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Australian value stocks have almost never been so out of  favour and investor demand for growth/technology 
stocks has almost never been so feverish. Growth, momentum and low volatility stocks are trading at high 
levels, with S&P/ASX index investors being exposed to substantial valuation risk.

In our experience, while these intra-market valuation distortions can cause performance headwinds for a 
fundamental valuation manager, based on our past experience, they do eventually correct and, a return to 
equilibrium can bring strong relative performance. In summary: 

 ▪ Growth stocks are now reaching historically high valuation levels, with the dispersion between performance 
of  value and growth now near all-time highs.

 ▪ The epicenter of  the growth boom may be in the US but Australia appears to be following with dispersions 
rising locally too. We expect any reversal of  this international trend to also impact local markets. 

 ▪ Historically, the strongest period for value performance has come when the dispersion has been the 
largest. However, we do warn that the worst period for value factor performance is often at these late cycle 
periods, just prior to a much needed reversal. 

 ▪ This sustained period of  value factor underperformance highlights to us the importance of  ‘fundamental 
active value’ as opposed to naïve value investing. 

The Growth Boom in the US  
Over the long-term, value stocks have outperformed growth stocks in the US equity market. On a very simple 
measure, the lowest price to book (value) has strongly outperformed the highest price to book (growth) stocks 
by a considerable degree since the 1920s. However, value has now underperformed for more than a decade. 
Based on past performance, this is a long period of  underperformance (Exhibit 1).

Exhibit 1

Explanation of Value’s Underperformance 
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As of 31 May 2019. 
Chart reflects the monthly premium/discount that high 5 year sales growth stocks command versus the MSCI World as measured by P/E and P/B.  The ratio is calculat-
ed by taking the valuation of the median ranked stock within the top 20% of high sales growth companies versus the median ranked stock within the whole universe.
Source:  Lazard, S&P Global BMI, Factset
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The Cumulative Underperformance of  Value in the US is 
now worse than at the peak of  the Tech Boom
Recent returns to value factors have been poor, with forward dividend and earnings yields as well as 
composite value underperforming significantly. The value premium (or outperformance of  value) has 
significantly diminished (Exhibit 2).

Exhibit 2

The Value Premium has been Eroded 
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As of 31 May 2019. 
Chart reflects the monthly premium/discount that high 5 year sales growth stocks command versus the MSCI World as measured by P/E and P/B.  The ratio is calculat-
ed by taking the valuation of the median ranked stock within the top 20% of high sales growth companies versus the median ranked stock within the whole universe.
Source:  Lazard, S&P Global BMI, Factset
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US Leads, Australia Follows
We have largely focused on the US equity market, as we see the US market as being the clear driver of  the 
current cycle but we have also undertaken similar analysis for the Australian market (where we invest). Value 
in Australia has also performed poorly over the last sixteen years, although better than in other global markets 
(Exhibit 3). This better performance is the result of  the large resources sector, which fell off  relatively 
high multiples (in 2011-12) and recovered strongly off  low multiples (in 2016). Yet this is still a historically 
significant drawdown, with only the tech boom of  1999 producing a deeper drawdown in recent history 
(Exhibit 4).

Exhibit 4 

Biggest Drawdown Since the Tech Boom in Australia 
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Exhibit 3 

Relative Drawdowns Against Value Have Been Substantial in Australia   
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Growth Stocks in Australia are Particularly Expensive 
In a mining boom, Australia is at the heart of  the action, but how do tech booms play out in Australia, given 
there are very few tech companies in the local market?

In the TMT boom of  twenty years ago, the Australian market initially ignored the phenomenon, but as it 
became the dominant global narrative, Australian investors responded in two ways to express the theme. 
Firstly, by greatly increasing the multiples on some established large companies viewed as growth stocks, 
News Corp, Telstra and Fairfax. Secondly, investors gave large market caps to small loss-making speculative 
stocks like One.Tel, Sausage Software, Solution Six and Pineapple.com. In retrospect, clearly neither approach 
worked. 

In this cycle, the response has been similar. For example, existing growth stocks like CSL and Cochlear have 
had large expansions to their premium ratings – despite no obvious connection to internet platforms. In 
addition, the so-called WAAAX stocks (Wisetech, Afterpay, Altium, Appen and Xero) – which collectively 
generate little earnings – have acquired a market capitalisation of  more than $25 billion (as at 30 June 2019).

As a result, Australian growth stocks trade at a greater absolute P/E and premium relative to the market 
than those in other countries (Exhibit 5), despite lacking the quality earnings of  some of  the tech companies 
overseas.

