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Markets have started 2023 
strongly as some of the 
headwinds that dominated 

markets in 2022 have started to 
dissipate. China has reopened its 
economy faster than expected; 
warm weather in the euro area has 
eased concerns over natural gas 
shortages; and recent data from the 
U.S. have pointed to continued growth, 
moderating inflation, and a slower pace 
of Fed rate hikes. Combined, this has 
caused market consensus to lower the 
probability of a synchronized global 
recession in 2023. That said, although 
the outlook has improved versus last 
year, we are still likely to see volatility 
in equity markets as they continue 
to react to differing macroeconomic 
and earnings data points. However, 
with value offering a combination of 
defensive and cyclical attributes, we 
believe the style is well positioned to 
negotiate shifting market scenarios.

Key Value Drivers Continue 
to Persist

The backdrop for value remains 
favorable, with both near‑ and long‑term 
factors providing support. Valuations 
remain relatively attractive versus 
growth stocks, even after oversized 
outperformance versus growth stocks 
in 2022. We are, however, witnessing 
a more subdued value opportunity 
set compared with the abundant 
opportunities we found in the past. It is 
also likely that we may see risks of broad 
earnings downgrades as margins are 
pressured by inflation and low growth. 
Equity markets may once again return 
to earnings as the main driver of equity 
returns. Companies offering profits 
resilience and those able to pull levers to 
protect shareholder returns are likely to 
be rewarded. With value offering both a 
healthy representation to defensive areas, 
such as utilities and other traditional 
industries with strong pricing power, 
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but also to economically sensitive areas 
like industrials, we believe investors are 
less likely to be left behind if markets 
move in a particular direction.

Potential to Flex if Market 
Dynamics Shift—Defensive and 
Offensive Opportunities

We are becoming a little more 
optimistic on the overall economic 
picture. Economic data are holding 
up well, and early fears of a prolonged 
global recession are receding. Some 
countries may even avoid a recession 
altogether. Consequently, we leaned 
into more cyclical areas of the market 
and continued to add to energy and 
materials. The energy cycle could 
be sustained for longer, especially 
with geopolitical concerns remaining 
prominent. A potential tailwind 
could also emerge from the sudden 
reopening of China following an 
extended zero‑COVID policy, alongside 
government support to help reignite 
its economy. 

We can use the value spectrum to help 
position for shifting market conditions. In 
relation to our portfolio, this included an 
increased allocation to more defensive 
parts of the universe to help ensure the 
portfolio was better positioned for the 
difficult market conditions last year. The 
focus is on companies that can deliver 
higher free cash flow, but we also have 
a good representation of cyclical and 
deep value areas of the market. This 
can help mitigate the potential for severe 
drawdowns, while featuring exposure 
to companies that might benefit from a 
rerating and any upturn in the economy. 

The ability to flex the portfolio to capitalize 
on emerging areas of improvement is 
a key feature of constructing the 
portfolio. Recently we started to 
reconsider semiconductors, which 
sold off sharply last year. We now have 
a more sanguine view and believe we 
could see turnaround for the sector 
in the next 12 to 18 months. Other 
cyclical areas that could benefit if 
recessionary pressures ease further 
include industrials and consumer 
discretionary, where UK housebuilders 
are looking more attractive, in our view. 

Overall, we believe we are well 
positioned in the areas where you 
would expect to find a value manager. 
Financials, utilities, and health care all 
remain favored areas, while we have 
limited exposure to technology and 
consumer discretionary. We have added 
to European and Japanese banks given 
their potential to benefit from rate rises 
and less risk of recession. 

Ultimately, we aim to create a dynamic 
portfolio that represents the best 
asymmetric opportunities. That includes 
deep value areas where, if we are correct 
with our thesis, we could generate 
greater alpha. These tend to be smaller 
positions that are risk controlled by the 
position size but have demonstrated in 
the past to contribute meaningfully to 
overall portfolio returns. This is important 
as we continue to evolve the portfolio, 
exploiting the breadth of the value 
opportunity, but also being flexible and 
agile enough to position for evolving 
global economic and market dynamics.

The focus is on 
companies that can 
deliver higher free 
cash flow, but we 
also have a good 
representation of 
cyclical and deep 
value areas of 
the market.
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Risks—the following risks are materially relevant to the portfolio:

Currency—Currency exchange rate movements could reduce investment gains or increase investment losses. 

Small and mid‑cap—Small and mid‑size company stock prices can be more volatile than stock prices of larger companies. 

Style—Style risk may impact performance as different investment styles go in and out of favor depending on market conditions 
and investor sentiment.

General Portfolio Risks:

Equity—Equities can lose value rapidly for a variety of reasons and can remain at low prices indefinitely. 

ESG and sustainability—ESG and Sustainability risk may result in a material negative impact on the value of an investment and 
performance of the portfolio.

Geographic concentration—Geographic concentration risk may result in performance being more strongly affected by any 
social, political, economic, environmental or  market conditions affecting those countries or regions in which the portfolio’s assets 
are concentrated. 

Hedging—Hedging measures involve costs and may work imperfectly, may not be feasible at times, or may fail completely. 

Investment portfolio—Investing in portfolios involves certain risks an investor would not face if investing in markets directly. 

Management—Management risk may result in potential conflicts of interest relating to the obligations of the investment manager. 

Market—Market risk may subject the portfolio to experience losses caused by unexpected changes in a wide variety of factors. 

Operational—Operational risk may cause losses as a result of incidents caused by people, systems, and/or process.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any 
nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended 
to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, 
Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. 
The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any 
jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ 
accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject 
to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the 
material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is 
provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, Sydney NSW 
2000, Australia. For Wholesale Clients only.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited 
Investors as defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment 
management services.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority as a 
Representative Office. For Professional Clients only.

EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L-1724 
Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only. 

New Zealand— Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, Sydney 
NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New Zealand, 
nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is 
no contravention of the Financial Markets Conduct Act 2013.

Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. T. Rowe Price 
Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by 
the UK Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange 
Commission. For Institutional Investors only.

© 2023 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, 
trademarks of T. Rowe Price Group, Inc.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


