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Value Investing in the US and Beyond 
Conversation with Our Stock Selection Team, Part One 
One of my favorite aspects of working at RiverFront is working with four 
associate portfolio managers that make up our equity selection team. This 
team performs analysis on individual equities that provides useful insights 
into how we position our portfolios. Over the next two weeks, we wanted to 
provide our clients with some of the insights they have uncovered.  
- Adam Grossman, CFA 

Adam Grossman: 
As we have discussed in previous Weekly Views, one theme that we 
think will be important for 2025 is the possibility of a ‘value rotation.’ 
Dan, I know this is something you have spent time researching and 
quantifying; Can you walk us through what this is and why we think it 
could take place in 2025? 

Dan Zolet: 
Put simply ‘value rotation’ involves market leadership ‘rotating’ from growth 
equities to value equities. As a refresher, Table 1 illustrates how RiverFront 
categorizes value and growth. 

 

The reason we think this will be a key theme in 2025 is the macroeconomic 
backdrop. Specifically, our expectation for moderately elevated, yet relatively 
stable inflation is the key. If inflation doesn’t reaccelerate to the upside, the 
Fed will be able to continue their cutting path. Lower rates will help smaller 
and more cyclical companies reduce their debt burdens, as they tend to fund 
operations with higher cost shorter maturity debt. Additionally, inflation being 
elevated relative to the past decade (somewhere between 2% and 2.5%), will 
help drive value companies’ revenue growth, in our view.  

Adam Grossman: 
That all makes sense. I know you cover the traditional cyclical sectors 
(Energy, Materials, and Industrials). From a selection standpoint what 
are you seeing in these sectors?  
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SUMMARY 

• We favor US Energy stocks 
within traditional value sectors. 

• We are waiting for a stronger 
catalyst to unlock value in 
smaller banks. 

• We prefer US Value themes to 
international ones. 
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Dan Zolet: 
Across these three sectors we expect what I have just said to play out; We expect revenue to be driven by inflation and the 
reduction of the interest burden to fall. However, our biggest overweight relative to our benchmarks in this space is energy 
due to some more sector-specific reasons. 

First, we estimate break-evens in the US energy patch to be around $60 per barrel. This is below our expected range for oil 
prices in 2025 (rangebound between $70 and $80), meaning there is room for US energy companies to generate cashflows. 
These can be passed on to shareholders or reinvested into the business. 

One final note is how the incoming presidency will affect the US energy market. We believe that this administration’s 
emphasis on US oil production could provide more supply to the market. However, we also believe that there will be 
deregulation in the space. Overall, these two factors should offset when it comes to energy companies’ bottom lines, though 
we will keep an eye on them. 

Adam Grossman: 
Great stuff, Dan! Kaetlin, as our Financials portfolio manager, you also cover value equities. How does this ‘value 
rotation’ affect banks? Will larger banks be affected differently than regional banks? 

Kaetlin Collins: 
That’s a good question, Adam! I think the big link to what Dan mentioned and the financial sector is the ‘yield curve’ (the 
difference in yield between short-term interest rates and longer-term ones). Elaborating on Dan’s comments earlier, we 
expect the Fed to continue to cut short rates, while longer rates stay relatively more stable. The net effect of that would be a 
steeper yield curve. This is important because traditional banking generates profits through this differential of short and long 
rates, with steeper yield curves generally being more profitable for banks. 

Your question about large versus small banks is also a really important one, and one I’ve spent a lot of time thinking about. 
Over the past several quarters, large banks have been able to sustain earnings without a steep yield curve through other 
income streams, such as trading and mergers & acquisitions advisory (M&A). Small, more regional banks have not had this 
luxury and have seen their stock prices suffer as a result. Because of this dynamic, it would make sense that the yield curve 
steepening would provide regional banks with more of a tailwind than larger banks. However, it may take more steepening to 
unlock the value in small banks, so we expect to be more selective as to when to enter this space. 

Dan Zolet: 
Not to turn the tables on you, but we’ve covered a lot of our thoughts on value in the US…but a large value asset 
class is international. What are our current thoughts in that space? 

Adam Grossman: 
Ah, well played! So, all things being equal, international markets should also outperform in a ‘value rotation’ market. Of course, 
like most things in life, all things are not equal here, in our view. 

For starters, international economic growth has been weaker, and inflation stickier than in the US. While we aren’t ready to hit 
the ‘Stagflation’ button yet, things are certainly not rosy abroad. From this weaker position, it seems likely that tariffs will be 
placed on a lot of international markets by the incoming administration, creating an even weaker position. All that being said, 
when we do invest internationally, we do prefer more value-oriented segments, such as European banks and Japan. 

However, we still prefer to gain most of our value exposure from our US equity selection. As Dan mentioned, we are 
overweight US energy. Going back to Kaetlin’s comments, in our longer horizon portfolios, we have dedicated positions to 
small- and mid-cap companies as well.  