Exhibit 5

Yield and Duration of the JPM EMBI Global Diversified Index
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Valuation Dispersions are once more high, suggesting 
higher expected alpha for value strategies
Exhibit 6 shows valuation dispersion across the market using six separate data series, normalized and 
aggregated into one indicator (see list below). A high reading shows a wide dispersion of  valuations (such as 
early 2000), while low readings indicate that stocks across the market are more evenly valued. In general, a 
rising indicator represents a headwind for value, while mean reversion helps value investors.

In practice, large underperformance for value is often observed when already wide dispersions rapidly widen 
even further, such as over 1999 or the first half  of  2018. Clearly this dispersion is once more high in Australia 
and that it has risen rapidly since early 2017, a period during which mechanical value indices under-performed 
significantly. For the value investor, this high level of  dispersion has historically proven a great starting point 
for future excess returns. 

Beyond Ratios – The Case for Active Value  
One of  the roles of  the active value manager is to smooth out returns when value factors are 
underperforming. This is how an active manager can offer better investment outcomes over both the long and 
medium term than naïve factor “smart beta” portfolios.

Indeed, while our strategies have faced a headwind from value’s underperformance in recent years, our 
performance has remained ahead of  benchmarks on a longer-term basis.  

Exhibit 6

Valuation Dispersions are High Again   

0.8

0.9

1.0

1.1

1.2

1.3

1.4

Jul-19Jul-17Jul-15Jul-13Jul-11Jul-09Jul-07Jul-05Jul-03Jul-01Jul-99Jul-97

Value Opportunity - Valuation Dispersions for ASX

Source: Average of normalised deviations from trend for seven series. 1. Relative P/E multiple of top quintile growth firms (ASX200, GS) 2. Number of ASX200 stocks 
trading on >40x trailing P/E (GS), 3. Ratio of 20th to 80th percentile P/E (UBS, ASX200), 4. Ratio of P/E of highest quintile P/E stocks relative to Avg Industrial P/E (UBS, 
ASX200), 5. Relative P/E of Australian “Darling” stocks compared to average (CSFB definition of “Darlings” includes PE and price momentum, ASX200), 6. Lazard’s 
weighted standard deviation of expected returns. 7. Macquarie Equity’s Ratio of the top quintile momentum P/E to the lowest quintile momentum P/E. To end Mar 
2019.
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Summary
It is our view that we are at the latter stages of  a global tech boom. This is manifesting itself  in two ways, 
high overall valuations and extreme dispersion between value and growth stocks. While the US equity market 
has been driving the current boom, in our view Australia has recently adopted many of  the thematic ideas 
prevailing in the US (despite lacking the quality tech companies headquartered in the United States).  

We believe the recent underperformance of  value, while unusual in its duration and severity, is not dissimilar 
to previous cycles. There are a number of  reasons we believe we are now in the final stages of  one of  the 
longest and deepest periods of  style underperformance in history. As the divergence between value and 
growth extends to ever greater extremes, value managers are being challenged like never before. However, we 
believe the seemingly relentless performance of  the growth winners will eventually end, as previous cycles 
have ended. If  previous cycles are a guide, a multiyear period of  value outperformance is possible when the 
style rotation snaps back.
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Important Information
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This content represents the views of the author(s), and its conclusions may vary from those held elsewhere within Lazard Asset Management. Lazard is committed to giving our 
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interpreted as the giving of financial product advice and must not be distributed to retail clients. It is not intended to, and does not constitute, an offer to enter into any contract or 
investment agreement in respect of any product offered by Lazard and shall not be considered as an offer or solicitation with respect to any product, security or service in any jurisdiction 
or in any circumstances in which such offer or solicitation is unlawful or unauthorized or otherwise restricted or prohibited. 
All of the graphs, charts and tables have been prepared by Lazard and are as at 05 August 2019 unless otherwise stated. 
The information and opinions contained in this presentation have been obtained or derived from sources believed by Lazard to be reliable but Lazard makes no representation or warranty 
as to their accuracy or completeness and accepts no liability for loss arising from the use of the material in this presentation unless such liability arises under specific statute. All opinions 
and estimates are as at the date of this presentation and are subject to change. 
This presentation has been prepared without taking account of any investor’s objectives, financial situation or needs. Investors should get professional advice as to whether investment 
in the Strategy is appropriate having regard to their particular investment needs, objectives and financial circumstances before investing. Investors should obtain a copy of the current 
PDS for the Lazard Australian Equity funds at www.lazardassetmanagement.com.au, or from an IDPS operator, and consider the PDS before making any decision about whether to 
acquire, or to continue to hold, units in the funds. Neither Lazard nor any member of the Lazard Group, including Lazard Asset Management LLC and its affiliates guarantees in any way 
the performance of the strategies, repayment of capital from the strategies, any particular return from or any increase in the value of the strategies. 
Information contained in this presentation is confidential and should not be reproduced. 
Past performance may not be indicative of future results. 


