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SECOND QUARTER 2023 COMMENTARY

The continued outperformance of mega-cap highfliers does not stand up to historical 
scrutiny, while value stocks are trading at a 30% discount to their long-term average PE. 

This year's performance of the MSCI World Index 
has been concentrated in just a few mega-cap US 
companies and driven almost entirely by multiple 
expansion. Ironically, some of these stocks have 
also fallen into value indices due to the vagaries of 
index construction. Historically, index giants have 
underperformed the market by a wide margin, and 
these mega-cap stocks often become tomorrow's 
opportunities for disciplined value investors. 
Meanwhile, the cheapest quintile is the only subset of 
stocks trading at a significant discount to its long-term 
average multiple.
 
A NARROW SENTIMENT RALLY

This year, the market's (Russell 1000) 16.7% rally has 
been one of the narrowest on record. Remarkably, 
73% of the performance has come from just 10 stocks, 
versus a 41% historic average contribution from the 
top 10 contributors. 

Exhibit 1: Top 10 US Stocks Index Contribution
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Source: FactSet, Sanford C. Bernstein & Co., Pzena analysis
1H 2023 data uses the Russell 1000 Index. 
Since 1980 data is Bernstein’s analysis that uses the largest 1500 US stock universe. 
Since 1980 data = averages of all half year periods since 1980.
Past performance is not indicative of future returns. 
 

These stocks are all mega-cap glamour names, 
including familiar mega-cap growth darlings such as 
Microsoft, Apple, NVIDIA, Amazon, Tesla, Broadcom, 
and AMD. The top 10 contributing stocks are up 59% 
year to date, in contrast to a 25% historic average 
appreciation for the top 10 contributors (Exhibit 1). 

 Contrary to history, the concentrated performance 
year-to-date has been predominantly driven by 
multiple expansion rather than earnings growth. 
Historically, the top 10 index contributors generated 
slightly more than half of their returns from earnings 
growth. However, this year, 96% of the return 
has come from multiple expansion (Exhibit 2). 
It's important to remember that extreme multiple 
expansion has never been a reliable and sustainable 
contributor to long-term performance, accounting for 
less than 10% of historical market gains.

Exhibit 2: Performance Composition of Top 10 Contributors
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Source: FactSet, Sanford C. Bernstein & Co., Pzena analysis
1H 2023 data uses the Russell 1000 Index. 
Since 1980 data is Bernstein’s analysis of the largest 1500 US stock universe. 
Since 1980 data = averages of all half-year periods since 1980.
Past performance is not indicative of future returns.

Mega cap growth stocks have driven the 
outperformance of the 10 largest S&P stocks, which 
have beaten the equal-weighted market index by over 
44 percentage points on five-year ending periods, 
on average, since 2018. Historically, though, owning 
the largest stocks has, on average, been a recipe for 
massive underperformance over every period (Exhibit 
3).
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Exhibit 3: Average Relative 1,3,5,10-Year Forward Performance of the 
10 Largest S&P 500 Companies*
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Source: Robert D. Arnott, The Fundamental Index – A Better Way To Invest. John Wiley 
& Sons, Inc. 2008, Research Affiliates, LLC., Sanford C. Bernstein & Co., Pzena analysis
*Equally-weighted returns of the 10 largest S&P 500 companies by market capitalization 
vs. the equal-weighted S&P 500 Index. 
Data as of December 31, 2022. Past performance is not indicative of future returns.

THE IMPACT ON "VALUE" INDICES

As mega-cap growth stocks staged a sentiment-driven 
rally, stock market indices are once again nearing 
record levels of index concentration, which creates 
distortions in value index construction. For example, 
the MSCI World Growth and Value Indices match 
market caps at index reconstitution dates. To achieve 
market cap parity between the two indices, more 
stocks must be allocated to the value index, many of 
which are not true value stocks. As a result, the MSCI 
World Value Index now has more than 200 additional 
stocks compared to the growth series. This is a near-
record level, and many of these additional stocks 
aren't true value stocks (Exhibit 4).  

Exhibit 4: Number of Holdings
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Source: FactSet, Pzena analysis
Monthly data June 30, 2003 – June 30, 2023.

For benchmark-conscious value investors, there is 
a strong incentive to buy expensive stocks in a pro-
growth period simply because they are included 
in the "value" index. Avoiding the potential pain of 
underperforming a poorly constructed "value" index 
is understandable. However, as we stated earlier, it's 
crucial to maintain the discipline to see through the 
short-term relative underperformance and focus on 
the long history of the largest stocks' detriment to 
portfolio alpha.

TODAY'S DARLINGS BECOME TOMORROW'S VALUE STOCKS

As disciplined value investors, we are open-minded to 
investment opportunities, while never compromising 
by overpaying. Thus, we have no issue purchasing 
mega-cap and/or technology stocks as long as they 
are trading at prices that we believe will earn a 
handsome return for our risk. However, we don't 
believe that is the case today.

With 27 years of experience in all types of markets, 
we have seen similar market conditions in the past 
and were very well rewarded for maintaining our 
value discipline. The last time we saw concentrated 
indices like this was in 1999. This was a challenging 
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period for our then-three-year-old firm; we trailed the 
market by 6,000 basis points, which still stands as 
the largest underperformance we've experienced as 
a firm. However, we maintained our discipline, didn’t 
buy any of the index giants, and were eventually well 
rewarded for it. One thing we did not predict was 
that we would eventually own nine of the ten largest 
stocks of that time, which we purchased at future 
dates at steeply discounted prices.

