Reserve’s ‘severe adverse scenario’ test 

passed with a tier 1 leverage ratio of 4% or higher. 

Meanwhile US banks have been “extremely conservative” in their lending policy. Far from over-

extending themselves, they have generated some of the best loans on their books over the past eight 

years, he says. 
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Important information 

Past performance is not a guide to future performance.   

The value of investments can fall. Investors may not get back the amount invested. Income from investments may vary 

and is not guaranteed. 

For Professional Clients and, in Switzerland, for Qualified Investors only.This is a financial promotion and is not 

investment advice.  

Any views and opinions are those of the investment manager, unless otherwise noted. Portfolio holdings are subject to change, 

for information only and are not investment recommendations. BNY Mellon is the corporate brand of The Bank of New York 

Mellon Corporation and its subsidiaries. The Bank of New York Mellon Corporation holds 90% of The Boston Company Asset 

Management, LLC. BNY Mellon Investment Management EMEA Limited and any other BNY Mellon entity mentioned are all 

ultimately owned by The Bank of New York Mellon Corporation.   

Issued in UK and Europe by BNY Mellon Investment Management EMEA Limited, BNY Mellon Centre, 160 Queen Victoria 

Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated by the Financial Conduct Authority. 

Issued in Switzerland by BNY Mellon Investments Switzerland GmbH, Talacker 29, CH-8001 Zürich, Switzerland. Authorised 

and regulated by the FINMA. INV00754 exp 4 August 2017. 

 

 

 

 

 

 



 

 

本情報提供資料は、BNY メロン・グループ（BNY メロンを最終親会社とする

グループの総称です）の資産運用会社が提供する情報について、BNYメロン・

アセット・マネジメント・ジャパン株式会社が審査の上、掲載したものです。 

当資料は情報の提供を目的としたもので、勧誘を目的としたものではありませ

ん。当資料は信頼できると思われる情報に基づき作成されていますが、その正

確性、完全性を保証するものではありません。ここに示された意見などは、作

成時点での見解であり、事前の連絡無しに変更される事もあります。 

 

 

BNYメロン・アセット・マネジメント・ジャパン株式会社 

BNY Mellon Asset Management Japan Limited 
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