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Six Reasons Global Investors Should
Consider U.S. Value Stocks
We believe high-quality, dividend-paying U.S. companies offer attractive
risk/reward potential.

GLOBAL VALUE EQUITY
KEY TAKEAWAYS

• T
 he U.S. market is deep and diverse, offering ample opportunity to own stocks
in high-quality, dividend-paying companies. We think these characteristics,
combined with the diversification benefits of U.S. exposure, make U.S. equities
an appropriate position in global investors’ portfolios.
• S
 tyle is an important consideration when investing in U.S. equities. A value
strategy focuses on companies that trade at a discounted valuation which
doesn’t reflect the issuer’s future quality and earnings power. We believe buying
undervalued, higher-quality stocks represents an opportunity for investors to
benefit when the stock price reverts to higher levels. Historic returns show that
such an approach outperforms with less risk over time. See Figure 1.
• A
 n emphasis on income also can be a potential source of investment returns.
We believe focusing on higher-quality, dividend-paying companies can lead to
strong risk-adjusted returns over time.
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In this paper, we identify six reasons why global investors should consider an
allocation to U.S. value stocks.

Diversification does not assure a profit nor does it protect against loss of principal.
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1. U
 .S. STOCKS HAVE GENERATED HIGHER
RETURNS WITH LESS RISK

Certain categories of U.S. equities, as measured by the S&P 500®,
Russell 1000® Growth and Russell 1000® Value indices, have
generated higher returns with less risk than indices associated
with Europe and Asia since 1999.

U.S. Earnings Have Been Stable
EARNINGS PER SHARE LAST 12 MONTHS (INDEXED TO 100)
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Source: FactSet. Data from 1/1/1999 to 9/30/2019. Indices in local currency.

Why It Matters to Investors
When evaluating opportunities, investors may focus only on the
potential returns of a particular investment and overlook the risk,
especially within a total portfolio context. We believe adding U.S.
exposure may help improve portfolio returns, smooth portfolio
fluctuations, and increase total portfolio efficiency.
2. U.S. EARNINGS HAVE BEEN STABLE

U.S. companies, represented by the S&P 500® Index, have
delivered higher, more stable earnings growth than Europe,
Japan and Asia ex-Japan since 2009. Ultimately, it’s the growth
of earnings that drives stock prices higher over time. In aggregate,
U.S. companies have shown higher earnings growth with lower
fluctuations than companies from other regions of the world.
See Figure 2.
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Source: FactSet. Data from 1/1/2009 to 9/30/2019. EPS-LTM in local currency.
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Why It Matters to Investors
Generally, stocks with stable earnings are less likely to upset
markets with earnings announcements that surprise investors.
This stability helps make their returns more consistent compared
to returns of more volatile earnings. In sum, we believe companies
that deliver consistent, if unspectacular, earnings growth can
reward the value investor over time.
3. G ROWTH AND VALUE STOCKS TAKE TURNS
OUTPERFORMING

Growth and value have cycled in and out of favor, as depicted
by rolling one-year excess returns of the Russell 1000® Value
Index compared to the Russell 1000® Growth Index. As seen
in Figure 3 when the green-shaded area is above zero, value is
in favor, and when the green-shaded area is below zero, growth
is in favor. The last 10 years have seen the longest period of
sustained outperformance by growth as a style in the U.S. The
magnitude of that outperformance rivals other periods, such as
the tech bubble of the late 1990s.
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Why It Matters to Investors
Style Leadership Is Cyclical
RUSSELL 1000 VALUE INDEX MINUS RUSSELL 1000 GROWTH INDEX, ROLLING 12 MONTHS
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We don’t know when style leadership will shift, but we believe
this wide valuation difference creates a catalyst for that reversion.
Given today’s relatively low valuations following a long period
of underperformance, we believe investors have a unique
opportunity to take advantage of undervalued U.S. equities.
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Source: Morningstar. Data from 12/31/1979 to 9/30/2019.

Figure 5 shows that high-quality U.S. stocks have outperformed
low-quality stocks over time in both absolute terms and on a riskadjusted basis (as measured by the Sharpe Ratio). The Sharpe
Ratio is widely used tool to calculate the trade-off between risk
and returns. The higher the Sharpe Ratio of a portfolio, the better
its risk-adjusted performance.
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Why It Matters to Investors
We think the performance cycle is set to change after an extended
stretch of value underperformance. Historically, stock market
performance tends to revert to its long-term average regardless
of recent trends. As evidenced by the late 1990s, style rotations
can be very quick and extreme. Thus, we believe allocating to value
now may help ensure investors have exposure to value when this
reversion occurs.

