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Summary

e While preference for growth or value investing can depend on factors like the economic cycle or
time horizon, uncertainty in the current environment has amplified the growth vs. value debate.

e Although high growth investments may seem more enticing during hot equity markets, value
investing has proven durable and has done particularly well in recent months.

e With growing interest in value stocks, it is important to understand how some of the major, broad
value indexes are constructed.

e Investors with a strong value thesis may want to consider a deep value index, rather than a core
value index that offers only broad exposure to value stocks.

As equity markets bounced back from pandemic lows, many investors have grown accustomed to high
returns, and overall equity investments have become seemingly overvalued. Pre-pandemic, growth stocks
had experienced years of strength, much of which was triggered by the growing popularity of tech-related
stocks and the rise of the retail investor. And now with earnings results largely “beat and raise” across
multiple sectors, it's tempting to keep jumping into high growth investments. But there is still a case for
value investing, particularly in our current environment. Higher inflation expectations are beginning to
weigh on growth stocks as we approach what many think is an extended “reopening trade.” Since late 2020,
many believed that the COVID-19 vaccine would allow economies to reopen and global trade and travel to
resume, which would triggera rotation into value stocks. And while value has certainly picked up steam, the
re-emergence of the Delta variant and overall economic uncertainty has created significant debate in the
value vs. growth arena. But, whether investors prefer a value, growth, or blended style, it is essential to first
understand how broad style indexes are constructed in comparison to pure style indexes and which one is
more appropriate for the investor’s objective.

Growth vs. Value: A Brief Review

Investors often choose value investments because they believe these are misvalued and are available at a
relatively cheaper price than their peers. Because we assume that markets are mostly efficient, investments
are only mispriced temporarily—the goal is to buy an investment at a low price, then benefit from its price
appreciation when the price returns to a more reasonable level. Relative “cheapness”is typically measured
by valuation multiples, which could be price-to-earnings (P/E), price-to-book (P/B), price-to-sales (P/S), and
enterprise value-to-EBITDA (EV/EBITDA), among others. Value stocks may perform better during the end of
recessionary periods orduring early parts of economic expansion. Many of these investments could also be
older, more established companies in industries like utilities or financials, which may exhibit stable yet
modest growth—but don’t necessarily trend on social media.

Onthe other hand, growth stocks are typically in fast-growing industries like technology, which may receive
more media coverage and analyst attention. Examples include some of the internet tech giants or biotech
companies which have exhibited high returns in a relatively short period. These investments are often
projected to have higher earnings growth forecasts but will likely trade in line or at more expensive
valuation multiples relative to their peers.
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Value as an index strategy—broad or pure exposure?

Itisimportant for investors to differentiate a broad value exposure from a pure value exposure. Many of the
popularvalue and growth indexes are more beneficial for investors who wish to have a broad growth/value
exposure of a core equity index. For example, consider the starting universe of the S-Network US Equity
Large/Mid-Cap 1000 Index (SN1000), which is a core index of the 1,000 largest U.S. stocks. The S-Network US
Large/Mid-Cap Value Index (SN1oooV) reduces the number of constituents to 700 by netting growth and
value scores and selecting the constituents with the highest net value score. This produces a broad value
index—essentially the core index less those constituents with the highest growth characteristics—which
may not be as pure as the investor desires. Likewise, the S-Network US lLarge/Mid-Cap Growth Index
(SN1000G}) also contains 700 stocks from the core universe of 1,000 which have the highest net growth score.
This leads to over half of the constituents (396 out of 700) overlapping within the value and growth indexes®
Asimilar sort of methodology is also used in other large indexes such as the S&P 500 Value Index (SVX), S&P
500 Growth Index (SGX), Russell 1000 Value Index, and Russell 1000 Growth Index, resulting in broad style
indexes with many overlapping constituents.

But if the investor’s objective is to find a pure exposure to value, they may prefer to use a deep value index
rather than a broad value index. Deep value indexes include a selection of the most value-oriented stocks—
these typically will not have any crossover constituents with aggressive growth indexes. Investors who may
want a pure value approach can look at an index like the Lyrical U.S. Value Index (LUSVI). This index selects
the cheapest quintile (200 out of 1,000) stocks based on one-year-forward P/E ratios. This produces an index
with magnified returns—both positively and negatively—relative to a broad value index. In the chart below,
LUSVIunderperformed SN100ooV when value was out of favor during early 2020; however, LUSVI has achieved
higher returns than SN10ooV now that value has been improving.

