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In an interesting recent study, Morgan Stanley pointed out that the valuation of high-quality and/or 

high-growth companies (in terms of both revenue and net profit), compared with the rest of the 

market, has reached the levels not seen since the beginning of 2000—the peak of the Nasdaq bubble! 

Over the last 10 years (actually, since the start of the bull market), this type of company has 

systematically beaten the market due to low economic growth, low inflation and low interest rates. 

Although it is unlikely that the economic framework will change in the short term, a number of factors 

demonstrate that the days of strong outperformance may be numbered.  

The MSCI Europe Value Index is around 54% lower than the MSCI [Europe] Growth Index. 

Previously, the increase in growth/high-quality share prices had followed the sharp increase in the 

growth of profit, whereas in the last 12 months, it has exceeded it by quite a lot. The reward in terms 

of P/E to growth compared to value is 3 standard deviations higher than the average for the last three 

years. 

That said, as we learned from the final rally of the TMT (Nasdaq) bubble in 1999/2000, the final 

phase of the hike can be very volatile, and so it is necessary to take it into account in order to avoid 

doing ourselves too much harm by going short. The main catalyst that could cause a significant switch 

from growth securities to value securities would be an acceleration in global economic growth and/or 

an increase in interest rates and the forecast rate of inflation. 

In any case, I believe that, in the medium term, we are faced with an extraordinary opportunity for 

earnings by going long on value securities and short on growth securities, which have risen only 

because they form part of passive funds/ETFs that invest in growth indices (the RUSSEL 2000 

Growth Index, for example). Within the Banor Italy long/short SICAV, for which we are an advisor 

(and which will soon change its name to Banor Mistral long/short), the portfolio of long securities 

(currently 58% of the fund’s NAV) has average Price/Profit and Price/Net Assets ratios of 10 and 1, 

respectively. The short portfolio (53% of the fund’s NAV) has an average P/E ratio of 30 and a P/BV 

ratio of 8. The net position in equities is just 5%, and so we have no market risk—just a stock picking 

risk. 

Many of the securities within the short portfolio are American and relate to non-market leader 

companies with no barriers to entry, which deal with 100 times the profit and often over 20 times the 

revenue. We believe that these companies will lose between 50% and 70% when this growth bubble 

bursts.  
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