
A number of European sectors (Banks, Energy, Basic Resources and Autos) n

trade on mid-single-digit P/E multiples. These valuations are at lows compared 
with both the market and their own history. They are also trading on heavy 
discounts to their US peers – more so than any other sector in Europe.  

The Value/Growth trade dominated investor conversations at the start of this year n

as real yields rose sharply, putting pressure on Tech and other Growth stocks. For 
a brief period the discount of Value stocks narrowed, though not because their 
valuations rose but because those for high-growth stocks collapsed.  

But that discount is back to extremes. First, recession risks and high policy n

uncertainty have sent investors back to ‘safer’ Growth Defensives. This has 
offset the benefit that rate rises might otherwise have had to value sectors.   

Second, Value sectors have been out-earning Growth stocks: Banks, Autos, n

Energy and Basic Resources have all seen double-digit positive EPS revisions 
YTD. The paradox is the more they earn, the more investors view this as 
unsustainable, leading to an even deeper discount. 

For Value to outperform, typically we need to see a larger-than-normal discount, n

robust economic growth, low or declining policy uncertainty and higher rates. 
These are not all in place: growth is weak (especially in Europe) and policy 
uncertainty is high. In addition, ESG flows dominate in Europe, unlike in the US, 
and these funds are structurally UW Value sectors.  

But we think some things are shifting. Policy uncertainty is high, but n

announcements on EU energy policy suggest change is coming. Higher rates are 
a significant gain for the Banks; Energy stocks should benefit from the lack of 
Energy supply and perhaps from a shift in focus to Green capex and the 
transition by ESG investors. 

Moreover, the payoff asymmetry looks excellent. When a sector is in the tenth n

percentile or below of its long-term relative valuation, it tends to outperform over 
6m, 1y  and 3y periods.  

We are OW Banks, Energy and Basic Resources, and Neutral on Autos. We are n

UW the more vulnerable Cyclicals: Construction, Chemicals and Consumer.  
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Closing the Value Gap 
 
 

The Value/Growth valuation gap is extreme 
Given the pace and extent of interest rate rises this year, it is surprising that the 
discount for Value stocks relative to Growth has widened year-to-date (Exhibit 1). We can 
see this for a number of sectors – Autos, Banks, Basic Resources and Energy all trade 
on historically low relative multiples.  

 

Partly, this is because the MSCI definitions of Growth and Value are broad – they 
allocate almost the entire market to these two factors. If we take a narrower view of 
Growth, we find some de-rating. Areas such as our Digital Economy (GSSBDIGI) or Pure 
Growth (GSSTGROW) baskets – selected based on the highest top-line growth – have 
de-rated from their high valuations in 2020 and 2021, on an absolute basis and relative 
to the market. That said, valuations still look stretched for these stocks versus the 
longer-term history. Also, more ‘quality’ or Defensive Growth areas continue to trade on 
relatively high premiums, such as our Quality basket (GSSTQUAL). This basket 
comprises companies with strong balance sheets, high ROE and high and stable sales 
growth and earnings growth. In Europe these companies make up the majority of 
Growth market cap (Exhibit 3).  

Generally the gap between the highest-valued quintile of companies and the 
lowest-valued has widened in recent months and remains at elevated levels (Exhibit 4).  

 

Exhibit 1: Discount for Value stocks in Europe has increased further 
MSCI Europe Value vs. Growth (Discount) and Value Factor (Sector 
Neutral) 

 

Exhibit 2: Autos, Banks, Basic Resources and Energy all trade on 
historically low multiples 
12m Forward Price/Earnings, European Autos & Parts, Banks, Basic 
Resources and Energy 
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*All factor data is based on the GS Investment Profiling (IP) methodology. For more details, see 
Adjustments to GS European Investment Profiling Methodology: 
https://publishing.gs.com/content/research/en/reports/2022/09/12/3cc15c2a-2be4-4394-a301-9
408ff212611.pdf 

 

Source: Factset, Goldman Sachs Global Investment Research

 
 

Source: Datastream, Worldscope, Goldman Sachs Global Investment Research
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We can see this in other ways too: Europe (more of a Value market) remains on a deep 
discount to the US (more of a Growth market) (Exhibit 5). And this is true even adjusting 
for the different sector exposures of the regions (Exhibit 6).  

 

It is also clear if we look by country indices across the world – the US, which has more 
Growth stocks, remains on a large premium to its historical average, whereas Europe is 
on a substantial discount.  

