
Daily volatility of the average stock at the end of March was as high 

as it was during the Great Depression in 1929 (figure 1), resulting in 

a wild ride for equity investors (figure 2). During one eight-day 

stretch, for example, the MSCI World Index returned -7.2%, +2.9%, 

-3.9%, -9.9%, +5.9%, -9.5%, +4.1%, -5.16%. Such wild swings

indicate total uncertainty, as reflected in indices across the world.
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From the February 19 high to the March 23 trough, the MSCI World Index 

declined 34.0%. The index subsequently bounced off that low, rising 28.5% 

through April (its best month since February 1991). That represents a 55% 

retracement, resulting in a 15.2% overall decline (figure 2). 

Yet, investors remain uncertain, asking, "How long will this economic crisis 

last? Are we headed into the next Great Depression?" The bear case says 

we are in the early stages; we just don’t know how bad it will get or how 

long it will last. The bull case says this is a virus; it’s temporary, and while 

we don’t know the exact timing or path, recovery will come.

Of course, we don’t know which scenario will play out; in the meantime, 

what is an investor to do? As usual during a crisis, the broad market 

response was to flee. Flee to safety, which, in March, primarily meant 

government bonds. And, if equity exposure is absolutely necessary, flee to 

what's been working; run away from value stocks. Indeed, as investors bid 

stocks up in April, growth stocks remained in favor.

Compare this to what happened during the Depression. If an investor had 

bought the broad market index after the November 1929 crash, at the peak 

in market volatility, that investor would have lost almost 18% one year later. 

An investor who bought a basket of the deepest value stocks at the same 

time would have fared much worse, losing almost 34%. If the investor had 

a five-year horizon, however, the results were dramatically different. The 

broad market investor would have lost 10% per year, while the value 

investor earned 10% per year (figure 3). Most people are unable to stay the 

course, and we believe this is where the opportunity is created. 
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Figure 1. Uncertainty Jumped to Depression-Era Levels
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Source: FactSet, MSCI, Pzena analysis. Past performance is not indicative of future returns.

Figure 2. Extreme Uncertainty Reflected in Extreme Price Action

Source: Empirical Research Partners, Kenneth R. French, Robert J. Shiller, Pzena analysis
¹Calculated using daily return volatility measured over 21-day windows within the largest ~1,000 US 
stocks ranked by market cap.
²Robert J. Shiller S&P Composite data.
³Fama-French database - universe returns include stocks within the NYSE, AMEX, and NASDAQ for 
which there is book equity and market equity data; value stocks include the first quintile of (equal-
weighted) stocks formed on a book equity/market equity basis.
All returns using monthly data and annualized in US dollars. This slide does not represent any Pzena 
product or service. Past performance is not indicative of future returns.

Figure 3. Value Investors' Five-Year Gains After the Crash

Source: Empirical Research Partners. ¹Calculated using daily return volatility 
measured over 21-day windows within the largest ~1,000 US stocks ranked by 
market cap. Past performance is not indicative of future returns.
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The 30-plus percent drawdown for equities between February and 

March, by the way, is not terribly different from what happened at the 

start of the Great Depression. While our deep value portfolios fell 

further than the market as investors punished businesses already 

out of favor, the opportunity grew greater as spreads between the 

cheapest and most expensive stocks blew out to some of the widest 

levels we've seen (figure 5). 

We believe the opportunity for value investors is similar to previous 

periods of significant volatility and spread widening. In fact, we see 

valuation opportunities that rival any in modern history for companies 

with strong-enough financial capacity to survive and thrive beyond the 

crisis. Understanding the capability of each company to withstand 

stress is, while always critical, worth reassessing in this environment 

with increased stress/downside scenarios.

While it is nearly impossible to predict the timing of the turn, one thing 

is certain: exploiting the inherent opportunity requires exposure to 

deep undervaluation. The turns can be sharp and quick, producing 

sizable outperformance over a short period. At such times you don't 

want your value manager abandoning their discipline, thus missing out 

when spreads narrow.

Historically, as uncertainty abates, and spreads contract, value 

outperforms (figure 6). The orange dots represent periods where 

dispersion between the cheapest and most expensive stocks in our 

MSCI World universe was one standard deviation or greater. Any dot 

above the gold line represents value outperformance.

Figure 6. Undervalued Stocks Have Outperformed Over Time
5-Year Rolling Returns of Low Price/Book* vs. MSCI World Index
1975 – March 2020

Figure 5. Unprecedented Dispersion Across the Globe
Global 1st Quintile vs. 5th Quintile Dispersion, Expressed in Standard Deviations

Y axis: Monthly Rolling 5-year USD annualized return of Low Price/Book*
X axis: Monthly Rolling 5-year USD annualized return of MSCI World Index
Orange dots represent starting periods where dispersion was one standard deviation or 
greater in MSCI World universe; dispersion is calculated using the 1st and 5th quintiles 
of price to book (equally-weighted data)

Source: MSCI, Sanford C. Bernstein & Co., Pzena analysis
*Cheapest quintile price to book of MSCI World universe (equally-weighted data);
Does not represent any specific Pzena product or service.
Past performance is not indicative of future returns.

Data through March 2020. Source: Sanford C. Bernstein & Co., Pzena analysis
Dispersion based on price to book; equally-weighted data. Universe is the MSCI World.
Does not represent any specific Pzena product or service. 
Past performance is not indicative of future returns.

If this period turns out to be something other than depression-like, 

well, we believe the choice is clear. In almost every period where 

volatility eased, value outperformed the market (figure 4). Uncertainty 

is not healthy for the valuation of cyclical stocks.