High-Quality Stocks Have Outperformed
Low-Quality Stocks
On an Absolute Basis...
25-Year Average Annual Total Return (%)

...And on a Risk-Adjusted basis
25-Year Sharpe Ratio =

12.17
10.38
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4. VALUE IS UNDERVALUED

The outperformance of growth as a style has led to a wide
disparity between the valuations of growth and value stocks.
As shown in Figure 4, the valuation spread between the styles
is near the widest it has been in the last 10 years, suggesting
value stocks are undervalued compared to growth stocks.
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The Valuation Spread Between
Growth and Value Is Wide
P/E-LAST 12 MONTHS RELATIVE TO THE S&P 500
Russell 1000 Value

Low-Quality
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High-Quality
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Low-Quality
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Source: FactSet, Merrill Lynch. Data from 10/1/1994 to 9/30/2019. Performance in USD. Quality is based
on S&P Quality Rankings, which measures the long-term growth and stability of earnings and dividends.
Returns reflect an equal-weighted average of the return of stocks in the Russell 1000 Index by quality
categorization. See glossary for a description of equity ratings.

Why It Matters to Investors

Russell 1000 Growth
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There’s a strong relationship between quality and value. For
value investors, quality can be a key to determining if a stock
is attractively priced or whether its low valuation is warranted due
to underlying weakness. In our view, owning low-quality stocks is
like betting against the house. Too often, they’re value traps whose
low prices accurately reflect serious fundamental problems.
While there’s no universally accepted definition of quality, some of
the characteristics we consider when evaluating quality include:
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Source: FactSet. Data from 10/01/2009 to 9/30/2019. Price to earnings ratio (P/E) is the price of a stock
divided by its annual earnings per share. It shows the expectations of the market and is the price one
must pay per unit of current earnings.
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• Financial strength. Financially strong companies have the
potential to deliver high returns on capital, have low variability
on those returns, and have the strength to sustain those
returns. Financially strong companies also generate free
cash flow, the cash remaining after accounting for capital
expenditures. That cash can be used to pay investors through
dividends and share buybacks. We think this higher level of
financial strength leads to higher stock appreciation over time.
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• L
 ow financial leverage. Companies with low levels of leverage,
or debt, are considered higher quality. Higher levels of debt
create greater risk for a company, so avoiding companies with
too much leverage leads to a lower risk profile for investors.
• F
 ranchise sustainability. Higher-quality companies tend to have
leading market shares and enjoy competitive advantages in
their industries. They may also employ strong industry leaders
with forward-thinking management teams and have high
standards for environmental, social impact and corporate
governance.
6. U.S. EQUITIES HAVE DELIVERED HIGHER-QUALITY YIELD

Income is an important component of equity returns over time.
While dividend yield provides investors a view to the income that
an investment has achieved, there are other measures to consider
when determining the sustainability of future dividends. Figure 6
shows that U.S. equities have lower dividend yields versus non-U.S.
equities. However, we believe U.S. equities have a more stable
profile as indicated by their return on assets, return on equity and
return on invested capital.

dangerous. For example, a very high dividend yield may indicate
a weak share price due to financial distress that could lead to the
dividend being cut.
Financial productivity measures like return on assets, return on
equity, and return on invested capital can provide insights about
a company’s ability to maintain its dividends. Based on these
measures, we believe the U.S. provides a reasonable and
sustainable level of current dividends.
CONCLUSION

We believe that U.S. equities can be an appropriate position in
global investors’ portfolios. The U.S. market is deep and diverse.
Following a value strategy allows investors to acquire stocks of
high-quality dividend-paying companies. U.S. value stocks may not
currently reflect the issuer’s quality and future earnings power,
allowing investors to potentially benefit if the stocks’ prices revert
to higher levels. Additionally, dividend-paying stocks can provide
a source of investment returns. In sum, we believe a U.S. equity
approach that encompasses both value and income can be an
effective strategy for global investors.

Why It Matters to Investors
Dividend income can be a crucial component of a stock’s total
return, sometimes trumping capital appreciation in volatile markets.
Indiscriminately focusing on dividend yield, however, can be
Yield and Financial Productivity Differ by Region
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Source: FactSet. Data from 10/01/2018 to 9/30/2019. Top 5 countries shown by weight in the MSCI World Index.
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GLOSSARY
Dividend. A payment of a company’s earnings to stockholders
as a distribution of profits.
Dividend yield. The return earned by a stock investor, calculated
by dividing the amount of annual dividends per share by the
current share price of the stock.
Earnings per share (EPS). The portion of a company’s profits
allocated to each outstanding share of its common stock. It is
as an indicator of a company’s profitability.
MSCI AC (All Country) Asia ex Japan Index. This free floatadjusted market capitalization weighted index captures largeand mid-cap companies across two of three developed markets
countries (excluding Japan) and nine emerging markets countries
in Asia.
MSCI EAFE Index (Europe, Australasia, Far East). Designed to
measure developed market equity performance, excluding the
U.S. and Canada.
MSCI Europe Index. Designed to measure equity market
performance in Europe
MSCI Japan Index. This free float-adjusted market capitalization
weighted index measures equity market performance in Japan.