 

Exhibit 3: Pure Growth companies have de-rated, but 
Quality/Defensives have not 
Quality (GSSTQUAL), Pure Growth (GSSTGROW) and Digital Economy 
(GSSBDIGI) 

 

Exhibit 4: The premium for the top quintile companies (by 12m fwd 
P/E) remains close to all-time highs 
Top vs. Bottom Quintile, Europe 
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Source: Factset, STOXX, Goldman Sachs Global Investment Research

 
 

Source: Datastream, STOXX, Goldman Sachs Global Investment Research

 

Exhibit 5: European equities trade two standard deviations below 
where they typically trade vs. US equities on a P/E basis 
24m forward P/E (Discount) 

 

Exhibit 6: European sectors look cheap vs. US sectors 
MSCI Indices, GICS Level 1 sectors 
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Source: Factset, Goldman Sachs Global Investment Research

 
 

Source: Factset, Goldman Sachs Global Investment Research
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When we look into the sectors in Europe we see the pattern even more clearly. The 
Value sectors trade on substantial discounts to their longer-term averages whereas the 
Growth sectors remain on a large premium (Exhibit 8).  

 

Interest rates have hit Digital and Pure Growth companies but not ‘Quality’  
But haven’t rate rises redressed the imbalance? Not really. Higher rates hit 
longer-duration assets and Growth stocks disproportionately. This has been the case for 
most of the expensive/speculative areas of the market. But higher rates have been 

 

Exhibit 7: Valuation ranges (MSCI regions) over a 20-year timeline 
12m fwd P/E, MSCI Regions 
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Source: Factset, Goldman Sachs Global Investment Research

 

Exhibit 8: Value sectors trade on substantial discounts to their longer-term averages whereas Growth sectors remain on a large premium 
12m fwd P/E, Europe Worldscope Sectors since 2000 
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Source: Datastream, Worldscope, Goldman Sachs Global Investment Research
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accompanied by unprecedented uncertainty over inflation and geopolitics, and these 
have increased risk aversion and pushed investors into more defensive stocks – in 
Europe these are largely Defensive Growth names.  

Our Digital Economy basket (GSSBDIGI) – which has the highest growth expectations 
among our sub-sector baskets – is highly correlated to long rates. When rates are rising, 
Value areas of the market such as High Dividend Yield (GSSTDIVY) stocks tend to 
outperform high-growth areas like the Digital Economy (Exhibit 9). We continue to think 
that very high-growth stocks will suffer as yields rise, and our rates team expects risks 
to rates to remain skewed to the upside.   

In contrast, the relationship is much less clear for Defensive Growth stocks such as our 
‘Quality’ basket (GSSTQUAL) (Exhibit 10). Value companies outperformed versus these 
names when rates rose at the beginning of the year, but as economic growth is now 
slowing sharply Value names are no longer outperforming Quality even as rates rise 
(Exhibit 10). This is true for other Quality / Growth expressions such as companies with 
High & Stable Margins (GSSTMARG) and Strong Balance Sheets (GSSTSBAL).   

 

Another example is the dislocation we see between the performance of Consumer 
Staples and Banks relative to the moves in yields.  

 

Exhibit 9: Higher yields have pushed up High DY stocks versus 
Digital Economy names... 
Relative price performance, indexed to 100 in Jan 2018. High DY 
(GSSTDIVY) vs. Digitial Economy (GSSBDIGI) 

 

Exhibit 10: ...but this is not so clear for High DY versus Quality 
companies 
Relative price performance, indexed to 100 in Jan 2018. High 
DY(GSSTDIVY) vs. High Quality(GSSTQUAL) 
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Source: Haver Analytics, Factset, Goldman Sachs Global Investment Research

 
 

Source: Haver Analytics, FactSet, Goldman Sachs Global Investment Research
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There has been a disconnect between the rise in real yields and the valuation of Value 
versus Growth. Value in Europe has continued to de-rate even with the sharp rise in real 
yields (Exhibit 12). In contrast, in the US Value has modestly re-rated relative to Growth.  

 

 

Exhibit 11: Dislocation between Consumer Staples and Financials relative to the moves in yields 
Relative price perfomance, indexed to 100 in Jan 2005 
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Source: Datastream, Worldscope, Goldman Sachs Global Investment Research

 

Exhibit 12: There has been a disconnect between the rise in real yields and the valuation of Value vs. 
Growth, especially in Europe 
12m fwd P/E (Discount) and US 10y Real Yield (RHS) 
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Source: Datastream, Factset, Goldman Sachs Global Investment Research
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Why have Value stocks not re-rated in Europe, and can they do so? 
We think there are several reasons why European Value stocks are languishing on low 
multiples. Investors are sceptical about their growth prospects (more than in the past), 
ESG funds avoid certain areas of the market, and in particular commodity stocks, which 
are mainly in the Value bucket. Finally, uncertainty is high at the moment. Medium-term, 
we expect some of these dynamics to shift in favour of Value names. Rate risks are 
skewed to the upside, also favouring Value stocks.  

