SLIMMON’S TAKE > TAKEAWAYS & KEY EXPECTATIONS

Andrew Slimmon March 2021
Equity Market Commentary
SOLUTIONS & MULTI-ASSET | APPLIED EQUITY ADVISORS TEAM | SLIMMON’S TAKE | MARCH 2021

THREE QUESTIONS. THREE CHARTS.

AUTHOR

1. US Value
We have received a number of questions regarding whether value’s relative
outperformance has run its course. We think there is much more upside.
Display 1 shows the value spread. The chart on the left is a long-term view and
the chart on the right, short-term. Both measure how cheap1 the 100 cheapest
stocks in the Russell 1000 index are relative to the overall index versus history.
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DISPLAY 1

Value Spread 1
December 31, 1989 – February 26, 2021

October 7, 2016 – February 26, 2021

Source: Bloomberg, Factset.
The index performance is provided for illustrative purposes only and is not meant to depict the
performance of a specific investment. Past performance is no guarantee of future results. The views,
opinions, and forecasts are those of the presenter and are subject to change at any time due to market or
economic conditions and may not necessarily come to pass. The views expressed do not reflect the
opinions of all portfolio managers at Morgan Stanley Investment Management (MSIM) or the views of the
firm as a whole, and may not be reflected in all the strategies and products that the Firm offers.
1

Value spread as defined by the valuation differential between the cheapest decile of the Russell 1000
versus that of the market average. Valuation is based upon price-to-book, price-to-earnings, and price-tofree cash in terms of standard deviation.
The index performance is provided for illustrative purposes only and is not meant to depict the performance of a specific investment. Past
performance is no guarantee of future results. See Disclosure section for index definitions.
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As you can see, in recessions, value stocks
become unusually cheap. This past recession,
value became even cheaper than the previous
three recessions! But post-recession, value
stocks repriced back to a modest level of
expensiveness (above 0 standard deviations).
That means they outperformed.
As evident by the Display 1 chart on the right, it’s
happening again. We see no reason to believe
that value stocks won’t reprice back to at least 0
standard deviations. (We could even make the
argument that the Fed’s commitment to remain on
hold longer suggests value could move well
above 0.)
The question then becomes, what is in the value
bucket today? 61% are financials. No other sector
is above 10%. We are overweight US financials.
Display 1 is not complicated, and we hear a lot
about investors “liking financials”. If that’s the
case, why does this fat pitch still exist?

I think the following quote explains it:
What surprises me is how reluctant fund
managers/institutional investors are to shed
exposure to the past leadership when we’re at
what looks like a breaking point in terms of the
economy and political environments. It’s the hot
stove mentality, because every year since 2008,
where anyone has bet on rising interest rates
and inflation, they’ve been smacked down.
Savita Subramanian/Bank of America Strategist 2
2. US Growth
The second most frequently asked question is
whether there is a bubble in growth stocks
analogous to 1999/2000. We do not believe
growth stocks in aggregate are at risk of a
2000/2001 meltdown, although a subset are.
Display 2 shows a chart that looks at how
expensive the highest growth companies are
relative to the market relative to history. 3

DISPLAY 2

High Growth Valuation
July 1995 through February 2021

Source: Factset.
High growth as defined by the valuation differential in terms of standard deviation between the highest growth decile of the Russell 1000
based on low beta, high growth, high volatility, and high momentum versus that of the market median.
The index performance is provided for illustrative purposes only and is not meant to depict the performance of a specific investment. Past
performance is no guarantee of future results. The views, opinions, and forecasts are those of the presenter and are subject to change
at any time due to market or economic conditions and may not necessarily come to pass. The views expressed do not reflect the opinions
of all portfolio managers at Morgan Stanley Investment Management (MSIM) or the views of the firm as a whole, and may not be reflected
in all the strategies and products that the Firm offers
2

Barrons/ February 2021.
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As measured on a price to book value basis.