Thanks for taking the time to chat, Dan and Kaetlin! This was a helpful discussion! 
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Risk Discussion: All investments in securities, including the strategies discussed above, include a risk of loss of principal 
(invested amount) and any profits that have not been realized. Markets fluctuate substantially over time, and have experienced 
increased volatility in recent years due to global and domestic economic events. Performance of any investment is not 
guaranteed. In a rising interest rate environment, the value of fixed-income securities generally declines. Diversification does 
not guarantee a profit or protect against a loss. Investments in international and emerging markets securities include exposure 
to risks such as currency fluctuations, foreign taxes and regulations, and the potential for illiquid markets and political 
instability. Please see the end of this publication for more disclosures. 

 
Important Disclosure Information  

The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Opinions expressed are current as of the date 
shown and are subject to change. Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

Information or data shown or used in this material was received from sources believed to be reliable, but accuracy is not guaranteed.  

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision. This report does not take into 
account the specific investment objectives, financial situation or need of any particular client and may not be suitable for all types of investors. Recipients should 
consider the contents of this report as a single factor in making an investment decision. Additional fundamental and other analyses would be required to make an 
investment decision about any individual security identified in this report.   

Chartered Financial Analyst is a professional designation given by the CFA Institute (formerly AIMR) that measures the competence and integrity of financial 
analysts. Candidates are required to pass three levels of exams covering areas such as accounting, economics, ethics, money management and security analysis. 
Four years of investment/financial career experience are required before one can become a CFA charterholder. Enrollees in the program must hold a bachelor’s 
degree. 

All charts shown for illustrative purposes only. Technical analysis is based on the study of historical price movements and past trend patterns. There are no 
assurances that movements or trends can or will be duplicated in the future. 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if it goes 
bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero). Bonds represent a loan made by an investor to a 
corporation or government. As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their original investment back at 
the end of that time period, along with the interest earned. Investment risk is repayment of the principal (amount invested). In the event of a bankruptcy or other 
corporate disruption, bonds are senior to stocks. Investors should be aware of these differences prior to investing. 

In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa). This 
effect is usually more pronounced for longer-term securities). Fixed income securities also carry inflation risk, liquidity risk, call risk and credit and default risks 
for both issuers and counterparties. Lower-quality fixed income securities involve greater risk of default or price changes due to potential changes in the credit 
quality of the issuer. Foreign investments involve greater risks than U.S. investments, and can decline significantly in response to adverse issuer, political, 
regulatory, market, and economic risks. Any fixed-income security sold or redeemed prior to maturity may be subject to loss. 

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those markets and their 
issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks and emerging markets risks as described 
further below. 

Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s investments. Such currency 
movements may occur separately from, and/or in response to, events that do not otherwise affect the value of the security in the issuer’s home country. Also, the 
value of the portfolio may be influenced by currency exchange control regulations. The currencies of emerging market countries may experience significant 
declines against the U.S. dollar, and devaluation may occur subsequent to investments in these currencies by the portfolio. 

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are considered speculative and 
subject to heightened risks in addition to the general risks of investing in non-U.S. securities. Also, inflation and rapid fluctuations in inflation rates have had, and 
may continue to have, negative effects on the economies and securities markets of certain emerging market countries. 

Index Definitions: 

In a rising interest rate environment, the value of fixed-income securities generally declines. 

Dividends are not guaranteed and are subject to change or elimination. 
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Definitions: 

Technology and internet-related stocks, especially of smaller, less-seasoned companies, tend to be more volatile than the overall market. 

Inflation is a gradual loss of purchasing power, reflected in a broad rise in prices for goods and services over time. 

‘Stagflation’ is characterized by slow economic growth and relatively high unemployment — or economic stagnation — which is at the same time accompanied by 
rising prices (i.e. inflation). 

US Equities include stocks listed in the United States. Stocks represent partial ownership of a corporation. If the corporation does well, its value can increase, and 
investors can share in the appreciation. However, if it goes bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can 
go to zero). Small/mid-cap equities, MLPs, REITS and alternatives equities are types of US Equities and assume further risks described below. 

US small and mid cap equities include equities of companies with a market capitalization below $10 billion. Small-, mid- and micro-cap companies may be hindered 
as a result of limited resources or less diverse products or services and have therefore historically been more volatile than the stocks of larger, more established 
companies. 

The yield curve is a line that plots yields (interest rates) of bonds having equal credit quality but differing maturity dates. The slope of the yield curve gives an idea 
of future interest rate changes and economic activity. 

When referring to being “overweight” or “underweight” relative to a market or asset class, RiverFront is referring to our current portfolios’ weightings compared to 
the composite benchmarks for each portfolio. Asset class weighting discussion refers to our Advantage portfolios. 

RiverFront Investment Group, LLC (“RiverFront”), is a registered investment adviser with the Securities and Exchange Commission. Registration as an investment 
adviser does not imply any level of skill or expertise. Any discussion of specific securities is provided for informational purposes only and should not be deemed as 
investment advice or a recommendation to buy or sell any individual security mentioned. RiverFront is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), 
member FINRA/SIPC, from its minority ownership interest in RiverFront. RiverFront is owned primarily by its employees through RiverFront Investment Holding 
Group, LLC, the holding company for RiverFront. Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an 
indirect owner of RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated, a registered broker/dealer and investment adviser.   

To review other risks and more information about RiverFront, please visit the website at riverfrontig.com and the Form ADV, Part 2A. Copyright ©2024 RiverFront 
Investment Group. All Rights Reserved. ID 4049143
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