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Weekly Market Flash 
 

The Great Rotation Debate 
June 23, 2023 
 
A few weeks ago we took note of the lack of breadth in the US stock market rally this year, with a small 
number of outsize tech companies (mostly with a good AI story to tell) driving the lion’s share of gains in 
the year to date. Since that time there has been a flurry of commentary among the financial chattering 
class about a possible rotation on the horizon. Is there anything to the chatter, or is the putative rotation 
out of mega-cap growth into…well, something else, just words with which to fill up the minutes on CNBC’s 
“halftime report” and its ilk? 
 
Impressive, But Not Unprecedented 
 
The performance of tech and other growth-related stocks has indeed been impressive this year. The 
Russell 1000 Growth index, as of the June 22 close, was up around 26.4 percent since January 1, while its 
counterpart the Russell 1000 Value index was up a paltry 1.7 percent. That’s a pretty big gap – no wonder 
those “rotation” chyrons were flying across the financial TV screens. But we’ve been here before. In fact, 
when we’re talking about growth outperforming value, we’ve been here quite often in recent years. In 
the chart below we show the relative performance of growth versus value for the past ten years.  
 

 
Source: MVF Research, FactSet. Returns are based on one-year simple price returns for each index. 

  
Each data point in the above chart represents the difference between the one-year Russell 1000 Growth 
index return and the one-year Russell 1000 Value return. If the difference is positive, i.e. above the 
horizontal red line, it signifies growth outperforming value. Every data point below the red line indicates 
a period of outperformance by value over growth. As the chart makes clear, the last ten years have been 
dominated by growth stocks (most often, though not always, by the mega-cap leaders), and never more 
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so than in the heady days of the pandemic. That all changed last year, of course, when the Fed began its 
monetary tightening program and growth stocks took a hit. Value stocks had their best run in the last 
decade during this period. 
 
No Magic To Mean Reversion 
 
Over time, either-or propositions like value versus growth will cycle back and forth. Some investors look 
at these charts, with their seemingly inevitable mean reversions, and figure there is a way to calculate 
these cycles and profit from timing them. We, however, do not subscribe to that school of thought. Mean 
reversion is not driven by anything other than thousands of market factors at play that generally only 
make sense in hindsight. Trying to interpret these factors in real time can lead to misguided convictions. 
 
For example, there was a brief period of outperformance by value stocks in late 2016 that was driven 
largely by a whopping misconception on the part of investors that the forthcoming administration of 
Donald Trump was going to unleash a torrent of infrastructure spending that would “reflate” the economy 
and drive interest rates up. No such reflation (or infrastructure, for that matter) happened, and in due 
time the market figured that out. More recently, the market’s complacency about inflation and the Fed’s 
response to inflation caught quite a bit of the so-called smart money flat-footed in last year’s reversion to 
value stocks.  
 
So is there another Great Rotation brewing? It’s certainly possible. As we have noted many times in the 
past several months, the market’s expectations for a near-term Fed pivot to cutting interest rates were 
out of step with what the Fed itself was actually saying – and that misreading of the FOMC’s tea leaves 
has arguably been one contributing factor to growth’s outperformance in 2023 (though the bigger story 
there, as we recently pointed out, is the market’s newfound obsession with everything AI). Now investors 
are bracing for not just one, but potentially two more rate hikes before the Fed decides to hold – and 
potentially hold for a long time if those sticky service-sector prices refuse to budge. That could give a 
further tailwind to value. 
 
On the other hand, we are also seeing a renewed focus on the potential for a recession. The yield curve is 
once again flirting with its widest inversion since the peak of the Volcker era more than 40 years ago. 
Those concerns could be particularly hard on sectors like financials, energy and industrials that feature 
prominently in value indexes.  
 
What we are seeing in the market today though, for what it’s worth, is more directionless than anything 
else. Playing things close to the center is perhaps the most advisable strategy for the time being. 
 
Masood Vojdani  Katrina Lamb, CFA 
President & CEO Head of Investment Strategy & Research  
 
  

Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor.  MV Financial 
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.  
 
Supplemental disclosure item: MV Financial maintains an active portfolio position in shares of Alphabet, Apple, Microsoft and 
Nvidia, mentioned in this commentary. 
  
Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or 
product (including the investments and/or investment strategies recommended or undertaken by  MV Capital Management, Inc.), 
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any 
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  
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Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of 
current opinions or positions.  Moreover, you should not assume that any discussion or information contained in this newsletter 
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent 
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, 
he/she is encouraged to consult with the professional advisor of his/her choosing.  MV Capital Management, Inc. is neither a law 
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting 
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and 
fees is available for review upon request. 


