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Over the last 10 years, U.S. growth stocks have outperformed value stocks by an average of 7.8% per year, 
using the academic measure of value and growth as the bottom and top thirds of the Russell 1000 Index sorted 
by price-to-book ratios. That is one of the largest and longest differentials between value and growth on 
record. This is highly unusual because economists believe, and historical evidence confirms, that value stocks 
have higher expected returns than growth stocks due to their higher risk.

Source: Fama-French research returns outlined at http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html#Research.

Small value stocks also underperformed large growth, but neither of these relative results was due to poor 
returns by small and value stocks. Rather, the differential was caused by large growth stocks experiencing 
remarkably high returns that were almost double their long-term historical average. 

Ten years is a long time and as a result, some have suggested that the “value premium” has been erased by a 
change in business structure and the way investors now value companies. However, we have always maintained 
our view that small and value would recover from their performance deficit and that the value and size 
premiums still exist.

In a surprising turnaround, the returns of small and value in the last 12 months have gone a long way toward 
correcting things. In fact, small value stocks turned in their largest outperformance over large growth stocks 
since the end of World War II. Interestingly, the two periods have some economic similarities. In 1943, the 
country was experiencing optimism that the war was turning in our favor. Similarly, late last year many became 
optimistic that vaccine development would successfully pull our economy out of the Covid-19 crisis. Small value 
tends to do well during initial economic recovery, and did so during both of these periods.

To get a feel for how significantly things have changed, lets first look at small stocks versus large. Table One 
on the next page shows the performance of stocks as measured by deciles of size in the Center for Research in 
Securities Prices (CRSP) database as of March 31, 2020. The smallest companies (“CRSP 10”) lagged the largest 
(“CRSP 1”) in every category except the twenty-year and since-1926 periods.

Table Two shows the same chart one year later. Remarkably, all returns except the 10- and 15-year results are 
now positive. The decade of small-cap underperformance has been substantially corrected in just 12 months, 
but there is still some room to run to get back to long-run averages.
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Turning now to value, using the 
standard academic definition of 
valuation, “book-to-market,” we can 
examine how far out of favor small 
value stocks became before March 
2020 and how much they have come 
back to the mean.

The chart at the bottome of the 
page shows the ratio of median 
book-to-market (BtM) for the Russell 
2000 Value Index to median BtM for 
the S&P 500. The solid green line 
shows the median ratio for the entire 
history of the Russell 2000 Value, 
from January 1978 to March 2021. 
Ratios above this line signal that 
small-cap value stocks are cheaper 
than their historical average. 

Holding book value constant and 
varying only the relative prices of small-value stocks, prices would have to rise 43% from their March 31, 2021 
levels to return to the historical median ratio. While we do believe these factors will correct themselves and 
revert to their means, we do not believe anyone can know when this will happen. It took more than a decade to 
get here so it seems reasonable that it might take that long to correct.

As always, thank you for you continued trust and confidence. 

Warm regards,

Daniel C. Goldie  Dirk G. Gilliard

Source: Compustate, Bridgeway
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This material is presented solely for informational and educational purposes and does not constitute investment, 
legal, or tax advice, or a recommendation or solicitation to buy or sell a security. Information from sources deemed 
reliable, but its accuracy cannot be guaranteed. Performance is historical and does not guarantee future results. The 
investments and strategies discussed in this letter may not be suitable for all investors. An investor’s portfolio should 
be based upon the specific investor’s circumstances and goals. Information contained in this letter does not serve as 
the receipt of, or a substitute for, personalized investment advice from Buckingham Strategic Wealth. 

Historical performance results for investment indices and asset classes are provided for general comparison and 
educational purposes only and does not represent our performance or the fees and expenses associated with 
managing a portfolio. Individuals cannot invest directly in any index. All information contained herein is current as 
of the date of this letter and is subject to change without notice. 

A bond’s value may fluctuate based on interest rates, market conditions, credit quality and other factors. You may 
have a gain or a loss if you sell your bonds prior to maturity. Of course, bonds are subject to the credit risk of the 
issuer. Small-cap and value stocks are typically more vulnerable to financial and market risks and uncertainties than 
large-cap stocks and the market as a whole. Small-cap stocks may trade less frequently and in lower volume than 
large-cap stocks and may be more volatile and less liquid. Value stocks may have greater financial risk and leverage 
than other securities and are often distressed for one or more reasons. Investing in foreign securities involves 
greater risks than investing in U.S. securities. These additional risks may include currency fluctuations, potential 
political instability, tax and other restrictions on foreign investors, less regulation, and less liquidity. Diversification 
does not guarantee a profit or protect against loss. 
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