1. Some Value areas have re-rated (although we think there is more to go) 

Banks relative to Technology shows a reasonably good relationship with real rates. In the 
medium term we expect both real and nominal rates to rise and for this to continue to 
support Banks. We remain OW Banks given that they should benefit from rate rises 
from a net interest margin perspective and because, as a Value area, rising discount 
rates should not harm them. We acknowledge the risks from recession in Europe in the 
near term, but our economists expect a mild recession and for labour markets in Europe 
to stay relatively strong. Our equity research analysts like UK domestic banks in 
particular. 

 

The Tech sector looks particularly vulnerable to rising rates, and especially US real rates. 
Our rates team have recently revised their yield forecasts to above the forwards, and 
they see most of the rise as likely to come from real yields.  

 

Exhibit 13: Banks relative to Technology shows a reasonably good relationship with real rates 
12m fwd P/E Premium/(Discount) and US 10y Real Yield (RHS) 
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Source: Datastream, Factset, Goldman Sachs Global Investment Research
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2. Lack of confidence in future growth – Especially in commodity-related stocks 

One of the issues is that medium-term growth expectations for the European market, 
and for Energy in particular, have fallen. The concern that Energy companies with vast oil 
assets will find these increasingly unusable as the world (and Europe in particular) 
switches to low-carbon alternatives is reflected in negative assumptions about future 
EPS growth. In addition, current earnings and cash flows benefit from high oil prices. If 
economies slow down, oil demand should drop and these earnings would be seen as 
vulnerable. The potential for higher costs and more taxation is another factor, as well as 
the backwardated forward curve for energy prices. 

First, we would argue that this pessimism fails to take into account the need for oil 
during the transition to lower-carbon fuels. Second, our commodities analysts argue that 
the forward curve has not been a good predictor of future oil prices. Indeed, to the 
extent that a lower forward price for oil reduces the likelihood of oil investment, this 
increases the likelihood of future supply constraints.  

 

Exhibit 14: Tech stock valuations in Europe remain vulnerable to rising real yields 
Europe STOXX 600 Technology 12m fwd P/E and US 10y Real Yield (RHS, Inverted) 

-1.5%

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

2.0%10

15

20

25

30

35

16 17 18 19 20 21 22

Europe Technology
12m fwd. P/E

US 10y Real Yield 
(RHS, Inverted)

 
 

Source: FactSet, Bloomberg, Goldman Sachs Global Investment Research
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3. ESG fund flows dominate in Europe but not in the US, creating distortions to 

Europe’s pricing 

The difference between Europe and the US could not be more stark. The US has seen 
sustained incremental inflows into ESG funds – although these have definitely slowed 
this year. But for the US market there are also vast flows into non-ESG or sustainable 
funds. In addition, the biggest buyer of the US market is often the corporates 
themselves via buybacks. In Europe, ALL net flows are into ESG or socially responsible 
funds (Exhibit 16). ESG funds are typically very underweight Energy and Basic 
Resources given the industries’ poor environmental scores.   

Of course, this itself could change; as our GS Sustain team notes, the EU Taxonomy is 
ramping up to become the ‘common green standard’ used to establish credibility for 
companies’ green revenue and capex, and investors’ green investments. Early reporting 
of aligned capex highlights the opportunity for forward-looking signals the Taxonomy can 
provide for companies in transition, especially where initial aligned revenue is low.  This 
will be especially important for the Energy sector where capex dedicated to green 
investments is growing fast.  

 

Exhibit 15: The market is pessimistic about the medium-term growth prospects for commodity sectors 
FY3 EPS growth, STOXX 600 Energy and STOXX 600 Basic resources 
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Source: Datastream, Goldman Sachs Global Investment Research
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4. Policy uncertainty and volatility militate against Value stocks, but ultimately 

these will recede 

Another factor is that uncertainty is high: (i) index volatility has risen; (ii) we expect a 
recession in Europe, with risks skewed to the downside; (iii) inflation is high, creating 
monetary policy uncertainty and large shifts in rate markets; (iv) sovereign risks persist 
in Europe, and are arguably worse with government debt having risen, and, finally, (v) 
geopolitical risks are heightened. Uncertainty tends to lead to lower valuations for the 
overall market and a large premium for more defensive assets. Growth companies 
typically have a higher premium when uncertainty rises (Exhibit 18).  

