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In September, equity markets finally woke up to the 
higher-for-longer interest rate narrative that the Federal 
Reserve Board (Fed) and other developed markets’ 
central banks had been pushing for quite some time. 
Bond yields soared, equity markets swooned, and the 
Value factor shone.

For much of this year equity markets have been relentlessly pushing upwards, seemingly in 
defiance of the macroeconomic environment, recession risks and warnings from central bankers 
about the path of interest rates. In September, finally the message seemed to get through; 
long-bond yields soared and global equity markets retraced quite sharply. We dig into the 
outperformance of the Value factor, a shining star amid this weakness.

Returns to the Value factor, and value equities are often linked to a bet on interest rates. We 
have previously written debunking this myth1 over the long-term, particularly when using more 
nuanced definitions of value beyond simple book to price. We also showed that much of the 
increase in correlation between interest rates and value has been due to a shift in the sector 
composition of the value vs growth portfolio.

Over short horizons, though, the correlation between interest rates and value returns can be 
quite noticeable. In the post-COVID period, the fortunes of Value vs Growth stocks has seemed 
closely related to the direction of long-bond yields. As interest rates expectations rose over the 
period from late 2020 Value stocks outperformed growth. Since March of this year, however that 
relationship appears to have broken down; bond yields have continued to rise and Growth stocks 
had been outperforming their value counterparts handsomely. Since the market peaked at the 
end of July, there are signs that the outperformance  of Growth has started to reverse.
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Source: MSCI, FactSet, State Street Global Advisors. Data as of September 30, 2023.

Figure 1 
MSCI Value-Growth 
Index Returns vs. 
Cumulative Changes in 
US 10-Year Bond Yields

 Value — Growth

  Benchmark

In the famous quote, attributed to Warren Buffett (with a nod to Benjamin Graham), “in the 
short run, the market is a voting machine but in the long run, it is a weighing machine.” In times of 
stress, investors often vote with their feet, as equity investors did in September, selling positions 
and sending the market down. It seems that the Fed’s warnings that interest rates would be higher 
for longer, were finally being heeded, along with the market digesting news of rising oil prices and 
slowing growth. 

As is often the case, when the market started to turn negative, investors sold their more over-
valued assets. Based on our more nuanced measure of Value than the simple Value/Growth index 
split, the most expensive quintile of securities underperformed the cheaper end of the market 
from the market peak at the end of July until the end of September. 

Source: Factset, State Street Global Advisors. Data as of September 30, 2023.

Figure 2 
Returns by 
Quintiles vs. Change 
in Bond Yield
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We note that US 10-year bond yields actually increased more in the first seven months of 
this year as compared to August and September; however, it was the speed of the move in 
September in particular that tripped up investors and led to the risk-off environment — which 
ultimately helped the Value rally.

We have been concerned for much of the year that equity markets, particularly in the developed 
world, have not been paying enough attention to the risks of slowing growth and higher interest 
rates, which led to the more expensive pockets in the market outperforming. In September both 
bond and equity markets reacted to the change in tone, sending yields up and equities down — 
and that risk-off tone led to a resurgence in the Value theme in September.

The macroeconomic and business environment can of course affect market returns, yet factors 
within markets and the timing of these factors can be difficult to predict. Which is why we 
believe it is important to diversify exposures across factors, sectors, and stocks to build resilient 
portfolios in uncertain times.

The Bottom Line

Endnote 1 Value-investing-an-interest-rate-bet.pdf (ssga.com).
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https://www.ssga.com/library-content/assets/pdf/north-america/fund-docs/2023/value-investing-an-interest-rate-bet.pdf
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For use in EMEA: The information 
contained in this communication is not a 
research recommendation or ‘investment 
research’ and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research. 

This communication is directed at professional 
clients (this includes eligible counterparties as 
defined by the appropriate EU regulator) 
who are deemed both knowledgeable and 
experienced in matters relating to investments. 
The products and services to which this 
communication relates are only available to 
such persons, and persons of any other 
description (including retail clients) should 
not rely on this communication.

Important Risk Information

The information provided does not constitute 
investment advice and it should not be relied on 
as such. It should not be considered solicitation 
to buy or an offer to sell a security. It does not 
take into account any investor’s particular 
investment objectives, strategies, tax status 
or investment horizon. You should consult your 
tax and financial advisor. 

All information is from State Street Global 
Advisors unless otherwise noted and has been 
obtained from sources believed to be reliable, 
but its accuracy is not guaranteed. There is no 
representation or warranty as to the current 
accuracy, reliability or completeness of, nor 
liability for, decisions based on such information 
and it should not be relied on as such.

This document contains certain statements 
that may be deemed forward-looking 
statements. Please note that any such 
statements are not guarantees of any 
future performance and actual results or 
developments may differ materially from 
those projected. Investing involves risk 
including the risk of loss of principal. 

The views expressed are the views of 
Systematic Equity-Active through October 13, 
2023, and are subject to change based on 
market and other conditions. 

Quantitative investing assumes that future 
performance of a security relative to other 
securities may be predicted based on historical 
economic and financial factors, however, any 
errors in a model used might not be detected 
until the fund has sustained a loss or reduced 
performance related to such errors.

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions. 
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $3.69 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2022. 
†  This figure is presented as of September 30, 2023 and includes approximately $58.13 billion USD of assets with respect 

to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.
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