
Running of the Bull
• Value Turning the Corner?

• After multiple years of underperformance, the value factor appears to 
be offering value once again

• Trade Fears Fading? 
• The U.S. economy will likely experience a growth tailwind if trade 

uncertainty dissipates

• Tracking Earnings Into Year-End
• The earnings recession, though expected to continue through Q4, 

remains relatively contained
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Value Turning the Corner?

• S&P 500 Strikes All-Time Highs. After bouncing around a relatively tight range for
much of 2019, the S&P 500 Index hit fresh all-time highs last week, ending the week
up more than 25% year-to-date on a total return basis. A number of catalysts have
contributed to the more constructive market narrative, including de-escalating
trade tensions with China, an improving global economic outlook and Fed Chair
Jerome Powell’s establishment of a high bar for further rate hikes.

• Style Performance Turns a Corner. The Russell 1000 Value Index is outperforming its
growth counterpart by 2.0% over the last three months on a total return basis,
particularly due to falling odds of recession. Growth stocks usually perform better
during periods with lower economic growth expectations, as they tend to derive
more of their earnings gains via idiosyncratic sources not entirely tied to the health of
the economy. On the flip side, value stocks typically perform well when opportunities
to grow their earnings are plentiful in a thriving economy.

• Value Offers Enhanced Long-Term Return Potential. Notwithstanding the value
factor’s recent run, growth stocks continue to enjoy valuations on the higher end of
Glenmede’s estimates of longer-term fair value. As a result, Glenmede’s proprietary
Global Expected Returns model shows 10yr return expectations for large value stocks
at more than twice the level for growth stocks. Though not quite as extreme, the last
time we saw such a wide disparity between the two was the Tech Bubble in the late
90’s, after which growth stocks underperformed significantly.
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The Decoupling of Expected Returns for Value and Growth Stocks

Chart of the Week:
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After multiple years of underperformance, the value factor 
appears to be offering value once again
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The U.S. economy will likely experience a growth tailwind if 
trade uncertainty dissipates
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Tracking Earnings Into Year-End

• Once More, Earnings Improving. With around 90% of companies reporting so far, the
blended year-over-year growth in Q3 earnings, which combines actual results with
analyst expectations for companies that have yet to report, stands at -2.4% for the
S&P 500 Index. This represents a noteworthy improvement relative to the -4.8% figure
expected at the beginning of the quarter, as three-in-four companies have
outperformed analysts’ expectations.

• Earnings Recession ≠ Economic Recession. If Q3 continues as expected, it will
represent the third straight quarter of negative year-over-year earnings growth for
the S&P 500. This is the first time the Index has seen such a decline since late 2015.
Back then, the earnings recession remained contained within a few sectors and did
not result in a broader economic downturn. That appears to be the base case for
this environment as well, as the U.S. economy simply endures another growth scare.

• Q4 Earnings Outlook. Expectations for Q4 S&P 500 earnings growth currently sits at
-1.4%. If the quarter develops as expected, it will mark the 4th straight quarter of
negative year-over-year growth. However, it appears only 4 constituents of the 500-
company Index are dragging earnings lower. If one removes Micron Technology,
Exxon Mobil, Boeing and General Motors from the Index, it would be on pace for a
1.1% gain in earnings next quarter. These companies are respectively facing short-
term headwinds, such as the trade war’s effect on the semiconductor industry,
commodity-related volatility, product recalls and an auto workers’ union dispute.

Trade Fears Fading? 

• Delayed Phase 1 Deal. Trade negotiations remain in focus as the U.S. and China
attempt to complete an interim pact to diffuse tensions. Among the sticking points
are whether existing tariffs will be rolled back, where the agreement will be signed
and various other details. Officials had previously signaled a deal might be inked at
some point in November, but a December signing appears increasingly more likely.

• Tariffs from Headwind to Tailwind? Tariffs currently in place or scheduled introduce a
nearly half-percent* aggregate headwind to U.S. GDP growth, as they are basically
a tax on the consumption of specific imports. There has been much speculation
over the past week as to whether a Phase 1 deal will include tariff rollbacks. If the
U.S. and China can come to an agreement that removes some or all tariffs, it could
create an incremental tailwind for economic growth here in the U.S., in theory akin
to a tax cut. At a minimum, the delay or removal of new tariffs scheduled for
December would be viewed as a positive development.

• Trade Talks Will Continue Until Morale Improves. The yardstick by which the market
and individual companies will likely measure the success of a trade deal will be
whether the agreement brings stability to the “rules of the game” for conducting
cross-border business between these two economic giants. For companies trying to
make decisions on where to deploy their capital for the long-term, if threats loom to
unilaterally re-impose tariffs, that uncertainty could cause some to rethink plans to
invest in longer-term growth projects over fears of disrupted supply chains.

*Tariff impacts on GDP estimated under the assumption of full demand destruction via a tariff-induced price shock, meaning a shift lower in overall demand due to prolonged periods of higher prices.
The mechanism for the changes of tariff effects on real GDP growth are an estimate from Glenmede’s internal analysis. Actual results may differ materially from projections.

The earnings recession, though expected to continue 
through Q4, remains relatively contained
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