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Executive Summary
Value investors today must feel the same way as the aging sheriff in the book and movie No Country for Old Men, as
though equity valuation systems and norms have changed and that they are no longer a match for the market mentality
of today (or criminals in the case of the Academy-Award winning movie.) Growth stocks have dramatically outperformed
value stocks in this bull market, and while there have been moments when the cyclical areas have shone, growth and
technology have eventually come back to the forefront. When we look at the S&P 500 index today we see that in many
cases, valuations are getting stretched, growth has dominated value for a decade and the market’s leadership is dominated
by technology-oriented stocks. Can this continue and which sectors are best positioned to thrive in the coming year? We
will take a look at these topics here.

Market Valuation
The market is currently trading at close to 19X forward earnings with a dividend yield below 2% (see Table 1). These are on
the high end of the historical norms, and with the length of the cycle combined with meager earnings growth, we cannot
help but feel some concern for the outlook of the stock market at this point. While low interest rates are typically a positive
for price to earnings multiples, a 1.7% dividend yield is not that compelling when you take into account the fact that it
was over 2% not that long ago. Income at an attractive price is getting harder to come by, so stock and sector selection
are important if you are looking at a portfolio from a total return perspective because future returns will be more reliant
on earnings growth and multiple expansion. Yield alone will not likely help an investor achieve their goals at these levels.
Table 1: Valuations of the S&P 500

Source: Factset Research Systems

With the stock market up over 30% last year without the earnings growth to justify it, and with the concerns with the spread
of the coronavirus and other issues plaguing the market right now (not to mention the global economy) we believe that
we need one of three things for markets to justify the current multiples. Earnings growth needs to reaccelerate to drive
stock prices (we are seeing some signs of that), the consumer needs to remain strong, and/or we need manufacturing
to take the baton from consumers.

Market Concentrations
In the real economy, technology has been in a secular growth pattern for many years, and the stock market has clearly
reflected that phenomenon. Five technology stocks currently make up nearly 20% of the market capitalization of the
S&P 500 right now (see Table 2).
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Table 2: Top 10 Constituents of the S&P 500 Index

Table 3: Sector Valuations

Source: Factset Research Partners

Source: FactSet Research Systems

This concentration is not just happening at the market
level. Manufacturing is getting pushed aside by the service
industry in terms of expenditures made by corporations.
Many enhancements are being made to technology, and
dollars are being spent on regulatory compliance, but this
economic recovery has been atypical in that manufacturing
and capital expenditures have not picked up in typical
fashion. We can see this not only in the real economy, but
also in the divergence between stocks related to technology
and stocks related to global cyclical areas of the market with
commodity exposure.
In terms of the makeup of the S&P 500, the Energy sector is
now less than 5% of the index’s market capitalization, and the
Materials sector is now only 3%. To put that into perspective,
Information Technology is 24% and Communication Services
(basically more technology, just more geared towards media
and entertainment) is over 10%. It is very clear that investors
are going where the growth is.
Figure 1: S&P 500 Sectors by Weight

We mentioned previously that five technology stocks make up
20% of the market capitalization of the S&P 500. Innovation
exists and growth is there, but the price that investors are
willing to pay for growth indicates that it is scarce in a
developed economy such as ours. As long as technology
continues to inspire consumers to spend more to connect
with others and to entertain themselves, and as long as
technology continues to advance the way corporations do
business, the sector will continue to grow and to warrant the
interest and the valuations that it is seeing now. Until the
global manufacturing economy recovers, the cyclical areas
of the market will continue to struggle, and trying to invest
in those areas will be like catching a falling knife.