Figure 4. Value's Stronger Recovery from Volatile Periods

Source: Empirical Research Partners, Frank Russell Company, Sanford C. Bernstein & 
Co., Pzena analysis
¹Calculated using daily return volatility measured over 21-day windows within the 
largest ~1,000 US stocks ranked by market cap.
²Cheapest quintile price to book of the largest ~1,000 US stocks ranked by market cap.; 
equally-weighted returns.
All returns using monthly data and annualized in US dollars. This slide does not 
represent any Pzena product or service.
Past performance is not indicative of future returns.
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FURTHER INFORMATION 
The securities discussed are held in one or more of our strategy composites. These materials are intended solely for informational purposes. The views expressed 
reflect the current views of Pzena Investment Management, LLC (“PIM”) as of the date hereof and are subject to change. PIM does not undertake to advise you of any 
changes in the views expressed herein. Past performance is not indicative of future results. All investments involve risk, including risk of total loss.

The specific portfolio securities discussed in this material are included for illustrative purposes only and were selected based on their ability to help you better 
understand our investment process. They do not represent all of the securities purchased or sold by PIM during the period. There is no assurance that any securities 
discussed herein remain in our portfolios at the time you receive this presentation or that securities sold have not been repurchased. PIM is a discretionary investment 
manager and does not make “recommendations” to buy or sell any securities.

This document does not constitute a current or past recommendation, an offer, or solicitation of an offer to purchase any securities or provide investment advisory 
services and should not be construed as such. The information contained herein is general in nature and does not constitute legal, tax, or investment advice. PIM does 
not make any warranty, express or implied, as to the information’s accuracy or completeness. Prospective investors are encouraged to consult their own professional 
advisers as to the implications of making an investment in any securities or investment advisory services. 

For European Investors Only:This financial promotion is issued by Pzena Investment Management, Ltd. Pzena Investment Management, Ltd. is a limited company 
registered in England and Wales with registered number 09380422, and its registered office is at 34-37 Liverpool Street, London EC2M 7PP, United Kingdom. Pzena 
Investment Management, Ltd is an appointed representative of DMS Capital Solutions (UK) Limited and Mirabella Advisers LLP, which are authorised and regulated by 
the Financial Conduct Authority. The Pzena documents are only made available to professional clients and eligible counterparties as defined by the FCA. The value of 
your investment may go down as well as up, and you may not receive upon redemption the full amount of your original investment. The views and statements 
contained herein are those of Pzena Investment Management, LLC and are based on internal research. 

For Australia and New Zealand Investors Only:This document has been prepared and issued by Pzena Investment Management, LLC (ARBN 108 743 415), a limited 
liability company (“PIM”). PIM is regulated by the Securities and Exchange Commission (SEC) under U.S. laws, which differ from Australian laws. PIM is exempt from 
the requirement to hold an Australian financial services license in Australia in accordance with ASIC Corporations (Repeal and Transitional) Instrument 2016/396. PIM 
offers financial services in Australia to ‘wholesale clients’ only pursuant to that exemption. This document is not intended to be distributed or passed on, directly or 
indirectly, to any other class of persons in Australia. In New Zealand, any offer is limited to ‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1 of the 
Financial Markets Conduct Act 2013 (‘FMCA’). This document is not to be treated as an offer, and is not capable of acceptance by, any person in New Zealand who is 
not a Wholesale Investor. 

For Jersey Investors Only:Consent under the Control of Borrowing (Jersey) Order 1958 (the “COBO” Order) has not been obtained for the circulation of this document. 
Accordingly, the offer that is the subject of this document may only be made in Jersey where the offer is valid in the United Kingdom or Guernsey and is circulated in 
Jersey only to persons similar to those to whom, and in a manner similar to that in which, it is for the time being circulated in the United Kingdom, or Guernsey, as the 
case may be. The directors may, but are not obliged to, apply for such consent in the future. The services and/or products discussed herein are only suitable for 
sophisticated investors who understand the risks involved. Neither Pzena Investment Management, Ltd. nor Pzena Investment Management, LLC nor the activities of 
any functionary with regard to either Pzena Investment Management, Ltd. or Pzena Investment Management, LLC are subject to the provisions of the Financial 
Services (Jersey) Law 1998.

For South Africa Investors Only: Pzena Investment Management LLC is an authorised financial services provider licensed by the South African Financial Sector 
Conduct Authority (licence nr: 49029).

The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & 
Poor’s, a division of The McGraw-Hill Companies, Inc. (“S&P”) and is licensed for use by Pzena Investment Management, LLC. Neither MSCI, S&P nor any third party 
involved in making or compiling the GICS or any GICS classifications makes any express or implied warranties or representations with respect to such standard or 
classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, 
merchantability and fitness for a particular purpose with respect to any of such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, 
S&P, and of their affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct, indirect, special, 
punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

The MSCI information may only be used for internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of 
any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain 
from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any 
future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any 
use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information 
(collectively, the MSCI Parties) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-
infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI 
party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

The S&P 500® is a registered trademark of Standard & Poor’s, a division of The McGraw Hill Companies, Inc., which is the owner of all copyrights relating to this 
index and the source of the performance statistics of this index that are referred to herein. The Russell 1000® Value Index is a trademark of the Frank Russell 
Company. Russell® is a trademark of the Frank Russell Company. Russell Investment Group is the source and owner of the Russell Index data contained or reflected 
in this material and all trademarks and copyrights related thereto. The presentation may contain confidential information and unauthorized use, disclosure, copying, 
dissemination or redistribution is strictly prohibited. This is a presentation of Pzena Investment Management, LLC. Russell Investment Group is not responsible for the 
formatting or configuration of this material or for any inaccuracy in Pzena Investment Management’s presentation thereof.

© Pzena Investment Management, LLC, 2020. All rights reserved.