With our extensive history as disciplined, patient 
value investors, we are once again comfortable 
eschewing the mega-cap growth darlings. Instead, 
we are finding good companies among the cheapest 
quintile, which have delivered significantly better 
returns over the long term and are trading at a 31% 
discount to their long-term average. Less cheap stocks 
are trading at a significantly smaller discount, while 
the median quintile is trading at a 14% premium 
(Exhibit 5).

Exhibit 5: Cheap Stocks Are The Most Attractive

Deep Value 
(Q1)

Less Cheap Value 
(Q2)

Median Quintile 
(Q3)

P/E Today¹ 5.5x 10.0x 17.0x

72 Year 
Average² 7.9x 11.6x 14.8x

Discount / 
Premium -30.9% -14.1% 14.6%

72 Year 
Annualized 
Return³

15.0% 13.9% 11.7%

Source: FactSet, Kenneth R. French, Pzena analysis
Table displays the market-cap weighted trailing P/E ratios and performance for the first 
through third quintiles based on P/E of the US market.
¹Based on Russell 3000 Index data as of June 30, 2023 as Kenneth R. French data was 
only available through December 31, 2021 at time of analysis. 
²Annual December data from 1950 – 2021; universe is all NYSE, AMEX, and NASDAQ 
stocks defined by Kenneth R. French data library.
³Total return annualized in US dollars from July 1, 1951 – May 31, 2023 (cap-weighted 
returns). Past performance is not indicative of future returns. Does not represent any 
specific Pzena product or service. 

CONCLUSION

Markets dominated by sentiment-driven, runaway 
mega-cap growth stocks, like the one we have seen 
in the first half of this year, are a test of an investor's 
value discipline. As dedicated value investors, we will 
continue to avoid expensive mega-cap stocks due 
to their long history of underperformance. Our own 
experience bolsters our confidence that someday we 
may have the opportunity to buy many of today's 
mega-cap glamour companies at much cheaper 
prices. Instead, we are looking among the cheapest 
stocks in the market that have superior long-term 
records and are trading at significant discounts to 
their long-term averages. Among these inexpensive 
stocks, we are invested in a range of opportunities in 
good businesses trading at compelling valuations that 
have not participated in the sentiment-driven rally this 
year.
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These materials are intended solely for informational purposes. The views expressed reflect the current views of Pzena Investment Management (“PIM”) as of the 
date hereof and are subject to change. PIM is a registered investment adviser registered with the United States Securities and Exchange Commission. PIM does not 
undertake to advise you of any changes in the views expressed herein. There is no guarantee that any projection, forecast, or opinion in this material will be realized.  
Past performance is not indicative of future results. 

All investments involve risk, including loss of principal. Investments may be in a variety of currencies and therefore changes in rates of exchange between currencies 
may cause the value of investments to decrease or increase. The price of equity securities may rise or fall because of economic or political changes or changes in a 
company’s financial condition, sometimes rapidly or unpredictably. Investments in foreign securities involve political, economic and currency risks, greater volatility and 
differences in accounting methods. These risks are greater for investments in Emerging Markets. Investments in small-cap or mid-cap companies involve additional risks 
such as limited liquidity and greater volatility than larger companies. PIM’s strategies emphasize a “value” style of investing, which targets undervalued companies with 
characteristics for improved valuations. This style of investing is subject to the risk that the valuations never improve or that returns on “value” securities may not move 
in tandem with the returns on other styles of investing or the stock market in general.

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.

The Russell 1000® Index measures the performance of the large-cap segment of the US equity universe. It is a subset of the Russell 3000® Index and includes 
approximately 1,000 of the largest securities based on a combination of their market cap and current index membership. The Russell 3000® Index measures the 
performance of the largest 3,000 US companies. The S&P 500 Index measures the value of the stocks of the 500 largest corporations by market capitalization listed on 
the New York Stock Exchange or Nasdaq. The MSCI World Value Index captures large and mid-cap securities exhibiting overall value style characteristics across 23 
Developed Markets countries. The MSCI World Growth Index captures large and mid-cap securities exhibiting overall growth style characteristics across 23 Developed 
Markets countries.  These indices cannot be invested in directly.

London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). ©LSE Group 2022. FTSE Russell is a trading name of certain of the LSE 
Group companies. Russell® is a trademark of the relevant LSE Group companies and is used by any other LSE Group company under license. All rights in the FTSE 
Russell indexes or data vest in the relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors 
or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. No further distribution of data from the LSE Group is 
permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote, sponsor or endorse the content of this communication.

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 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. 

For U.K. Investors Only:
This marketing communication is issued by Pzena Investment Management, Ltd. (“PIM UK”).  PIM UK 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. PIM UK is an appointed representative of Mirabella 
Advisers LLP, which is 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. Past performance is not indicative of future results. 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 and are 
based on internal research. 

For EU Investors Only:
This marketing communication is issued by Pzena Investment Management Europe Limited (“PIM Europe”). PIM Europe (No. C457984) is authorised and regulated by the 
Central Bank of Ireland as a UCITS management company (pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities) 
Regulations, 2011, as amended).  PIM Europe is registered in Ireland with the Companies Registration Office (No. 699811), with its registered office at Riverside One, Sir 
John Rogerson’s Quay, Dublin, 2, Ireland.  Past performance is not indicative of future results. 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 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 (“Pzena”). Pzena is regulated 
by the Securities and Exchange Commission (SEC) under U.S. laws, which differ from Australian laws. Pzena 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. Pzena 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 African Investors Only:
Pzena Investment Management, LLC is an authorised financial services provider licensed by the South African Financial Sector Conduct Authority (licence nr: 49029). 

© Pzena Investment Management, LLC, 2023.  All rights reserved.
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