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Important Information
Past performance cannot assure any level of future results. Any investment is subject to a variety of risks and there can be no assurance that the investment objective of

any account, whether managed using our Managed Account Services, Focused European Value Strategy or otherwise, will be met or that an account will not incur losses.

This presentation is provided for informational purposes only, is not complete and does not contain certain material information regarding Drum Hill Capital, LLC (“Drum

Hill Capital”), our Managed Account Services or our Focused European Value Strategy. Information presented herein, including with respect to markets, market indices,

performance characteristics of various investment strategies and individual companies and their securities, was compiled from sources that Drum Hill Capital believes to

be reliable, however, Drum Hill Capital does not guarantee the accuracy or completeness of such data.

This document does not constitute an offer of investment advisory services by Drum Hill Capital and is not intended to provide specific investment advice or

recommendations to any particular recipient. The recommendations made herein do not take into account the particular investment objective or financial or other

circumstances of any individual investor. Neither the recommendations made herein, nor the graphs, charts and formulae presented herein, can, by themselves, guide

any investor as to what securities should be bought or sold or when to buy or sell them. Investors should review thoroughly with their individual financial, tax and other

advisers this document and Drum Hill Capital’s Form ADV before making a determination to establish an account with Drum Hill Capital.

This document is provided to you on a confidential basis and is intended solely for the information of the person to whom it has been delivered. Accordingly, this

document may not be reproduced in whole or in part, and may not be delivered to any other person without prior written consent of Drum Hill Capital.

The Information Herein is not Complete; Investors are Advised to Review Drum Hill Capital’s Form ADV for Important Information and Disclosures. The information

contained herein is provided for informational purposes only and does not take into account the particular the investment objective or financial or other circumstances of

any individual investor. This document does not constitute an offer of investment advisory services by Drum Hill Capital nor does it constitute an offering of interests of

any investment fund or other investment. Investors should review thoroughly Drum Hill Capital’s Form ADV, particularly Part 2, before making a determination to establish

an account with Drum Hill Capital. A copy of Drum Hill Capital’s Form ADV Part 2 is available on request by calling (203) 349-8182 or email at info@drumhill.com. Drum Hill

Capital’s Form ADV may also be accessed online here.

Copyright © 2020 Drum Hill Capital, LLC. All rights reserved.
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Growth vs. Value

In June of 2019, we put together a brief presentation titled, "How We Look at Growth vs. Value: A Long-Term

Perspective”. In it, we sought to explain why we believe value investing makes sense long term, despite

occasional periods of significant underperformance. That presentation can be found here.

We pointed to the late 1990s as one such period where value stocks notably lagged their growth counterparts.

As the environment got particularly frothy, growth’s outperformance became particularly pronounced. Many were

pronouncing value investing “dead”, arguing fundamental analysis was no longer necessary to be successful in

markets.

Yet after a period of marked success, growth stocks quickly gave back their outsized returns, and value once

again made sense, at least until the Global Financial Crisis. Since that time, growth stocks have once again led

the market, driven by stimulative monetary policy and seemingly unshakeable confidence on the part of

consumers, corporates and investors.

In wake of the volatility seen earlier this year, the lingering effects of the COVID-19 Crisis, and the dramatic

recovery seen since March, we felt now was as good a time as any to revisit our analysis.

3

https://73480a93-8361-4c6d-bf8c-3260312bdec0.usrfiles.com/ugd/73480a_7ba2276110a444bc908cf2dc1025c090.pdf


A Quick Review
In our original presentation, we noted that periods of

general outperformance by growth stocks tended to

culminate with significant “melt-ups” in growth stocks.

Specifically, we pointed to the case of the late 1990s,

where despite a clear detachment from fundamentals,

investors piled into growth stocks, tempted by double-

digit outperformance:
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Value Growth

Total Return: 67.8% 141.0%

Annualized Return: 18.8% 34.07%

Source: Bloomberg



A Quick Review

Yet that was just half of the story, and the environment quickly shifted back in value’s favor:

Our takeaway was that, though difficult to see “in the moment”, a shift in outperformance from growth to value 

can often be dramatic and decisive.