Recommended Sectors
2019 was a great year for stocks, remarkable given where
2018 ended. It was led by the usual suspects (Consumer
Discretionary and Technology), but Utilities and Consumer
Staples also did well. At the end of the year, areas that had
struggled (Energy, Financials and Materials) came back. The
share prices of cyclical areas with global exposures began
to shine throughout the fourth quarter of 2019 at the same
time their earnings outlooks were being lowered, but they
are weak once more in 2020.
The fact that defensive, stable areas such as Consumer
Staples and Utilities were able to do reasonably well in 2019,
a very hot year for stocks, gives hope that investors can
have stable returns without investing 100% in growth and
technology. While the shares of some of these defensive
areas might be expensive relative to their low growth rates,
they are a good cushion in a portfolio in case of a market
downturn, and they are stable in that they serve basic needs
of consumers.

Source: Factset Research Partners

Growth is strong in areas related to cloud spending, internet
retailing, gaming, and media streaming, but has been weak
in areas related to commodity demand such as Energy and
Materials. Anything related to global manufacturing has been
weak, and with the coronavirus taking the world by surprise
at the beginning of 2020, it does not appear as though that
area is going to be the answer to continued stock market
gains (at least not for now.)
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Conclusion
While we saw a dramatic shift in factor performance from growth to value/defensive to cyclical in the last quarter of last
year, we think it would be a huge leap of faith to assume that these areas are “in the clear.” We are kicking the tires in
these sectors but note that in 2020, it is back to the races for secular growers like Technology, and investors are favoring
Growth over Value once more. We believe this will continue and trying to invest heavily in cyclical areas is risky as these
areas are commodity-price driven and are prone to wide swings. Offsetting Technology holdings with defensive areas
of the market while keeping an eye on the cyclical areas in case of a potential recovery are our recommendations for
portfolios at this point in time. ▲

Fran Smitherman, CFA
Director of Equity Research
Regions Investment Management
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ABOUT REGIONS INVESTMENT MANAGEMENT
Regions Investment Management, Inc. is an active investment manager focused on achieving long-term investment goals for our clients through
diversified portfolios. We offer a variety of domestic fixed income and equity strategies, as well as several liquidity/cash management products.
We look forward to serving you. Form more information, please see RIM’s current Form ADV Part 2A, a copy of which is available upon request
at 205-264-6735.
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clients. RIM is an Investment Adviser registered with the U.S. Securities & Exchange Commission pursuant to the Investment Advisers Act of 1940. RIM is a wholly
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While the commentary accurately reflects the opinions of the Analyst by whom it is written, it does not necessarily reflect those of Regions Bank or RIM. This
publication is solely for information and educational purposes and nothing contained in this publication constitutes an offer or solicitation to purchase any security,
the recommendation of any particular security or strategy or a complete analysis of any security, company or industry or constitutes tax, accounting or legal advice.
Information is based on sources believed by RIM to be reliable but is not guaranteed as to accuracy by Regions Bank, RIM or any of their affiliates. Commentary
and opinions provided in this publication reflect the judgment of the authors as of the date of this publication and are subject to change without notice. Certain
sections of this publication contain forward-looking statements that are based on the reasonable expectations, estimates, projections and assumptions of the
authors, but forward-looking statements are not guarantees of future performance and involve risks and uncertainties, which are difficult to predict. Investment
ideas and strategies presented may not be suitable for all investors. No responsibility or liability is assumed by Regions Bank, RIM or their affiliates for any loss that
may directly or indirectly result from use of information, commentary or opinions in this publication by you or any other person.
Trust and investment management services are offered through Regions Wealth Management, a business unit of Regions Bank. Investment advisory services are
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or engage in the solicitation of municipal entities or obligated persons for such services. With respect to this presentation and any other information, materials or
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for their own interests, and (d) you should discuss this presentation and any such other information, materials or communications with any and all internal and
external advisors and experts that you deem appropriate before acting on this presentation or any such other information, materials or communications.

Investment, Insurance and Annuity Products
Are Not FDIC-Insured | Are Not Bank Guaranteed | May Lose Value | Are Not Deposits
Are Not Insured by Any Federal Government Agency | Are Not a Condition of Any Banking Activity