Russell 1000® Value Index. An index that measures the
performance of those Russell 1000® Index companies with
lower price-to-book ratios and lower forecasted growth values.
S&P 500® Index. The S&P 500® Index is composed of 500
selected common stocks most of which are listed on the
New York Stock Exchange. It is not an investment product
available for purchase.
S&P Quality Rankings. The S&P Quality Rankings System is
managed by S&P Global Intelligence and attempts to capture the
growth and stability of earnings and the dividends record with a
single ranking. The rankings are generated by a computerized
system and based on per-share earnings and dividends records
of the most recent 10 years. Basic scores are computed for earnings and dividends and then adjusted by a set of predetermined
modifiers for changes in the rate of growth, stability within longterm trends and cyclicality. Adjusted scores for earnings and
dividends are then combined to yield a final ranking. Constituent
weights are driven by their Quality Ranking, with each company
assigned the weight proportional to its Quality Ranking Score.
Quality Rankings are based on the following scale:
Quality
Ranking

Description

Quality
Ranking

Description

MSCI World Index. This free float-adjusted market capitalization
weighted index measures the equity market performance of developed markets.

A+

Highest

B-

Lower

A

High

C

Lowest

A-

Above Average

D

In Reorganization

Price-to-earnings (P/E) ratio. The P/E ratio is the relationship
between a company’s stock price and earnings per share. It gives
investors a sense of the value of a given company.

B+

Average

LIQ

Liquidation

B

Below Average

Return on assets. Return on assets (ROA) is an indicator of how
profitable a company is relative to its total assets. It helps show
how efficient company management is at using its assets to
generate earnings.
Return on equity. Return on equity (ROE) is net income divided by
shareholder’s equity and is a measure of a corporate management
team’s ability to generate profits with the capital at its disposal.
Return on invested capital. Return on invested capital (ROIC)
is a calculation that helps assess a company’s efficiency at
allocating the capital under its control to profitable investments.
Risk-adjusted returns. Investment returns that are not just
measured for their absolute magnitude over time but the amount
of risk used to achieve them and the potential impact of that risk
on returns over time.
Russell 1000® Growth Index. An index that measures the
performance of those Russell 1000® Index companies with higher
price-to-book ratios and higher forecasted growth values.
Russell 1000 Index. A market-capitalization weighted, large-cap
index created by Frank Russell Co. to measure the performance
of the 1,000 largest publicly traded U.S. companies, based on total
market capitalization.
®
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Sharpe Ratio. The Sharpe Ratio is a risk-adjusted measure of
returns showing the amount of return (reward) earned per unit
of risk from any asset with a risk component. It shows how much
excess return (portfolio return minus the return of a relatively
low-risk asset over a given period) is received per unit of risk over
that same period. Risk, in the Sharp Ratio’s case, is shown as the
standard deviation of the portfolio’s excess returns over that same
period. The higher the Sharpe Ratio, the better, theoretically, the
portfolio’s risk-adjusted performance—portfolios with higher Sharpe
Ratios tend to provide more return for the same amount of risk.
Standard deviation. A statistical measurement of variations from
the average. In financial literature, it’s often used to measure risk,
when risk is measured or defined in terms of volatility. In general,
more risk means more volatility, and more volatility means a higher
standard deviation—there’s more variation from the average of the
data measured. In this context, reducing risk means seeking lower
standard deviation.
Value traps. Companies whose low share valuations appear to be
good values.
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®

OUR SOLE FOCUS IS INVESTMENT MANAGEMENT
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References to specific securities are for illustrative purposes only and are not intended as recommendations to purchase or sell securities. Opinions and estimates
offered constitute our judgment and, along with other portfolio data, are subject to change without notice.
International investing involves special risks, such as political instability and currency fluctuations. Investing in emerging markets may accentuate these risks.
Alternative mutual funds that hold a variety of non-traditional investments often employ more complex trading strategies than traditional mutual funds. Each of these
different alternative asset classes and investment strategies have unique risks making them more suitable for investors with an above average tolerance for risk.
Investment return and principal value of security investments will fluctuate. The value at the time of redemption may be more or less than the original cost. Past
performance is no guarantee of future results.
As with all investments, there are risks of fluctuating prices, uncertainty of dividends, rates of return and yields. Current and future holdings are subject to market
risk and will fluctuate in value.
Historically, small- and mid-cap stocks have been more volatile than the stocks of larger, more established companies.
Diversification does not assure a profit, nor does it protect against loss of principal.
Generally, as interest rates rise, bond values will decline. The opposite is true when interest rates decline.
Past performance is no guarantee of future results. Mutual fund investing involves market risk. Investment return and fund share value will fluctuate. It is possible
to lose money by investing in mutual funds.
The opinions expressed are those of the chief investment officers and are no guarantee of the future performance of any American Century Investments portfolio.
Statements regarding specific holdings represent personal views and compensation has not been received in connection with such views.
This information is not intended to serve as investment advice. The information is not intended as a personalized recommendation or fiduciary advice and should
not be relied upon for investment, accounting, legal or tax advice.
American Century Investment Management (UK) Limited is authorised and regulated by the Financial Conduct Authority. American Century Investment Management
(UK) Limited is registered in England and Wales. Registered number: 06520426. Registered office: 12 Henrietta Street, 4th Floor, London, WC2E 8LH.
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