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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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Important Information

Call 1-800-225-5132 to request a prospectus or summary prospectus; each includes investment objectives, risks, fees, expenses, 
and other information you should read and consider carefully before investing.
This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular investment action.

The views contained herein are those of the authors as of February 2023 and are subject to change without notice; these views may differ from those of other 
T. Rowe Price associates.

This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice of any kind, 
or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into account the investment 
objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before making an investment decision.

Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy. Actual outcomes could differ 
materially from those anticipated in estimates and forward-looking statements, and future results could differ materially from historical performance.

Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of principal. All charts 
and tables are shown for illustrative purposes only. The value approach to investing carries the risk that the market will not recognize a security’s intrinsic value for a 
long time or that a stock judged to be undervalued may actually be appropriately priced.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 

To learn more, please visit troweprice.com.


