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THE WINNING FACTORS: GROWTH, LARGE 

CAP, AND U.S.… BUT GROWTH DOMINATED 

The sharp recovery rally since the pandemic-induced bear 

market in March featured a surge in Growth-stock outperfor-

mance after three years (2017 start to 2019 end) of sizable 

and consistent outperformance. Russell 1000 Growth beat 

Russell 1000 Value in 2017, 2018 and 2019 and in every 

quarter of those years but 4Q18, when equities swooned on 

the U.S. Federal Reserve (Fed) contemplating future rate 

hikes. In this year’s first half, Growth beat Value by 26% 

after outperforming by 43% in total 2017-2019. So far, July 

brings more of the same, putting Growth’s total outperfor-

mance at 88% vs. Value since 2017 start. This is the largest 

cumulative outperformance of Growth vs. Value since the 

style indices began in 1979 and exceeds the 73.5% Growth 

vs. Value burst from 1998 to Feb 2000. It’s only since late 

2019, and the relatively brief time in 1999-2000 that Growth 

cumulatively outperformed Value over the full history of 

these indices. This crescendo of outperformance from 

Growth after performing a magnum opus leaves many won-

dering if this is its climax, at least for now, or if more will 

come. 

 

THIS IS AN UNUSUAL RECOVERY RALLY; 

IT’S NOT BETA LED, CERTAINLY NOT CYCLI-

CAL VALUE 

This recovery rally has not been beta led, which is very odd. 

It’s one thing for style to overpower beta during middle- or 

late-cycle bull-market years, but for a style factor to domi-

nate beta in a post-bear-market recovery rally is unusual, 

especially when that style isn’t Value. Bear-market recovery 

rallies are usually dominated by High Beta, Value, Low 

Quality stocks. Instead, this rally’s leadership is Growth, 

Super-cap, and Quality (strong balance sheets, high mar-

gins). This is usually the leadership toward the end of a bull 

market, not the beginning. This can be simply explained as 

leadership of all things digital amidst a pandemic’s physical 

distancing. But for 3.5 years now, Growth has outperformed 

on a powerful combination of high duration & digitalization. 

The pandemic accelerated digital business growth and 

crushed real interest rates. It’s doubtful this kind of rally sig-

nals investor confidence in a strong economic recovery; 

however, the strength of the equity market itself should help. 
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SUPER-CAP LEADERSHIP RAISED S&P CON-

CENTRATION, ESPECIALLY TOP 3-10 

STOCKS 

Large has outperformed small over the last few years and 

YTD. However, since March’s bottom, large and small have 

been neck and neck as small-cap Growth stocks surged. 

But even within small, after a steep bear decline, Growth 

outperforms tremendously. But the most notable phenome-

non by size is surging outperformance of super-cap stocks 

with trillion dollar plus equity capitalizations that are making 

the S&P 500 more concentrated and sensitive to its top-ten 

index weight stocks. The top 3, 5, and 10 largest S&P 500 

stocks are now 15.9%, 22.8%, 30.6% of the index. All rec-

ord highs. However, the top 50 largest are still a bit below 

their 1999 record share. 

2Q EARNINGS SEASON: AN IMPORTANT 

BATTLE IN THE STYLE WAR 

Currently, the bottom-up consensus for 2Q S&P earnings 

per share (EPS) is $23.26. Many expect this to be beaten 

as usual, but we’re doubtful. First, while consensus is typi-

cally beaten the day of company reporting, there has been a 

pattern of last-minute cuts to estimates during the earnings 

season over the past two years, such that all the company 

“beats” on reporting day add up to the same S&P EPS fig-

ure at the start of the season. Second, while we expect 

most companies to beat reporting-day estimates, we also 

expect many big misses at the companies with losses. Most 

companies with likely losses in 2Q pulled guidance and of-

ten analysts don’t forecast losses as big as they turn out to 

be in recessions. For these reasons, we expect 2Q S&P 

EPS to be closer to $20 than $25. This is above our $15 

estimate or $10-20 range, as the reopening gross-domestic-

product (GDP) bounce came sooner than we expected and 

there is talk of earnings immunity and even net benefits at 

Tech EPS year-over-year (y/y). That acknowledged, we are 

preparing ourselves to be amazed by earnings surprises 

from the digital world this earnings season given the recent 

share-price surges. We might raise our 2020E S&P EPS to 

$115-120, but unless Tech smashes it, better-than-feared 

2Q EPS won’t be enough to raise our 2H20 and 2021 S&P 

EPS estimates given the resurgent spread of the virus. 