In addition, we have seen funds flowing back into low vol ETFs, which tends to be 
associated with outperformance of defensive sectors such as Consumer Staples 
(Exhibit 19). 

 

Can things turn? The payoff asymmetry looks excellent 
From here, we think uncertainty could start to fade – although policy uncertainty is high, 

 

Exhibit 16: In the US ESG flows have risen, but they are not the 
dominant dollar of flows 
Cumulative net flows in USD bn 

 

Exhibit 17: In Europe flows into non-ESG funds have been sharply 
negative, so ESG is the ‘only buyer out there’ 
Cumulative net flows in USD bn 
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Source: EPFR, Goldman Sachs Global Investment Research

 
 

Source: EPFR, Goldman Sachs Global Investment Research

 

Exhibit 18: Growth companies typically receive a higher premium 
when uncertainty rises 
MSCI Europe Growth vs. Value (12m fwd P/E), Global Economic Policy 
Uncertainty Index and European Policy Uncertainty Index 

 

Exhibit 19: Funds are flowing back into low vol ETFs 
24m fwd P/E Cons. Staples vs. Market and 1m Global Low Vol Equity ETF 
flows (USDbn) 
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Source: FactSet, Haver Analytics, Goldman Sachs Global Investment Research

 
 

Source: Factset, EPFR, Goldman Sachs Global Investment Research
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recent announcements on EU energy policy and price caps suggest changes are 
coming. Our economists expect inflation to peak in late autumn, and the price caps 
should help to ensure this. To some extent, the higher energy prices over the summer 
brought forward some of the price rises in order for Germany to store enough gas for 
the winter months.  

On balance, we think the market is too pessimistic about the growth prospects for a 
number of Value sectors, and for Banks, Energy, and Basic Resources in particular. 
Banks should benefit from higher interest rates (and strong balance sheets), Energy 
from continued under-supply in oil and very strong cash flows, and Basis Resources 
from high metals demand – especially for electrification – in the face of very little 
incremental supply.  Rising rates, especially higher real yields, disadvantage Growth 
stocks versus Value trades.   

Importantly, the payoff asymmetry looks excellent. When a sector is in the tenth 
percentile or below of its long-term relative valuation, it tends to outperform over 
6-month, 1-year  and 3-year periods. 

 

 

Exhibit 20: When a sector is in the tenth percentile or below of its long-term relative valuation, it tends to 
outperform over 6-month, 1-year  and 3-year periods 
Percentile relative valuation of each sector since 1987 

-100%

-80%

-60%

-40%

-20%

0%

20%

40%

60%

80%

100%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

C
on

su
m

er
 P

rd
,S

vs

D
ru

g/
G

ro
c 

St
or

es

H
ea

lth
 C

ar
e

U
til

iti
es

Fo
od

, B
ev

, T
ob

ac

Tr
av

el
 &

 L
ei

su
re

C
on

st
. &

 M
at

s

Te
ch

no
lo

gy

Te
le

co
m

In
d.

 G
oo

ds
 &

 S
vs

M
ed

ia

C
he

m
ic

al
s

Fi
n.

 S
er

vi
ce

s

In
su

ra
nc

e

R
et

ai
le

rs

R
ea

l E
st

at
e

Ba
si

c 
R

es
ou

rc
es

Ba
nk

s

Au
to

s 
& 

Pa
rts

En
er

gy

%ile vs. history % Premium/Discount
(RHS)

sectors with a 
relative 

valuation below 
their 10th

percentile 

 
 

Source: Datastream, Worldscope, Goldman Sachs Global Investment Research
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Conversely, when a sector is >90th of its historical relative valuation the payoff tends to 
be negative. These sectors are generally Growth Defensives at the moment, and we’d 
argue that there are good reasons for their relative expensiveness. But over the medium 
term, if and when the growth outlook starts to improve, their valuations premium makes 
them vulnerable, especially if rates are much higher.  

At any point in between the valuation is not a big driver – like other indicators (our Risk 
appetite indicator (RAI) or our GS Bull/Bear indicator (GSBLBR)) they tend to be most 
helpful when at extremes.

 

Exhibit 21: ...and for those, the payoff asymmetry looks excellent 
Median forward return for European sectors based on their relative valuation percentile at the outset 
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Source: Datastream, Worldscope, Goldman Sachs Global Investment Research
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