The index performance is provided for illustrative purposes only and is not meant to depict the performance of a specific investment. Past
performance is no guarantee of future results. See Disclosure section for index definitions.
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While the 100 fastest growing companies nearly
achieved four standard deviations expensive last
summer, that was nowhere near the level where
they traded in late 1999. In addition, the most
recent valuation level has already come down
from its peak. Keep in mind, the Large-cap
Growth index (RLG) has underperformed the S&P
500 by over 700 basis points since last August 4.
However, a subset of this group, the 50 fastest
growing companies (marked by the X), are trading
at bubble territory levels. While perusing this
group of stocks, another quote comes to mind:
In every stock market cycle, there is a
dominant investor who captures the market’s
zeitgeist by incorporating and reflecting the
ideals and beliefs of the times. And there is
no price too high to pay for these
concepts……in this case disruptive
technologies. Doug Kass 5

As a result, while we are underweight US growth
stocks in our strategies, we certainly own some.
Just not any of the 50 most expensive growth
stocks!
3. A Correction
The market continues to refuse to offer
opportunities to invest, other than at all-time
highs. That leads to the third question we
regularly receive. When is a fatter pitch coming,
and what will be a good barometer to use as a
signal? In our opinion, watch the VIX. 6
As you can see in Display 3, the VIX has dropped
significantly from pandemic levels, sitting at just
over 20, but remains elevated versus prepandemic levels. That suggests anxiety levels
remain high, a bullish sign in our opinion. It’s a
relatively safer time to invest when the traffic light
(the VIX) is flashing caution than when it’s
flashing the “all-clear” green light. To us, green
means complacency and too much bullishness.

DISPLAY 3

VIX
January 2019 – February 2021

Source: Bloomberg.
The index performance is provided for illustrative purposes only and is not meant to depict the performance of a specific investment. Past
performance is no guarantee of future results. See Definition page for index definitions. The views, opinions, and forecasts are those of the
presenter and are subject to change at any time due to market or economic conditions and may not necessarily come to pass. The views
expressed do not reflect the opinions of all portfolio managers at Morgan Stanley Investment Management (MSIM) or the views of the firm
as a whole, and may not be reflected in all the strategies and products that the Firm offers.
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Bloomberg as of March 15, 2021.
Barrons, February 2021.

6

The VIX measures the estimate of the expected volatility of the
S&P 500.

The index performance is provided for illustrative purposes only and is not meant to depict the performance of a specific investment. Past
performance is no guarantee of future results. See Disclosure section for index definitions.
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A VIX above 20 is still flashing caution mode, but we
think at some point this year, the VIX should drop to
pre-pandemic levels…the ‘green light’.
Historically, when the VIX remains elevated above
20 for an extremely long time (as it has since last
year) and then finally sustainably breaks below 20,
the returns for the market over the next 3 months
have historically been uninspiring. 7
Watch the VIX. We suspect as we get to postpandemic times, a burst of enthusiasm (life back to
some level of normalcy) could finally push the VIX
back to mid-teens levels. Historically, times of
complacency are when markets have become more
vulnerable.

Andrew

7

Bespoke, January 2021.