① Growth outperformed significantly in the final, heady 

years of the 1990s…

② … but with the burst of the Tech Bubble, all this 

growth outperformance was given back in a matter of 

roughly six months.

③ Following this “round trip” journey, growth entered a 

multi-year period of significant underperformance, with 

value again leading the equity markets of the early to mid-

2000s.  
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We then looked to the years since 2008, noting that growth has yet again outperformed, with the trend becoming particularly noticeable 

since roughly 2016. Much as we saw in the late 1990s, excitement over emerging technologies, along with confidence in the economic 

outlook, seemed to be driving growth stocks higher:

A Quick Review
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Value Growth

Total Return: 36.3% 57.8%

Annualized Return: 9.5% 14.2%

Source: Bloomberg



So Where Do We Stand Today?

We concluded our original presentation with the suggestion that the current “melt-up” in growth stocks was a

potential harbinger of a coming dislocation in markets, not quite unlike the one encountered in the early 2000s.

Given the increasingly risky behavior by public and private market participants alike, stretched valuations, and

signs of slowing global growth, this did not feel like an unreasonable outcome to suggest.

Of course, this was all long before the COVID-19 crisis. As the prospect of a global pandemic began to weigh on

markets in March, we could not help but wonder if this was “the” event that would usher in such a dislocation

and a subsequent rotation into value. However, to the surprise of many investors, equity markets staged a

recovery that was nothing short of miraculous. After exiting the fastest bear market in history, some indices even

recorded new all-time highs in the third quarter of 2020.

This was indeed a confounding series of events, one which raised a great number of questions for us. However,

among the topics that were top of mind was how value had held up during this strange period…
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Growth’s Lead Widens
Despite a year marked by a global pandemic, accompanying recessions in many of the world’s major economies and a massive amount

of uncertainty, growth continues to outperform value. Changes in consumer behavior amidst the COVID-19 crisis have frequently been

tech-driven, increasing investor enthusiasm for the space:
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Value Growth

Total Return: -11.9% 22.7%

Annualized Return: -15.60% 31.67%

Source: Bloomberg



2020: A New Record
While this year’s outperformance by growth certainly caught our attention, it also made us wonder whether there were any other times

where the performance gap was so wide. While late 1990s also saw a similar run of outsized returns for growth, the 12 months ending

Q3 2020 set a 30-year record for outperformance by growth:
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So what does this mean going forward?

Since our original presentation in June 2019, growth’s outperformance versus value

has only gotten more dramatic. As we have seen, this outperformance has even

bested records set during the “Tech Bubble” of the late 1990’s/early 2000’s.

We surmised last year that markets looked particularly vulnerable to a dislocation.

Though the COVID-19 crisis originally looked as though it would create just such a

dislocation, all it appears to have done so far is add fuel to the fire: money from central

banks and retail traders alike continue to flood markets against an uncertain backdrop,

with much of it going into high-flying growth stocks (despite their increasingly

demanding valuations).

Given this, we continue to believe it is quite possible this market may well encounter

yet another dramatic rotation back into value in the coming years. Indeed, that growth’s

outperformance has by some measures been more extreme than in the past leads us

to believe the reversal may be just as intense. History demonstrates that shifts in the

environment may take time and are impossible to predict, but history also shows us

that the transition can happen quite rapidly and cause massive volatility in growth-

oriented portfolios. As such, we continue to adhere to our methodology and process,

with an emphasis on prudence and patience.
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“The more things change…

…the more they stay the same.”



Contact
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Drum Hill Capital, LLC
200 Connecticut Avenue, Suite 4A

Norwalk, CT 06825

www.drumhill.com

For any inquiries:
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Zach Olson | Director of Investment Research

zolson@drumhill.com | +1 203 349 8185

http://www.drumhill.com/
mailto:dnight@drumhill.com
mailto:zolson@drumhill.com