STYLE ROTATION? PERHAPS TACTICALLY, 

BATTLE LINE SITS AT TECH VS. FINANCIALS 

Despite demanding valuations at Tech, we’re inclined to 

stay overweight, especially given the resurgent spread of 

the virus. We’ll see if Financials can deliver beats (with large 

loan-loss provisions) and consider raising it to equal-weight. 

But if Tech fails to impress, it could trigger an S&P correc-

tion given its index heft and that challenges elsewhere 

aren’t quickly disappearing. We believe digital firms have 

bright futures, but it might be hard for them to deliver 

enough near-term against high expectations. We think these 

companies are good long-term investments, but Growth 

investors must be patient, especially when paying today’s 

valuations. Equity overweights that tilted heavily to cyclical 

value stocks have less outperformance than usual in a re-

covery rally, but this extraordinary Growth vs. Value phe-

nomenon might take a rest and the debate might miss the 

beta call yet becoming most important within equities into 

year-end. If digital doesn’t deliver and the reopening bounce 

loses energy, sapping cyclical value’s chance at putting up 

a better fight, we will likely take an even more defensive 

sector strategy with a low beta, but no style preference. 
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GLOSSARY 

Technically, a bear market refers to a situation where the index's 

value falls at least 20% from a recent high. 

Beta is a measure of volatility that captures a security's systematic 

risk according to the capital asset pricing model. 

A bull market is a financial market where prices are rising - usually 

used in the context of equities markets. 

A correction is a decline in stock market prices. 

Cyclical is something that moves with the cycle. 

Earnings per share (EPS) is calculated as a company's net income 

minus dividends of preferred stock, all divided by the total number 

of shares outstanding. 

The gross domestic product (GDP) is the monetary value of all the 

finished goods and services produced within a country's borders in 

a specific time period. 

Growth stocks are stocks from companies that are expected to 

grow significantly above market average for a certain period of time. 

Margin describes borrowed money that is used to purchase securi-

ties. 

The real interest rate is the nominal interest rate adjusted for infla-

tion as measured by the GDP deflator. 

A recession is, technically, when an economy contracts for two 

successive quarters but is often used in a looser way to indicate 

declining output. 

The Russell 1000 Growth Index states the performance of the com-

panies included in the index that have higher price-to-book ratios 

and are forecasted with higher growth. 

The Russell 1000 Value Index states the performance of the com-

panies included in the index that have lower price-to-book ratios 

and are forecasted with lower growth.  

The S&P 500 is an index that includes 500 leading U.S. companies 

capturing approximately 80% coverage of available U.S. market 

capitalization. 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 

Value stocks are stocks from companies that are trading at prices 

close to their book value and that are therefore cheaper than the 

market average on that metric. 
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IMPORTANT INFORMATION 
This marketing communication is intended for retail clients only. 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they operate their business activities. The re-
spective legal entities offering products or services under the DWS brand are specified in the respective contracts, sales materials and other 
product information documents. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees 
(collectively “DWS”) are communicating this document in good faith and on the following basis. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 
investments and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives 
and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, rec-
ommendation or solicitation to conclude a transaction and should not be treated as giving investment advice. 

The document was not produced, reviewed or edited by any research department within DWS and is not investment research. Therefore, 
laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions ex-
pressed by other legal entities of DWS or their departments including research departments.  

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This market-
ing communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading 
prior to the publication of financial analyses. 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s 
judgment as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses 
and changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 
reasonableness or completeness of such forward looking statements or to any other financial information contained in this document. Past 
performance is not guarantee of future results. 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 
completeness or fairness of such information. All third party data are copyrighted by and proprietary to the provider. DWS has no obligation 
to update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, pro-
jection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income 
and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any 
point in time. Furthermore, substantial fluctuations of the value of any investment are possible even over short periods of time. The terms of 
any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. 
When making an investment decision, you should rely on the final documentation relating to any transaction.  

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long or short position in securit ies referred to 
herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securi-
ties, and earn brokerage or other compensation. 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. 
The relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with 
respect to any tax implications on the investment suggested. 

This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution of this docu-
ment may be restricted by law or regulation in certain countries, including the United States. 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-
trary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met 
within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, 
such restrictions. 
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In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 
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