Deep Value Magnifies Returns of Broad Value Indexes—Both Positively
and Negatively
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Source: Alerian & S-Network Global Indexes as of September 10, 2021

*As of September 10, 2021


https://snetworkglobalindexes.com/indexes/s-network-benchmark-indexes/data/constituentdata/sn1000
https://snetworkglobalindexes.com/indexes/s-network-benchmark-indexes/data/constituentdata/sn1000
https://snetworkglobalindexes.com/indexes/s-network-benchmark-indexes/data/constituentdata/sn1000v
https://snetworkglobalindexes.com/indexes/s-network-benchmark-indexes/data/constituentdata/sn1000v
https://snetworkglobalindexes.com/indexes/s-network-benchmark-indexes/data/constituentdata/sn1000g
https://www.spglobal.com/spdji/en/indices/equity/sp-500-value/#overview
https://www.spglobal.com/spdji/en/indices/equity/sp-500-growth/#overview
https://www.spglobal.com/spdji/en/indices/equity/sp-500-growth/#overview
https://www.ftserussell.com/products/indices/russell-us-style
https://www.ftserussell.com/products/indices/russell-us-style
https://snetworkglobalindexes.com/indexes/lyrical-us-value-index
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Bottom Line:

While growth stocks have dominated headlinesin the recent past, value stocks have started to become more
favorable through the global reopening trade. As more investors consider value investing, it is important to
understand how broad value indexes are constructed in comparison to pure deep value indexes and which
one better suits the investor’s objective.

LUSVIis the underlying index for the Lyrical Asset Management U.S. Value ETF (USVT).




Disclaimers

This Document Is Impersonal and Not a Solicitation. In
jurisdictions where Alerian, S-Network Global Indexes, or
their affiliates do not have the necessary licenses, this
document does not constitute an offering of any security,
product, or service. Alerian and S-Network Global Indexes
receive compensation in connection with licensing its
indices to third parties. All information provided by Alerian
and S-Network Global Indexes in this document is
impersonal and not customized to the specific needs of any
entity, person, or group of persons. Alerian, S-Network
Global Indexes, and their affiliates do not endorse, manage,
promote, sell, or sponsor any investment fund or other
vehicle that is offered by third parties and that seeks to
provide an investment return linked to or based on the
returns of any Alerian or S-Network Global Indexes index.

No Advisory Relationship. Alerian and S-Network Global
Indexes are not investment advisors, and Alerian, S-Network
Global Indexes, and their affiliates make no representation
regarding the advisability of investing in any investment
fund or other vehicle. This document should not be
construed to provide advice of any kind, including, but not
limited to, tax and legal.

You Must Make Your Own Investment Decision. It is not
possible to invest directly in an index. Index performance
does not reflect the deduction of any fees or expenses. Past
performance is nota guarantee of future returns. You
should not make a decision to investin any investment fund
or othervehicle based on the statements set forth in this
document, and are advised to make an investmentin any
investment fund or other vehicle only after carefully
evaluating the risks associated with investmentin the
investment fund, as detailed in the offering memorandum
or similar document prepared by or on behalf of the issuer.
This document does not contain, and does not purport to
contain, the level of detail necessary to give sufficient basis
toan investment decision. The addition, removal, or
inclusion of a security in any Alerian or S-Network Global
Indexes index is not a recommendation to buy, sell, or hold
that security, norisitinvestment advice.

No Warranties. The accuracy and/or completeness of any
Alerian or S-Network Global Indexes index, any data
included therein, or any data from which it is based is not
guaranteed by Alerian or S-Network Global Indexes, and it
shall have no liability for any errors, omissions, or
interruptions therein. Alerian and S-Network Global Indexes
make no warranties, express or implied, as to results to be
obtained from use of information provided by Alerian and S-
Network Global Indexes and used in this service, and Alerian
and S-Network Global Indexes expressly disclaim all
warranties of suitability with respect thereto.
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Limitation of Liability. While Alerian and S-Network Global
Indexes believe that the information provided in this
documentisreliable, Alerian and S-Network Global Indexes
shall not be liable for any claims or losses of any nature in
connection with the use of the information in this
document, including but not limited to, lost profits or
punitive or consequential damages, even if Alerian and S-
Network Global Indexes have been advised of the possibility
of same.

Research May Not Be Current. This document has been
prepared solely for informational purposes based on
information generally available to the public from sources
believed to be reliable. Alerian and S-Network Global Indexes
make no representation as to the accuracy or completeness
of this document, the content of which may change without
notice. Alerian and S-Network Global Indexes expressly
disclaim any obligation to update the contents of this
document to reflect developments in the energy Master
Limited Partnership sector. The methodology involves
rebalancings and maintenance of indices that are made
periodically throughout the year and may not, therefore,
reflect real-time information.

Linked Products. Alerian and S-Network Global Indexes
licenses its indexes to third parties for the creation of
investment funds or other vehicles. Alerian and S-Network
Global Indexes are not responsible for the information on
these websites or for anything that they provide.

Policies and Procedures. Analytic services and products
provided by Alerian and S-Network Global Indexes are the
result of separate activities designed to preserve the
independence and objectivity of each analytic process.
Alerian and S-Network Global Indexes have established
policies and procedures to maintain the confidentiality of
material non-publicinformation received during each
analytic process. Alerian, S-Network Global Indexes, and
their affiliates provide a wide range of services to, or
relating to, many organizations, and may receive fees or
other economic benefits from these organizations.

Copyright. No Unauthorized Redistribution. Alerian and S-
Network Global Indexes © 2021. All rights reserved. This
document, in whole or in part, may not be redistributed,
reproduced, and/or photocopied without prior written
permission.
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