The index performance is provided for illustrative purposes only and is not meant to depict the performance of a specific investment. Past
performance is no guarantee of future results. See Disclosure section for index definitions.
4
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RISK CONSIDERATIONS
THERE IS NO ASSURANCE THAT A PORTFOLIO
WILL ACHIEVE ITS INVESTMENT OBJECTIVE.
PORTFOLIOS ARE SUBJECT TO MARKET RISK,
WHICH IS THE POSSIBILITY THAT THE MARKET
VALUES OF SECURITIES OWNED BY THE
PORTFOLIO WILL DECLINE AND MAY THEREFORE
BE LESS THAN WHAT YOU PAID FOR THEM.
MARKET VALUES CAN CHANGE DAILY DUE TO
ECONOMIC AND OTHER EVENTS (E.G. NATURAL
DISASTERS,
HEALTH
CRISES,
TERRORISM,
CONFLICTS AND SOCIAL UNREST) THAT AFFECT
MARKETS,
COUNTRIES,
COMPANIES
OR
GOVERNMENTS. IT IS DIFFICULT TO PREDICT THE
TIMING, DURATION, AND POTENTIAL ADVERSE
EFFECTS (E.G. PORTFOLIO LIQUIDITY) OF EVENTS.
ACCORDINGLY,
YOU
CAN
LOSE
MONEY
INVESTING IN THIS PORTFOLIO. PLEASE BE
AWARE THAT THIS PORTFOLIO MAY BE SUBJECT
TO CERTAIN ADDITIONAL RISKS. IN GENERAL,
EQUITIES SECURITIES’ VALUES ALSO FLUCTUATE
IN RESPONSE TO ACTIVITIES SPECIFIC TO A
COMPANY. STOCKS OF SMALL-AND MEDIUMCAPITALIZATION COMPANIES ENTAIL SPECIAL
RISKS, SUCH AS LIMITED PRODUCT LINES,
MARKETS AND FINANCIAL RESOURCES, AND
GREATER MARKET VOLATILITY THAN SECURITIES
OF LARGER, MORE ESTABLISHED COMPANIES.
INVESTMENTS IN FOREIGN MARKETS ENTAIL
SPECIAL RISKS SUCH AS CURRENCY, POLITICAL,
ECONOMIC, MARKET AND LIQUIDITY RISKS.
ILLIQUID SECURITIES MAY BE MORE DIFFICULT TO
SELL AND VALUE THAN PUBLICLY TRADED
SECURITIES (LIQUIDITY RISK). NON-DIVERSIFIED
PORTFOLIOS OFTEN INVEST IN A MORE LIMITED
NUMBER OF ISSUERS. AS SUCH, CHANGES IN THE
FINANCIAL CONDITION OR MARKET VALUE OF A
SINGLE
ISSUER
MAY
CAUSE
GREATER
VOLATILITY.
DEFINITIONS
The indexes are unmanaged and do not include any expenses, fees or
sales charges. It is not possible to invest directly in an index. Any index
referred to herein is the intellectual property (including registered
trademarks) of the applicable licensor. Any product based on an index
is in no way sponsored, endorsed, sold or promoted by the applicable
licensor and it shall not have any liability with respect thereto. The S&P
500® Index measures performance of the large cap segment of the
U.S. equities market, covering approximately 75% of the U.S. market,
including 500 leading companies in the U.S. economy. The Russell
1000 Index is an index of approximately 1,000 of the largest companies
in the U.S. equity market. The Russell 1000 is a subset of the Russell
3000 Index. It represents the top companies by market capitalization.
The Russell 1000 typically comprises approximately 90% of the total
market capitalization of all listed U.S. stocks. The MSCI World Index
is a free float adjusted market capitalization weighted index that is

designed to measure the global equity market performance of
developed markets. The term "free float" represents the portion of
shares outstanding that are deemed to be available for purchase in the
public equity markets by investors. The performance of the Index is
listed in U.S. dollars and assumes reinvestment of net dividends. The
MSCI Europe Index captures large and mid cap representation across
15 Developed Markets (DM) countries in Europe. The Shanghai
Composite Index is a capitalization-weighted stock market index
designed to track the price performance of all A-shares and B-shares
listed on the Shanghai Stock Exchange. Standard deviation is a
measure that is used to quantify the amount of variation or dispersion
of a set of data values.
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Japan: For professional investors, this document is circulated or distributed
for informational purposes only. For those who are not professional
investors, this document is provided in relation to Morgan Stanley
Investment Management (Japan) Co., Ltd. (“MSIMJ”)’s business with
respect to discretionary investment management agreements (“IMA”) and
investment advisory agreements (“IAA”). This is not for the purpose of a
recommendation or solicitation of transactions or offers any particular
financial instruments. Under an IMA, with respect to management of assets
of a client, the client prescribes basic management policies in advance and
commissions MSIMJ to make all investment decisions based on an
analysis of the value, etc. of the securities, and MSIMJ accepts such
commission. The client shall delegate to MSIMJ the authorities necessary
for making investment. MSIMJ exercises the delegated authorities based
on investment decisions of MSIMJ, and the client shall not make individual
instructions. All investment profits and losses belong to the clients; principal
is not guaranteed. Please consider the investment objectives and nature of
risks before investing. As an investment advisory fee for an IAA or an IMA,
the amount of assets subject to the contract multiplied by a certain rate (the
upper limit is 2.20 % per annum (including tax)) shall be incurred in
proportion to the contract period. For some strategies, a contingency fee
may be incurred in addition to the fee mentioned above. Indirect charges
also may be incurred, such as brokerage commissions for incorporated
securities. Since these charges and expenses are different depending on a
contract and other factors, MSIMJ cannot present the rates, upper limits,
etc. in advance. All clients should read the Documents Provided Prior to the
Conclusion of a Contract carefully before executing an agreement. This
document is disseminated in Japan by MSIMJ, Registered No. 410
(Director of Kanto Local Finance Bureau (Financial Instruments Firms)),
Membership: the Japan Securities Dealers Association, The Investment
Trusts Association, Japan, the Japan Investment Advisers Association and
the Type II Financial Instruments Firms Association.
U.S.
A separately managed account may not be appropriate for all investors.
Separate accounts managed according to the Strategy include a
number of securities and will not necessarily track the performance of
any index. Please consider the investment objectives, risks and fees of
the Strategy carefully before investing. A minimum asset level is
required. For important information about the investment manager,
please refer to Form ADV Part 2.

Please consider the investment objectives, risks,
charges and expenses of the funds carefully before
investing. The prospectuses contain this and other
information about the funds. To obtain a prospectus
please download one at morganstanley.com/im or
call 1-800-548-7786. Please read the prospectus
carefully before investing.
Morgan Stanley Distribution, Inc. serves as the distributor for
Morgan Stanley Funds.
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AGENCY | NOT A BANK DEPOSIT
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There is no guarantee that any investment strategy will work under all
market conditions, and each investor should evaluate their ability to invest
for the long-term, especially during periods of downturn in the market.
Prior to investing, investors should carefully review the strategy’s /
product’s relevant offering document. There are important differences in
how the strategy is carried out in each of the investment vehicles.
This material is a general communication, which is not impartial and has
been prepared solely for informational and educational purposes and
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particular security or to adopt any specific investment strategy. All
investments involve risks, including the possible loss of principal. The
information herein has not been based on a consideration of any
individual investor circumstances and is not investment advice, nor
should it be construed in any way as tax, accounting, legal or regulatory
advice. To that end, investors should seek independent legal and
financial advice, including advice as to tax consequences, before making
any investment decision.
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are those of the portfolio management team, are based on matters as
they exist as of the date of preparation and not as of any future date, and
will not be updated or otherwise revised to reflect information that
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occurring, after the date hereof.
Forecasts and/or estimates provided herein are subject to change and
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returns and market outlooks is based on the research, analysis and
opinions of the authors. These conclusions are speculative in nature, may
not come to pass and are not intended to predict the future performance
of any specific Morgan Stanley Investment Management product.
This communication is not a product of Morgan Stanley’s Research
Department and should not be regarded as a research recommendation.
The information contained herein has not been prepared in accordance
with legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing
ahead of the dissemination of investment research.
Certain information herein is based on data obtained from third party
sources believed to be reliable. However, we have not verified this
information, and we make no representations whatsoever as to its
accuracy or completeness.
MSIM has not authorised financial intermediaries to use and to distribute
this document, unless such use and distribution is made in accordance
with applicable law and regulation. Additionally, financial intermediaries
are required to satisfy themselves that the information in this document
is appropriate for any person to whom they provide this document in view
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discrepancies between the English version and any version of this
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Stanley Investment Management is the asset management division of
Morgan Stanley.
The whole or any part of this work may not be directly or indirectly
reproduced, copied, modified, used to create a derivative work,
performed, displayed, published, posted, licensed, framed, distributed, or
transmitted or any of its contents disclosed to third parties without MSIM’s
express written consent. The work may not be linked to unless such
hyperlink is for personal and non-commercial use. All information
contained herein is proprietary and is protected under copyright law.
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