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ARTICLE

False Choices, Real Costs:
Structural Flaws in the Growth-
Value Duality

July 2025

This article is a companion to the longer article Fundamental Growth on SSRN.

“Every search for a hero must begin with something that every hero requires—a
villain"—so says the tragic character Dr. Nekhorvich in the movie Mission: Impossible
Il. The line is one of the most memorable in the film because it reflects an all-too-
human tendency to see the world as a duality. Where there are heroes, there must be
villains. Where there is light, there must be darkness.

It's even true in modern finance.

A predominant duality of the investment world defines “value” and “growth” as
opposites. Today's value and growth “style box” indexes, such as those provided by
Russell, MSCI, and S&P, constrain themselves to this duality. The system imposes a
zero-sum logic: for a stock to be value, it must not be growth, and vice versa. We
question whether this dichotomy—where fast-growing companies must have
expensive stocks and slow-growing companies must have cheap stocks—is a
requirement or a costly false choice.

Standard value and growth style indexes categorize stocks based on a composite
signal that combines valuation (cheap vs. expensive) and growth (fast vs. slow)
metrics. Based on the strength of this signal, stocks end up in the value index, the
growth index, or partially included in both boxes. This methodology allocates cheap
stocks of slow-growing (or shrinking) companies to the value index and allocates
expensive stocks of fast-growing companies to the growth index. Cheap fast-
growing stocks and expensive slow-growing stocks may be allocated to both, with
their market cap allocated partially to each.

In our recent article “Must Value Be Anti-Growth?" we show that constructing a
value index to be agnostic to growth (rather than targeting low growth) results in a
strategy—the RAFI™ Fundamental Index—that we believe offers superior structural
returns relative to standard value indexes while retaining value characteristics. But
what about the other side of this duality? Just as value need not be anti-growth,
growth need not be anti-value. If we can build a value index without an anti-growth

bias, can we build a growth index without an anti-value bias?
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Key Points

The predominant methodology of style-box
indexes creates a false duality in which growth
and value are opposing ends of a single
spectrum.

This conventional wisdom forces an anti-growth
bias into value indexes and an anti-value bias
into growth indexes, at significant cost to
investors.

We propose an alternative that defines growth
based on fast business growth regardless of
valuation ratios and defines value as cheap
regardless of growth rates.

Just as the RAFI™ Fundamental Index reframed
value by stripping out its anti-growth bias, we
propose that growth indexes be decoupled from
the flawed presumption that high valuation
defines growth.

10f10

© 2025 Research Affiliates, LLC. All rights reserved. Duplication or dissemination prohibited without prior written permission. Generated on 07/22/25. yesea r‘chaffi“ates_com


https://www.researchaffiliates.com/
https://www.researchaffiliates.com/
https://www.researchaffiliates.com/content/ra/about-us/our-team/que-nguyen.html
https://www.researchaffiliates.com/content/ra/about-us/our-team/omid-shakernia.html
mailto:author@rallc.com?subject=
https://www.researchaffiliates.com/content/ra/publications/articles/1091-false-choices-real-costs-structural-flaws-in-the-growth-value-duality.html?wcmmode=disabled
https://www.researchaffiliates.com/content/ra/publications/articles/1091-false-choices-real-costs-structural-flaws-in-the-growth-value-duality.html?wcmmode=disabled
https://www.researchaffiliates.com/content/ra/publications/articles/1091-false-choices-real-costs-structural-flaws-in-the-growth-value-duality.html?wcmmode=disabled
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=5342700
https://www.researchaffiliates.com/publications/articles/1088-must-value-be-anti-growth

research
affiliates

“Just as value need not be anti-growth, growth need not be anti-value. If we can build a
value index without an anti-growth bias, can we build a growth index without an anti-
value bias?”

Genesis of the Growth/Value Binary Choice

The growth and value indexes launched by Russell in 1987 are the earliest and best-known style-box indexes. Following widespread
practitioner use of the book-to-price valuation ratio (B/P) and influential research (such as Rosenberg, Reid, and Lanstein 1985),
Russell used B/P to divide the market in half. The resulting indexes were originally intended for benchmarking active managers who
specialized in growth or value investing and not explicitly designed as investment vehicles.

Russell evolved their style box methodology over time. Initially, the growth and value portfolios representing each style were mutually
exclusive. In the early 1990s, Russell supplemented B/P with five-year historical sales growth and IBES two-year forecasted earnings
growth and combined these into a composite signal to distinguish value and growth. In another refinement, Russell introduced an
overlapping region of the market for stocks with weak composite signals. This region includes expensive stocks of slow-growing (or
shrinking) companies and cheap stocks of fast-growing companies, with their market capitalizations assigned partially to growth and
partially to value index.

Since the beginning, a key feature of these original style indexes has been the completeness property. The two style indexes must cover
the entire market so that an equal allocation to the two matches the overall cap-weighted market index. The completeness property
requires that growth and value styles be opposing ends of a single spectrum. This forces an anti-growth bias for the value index and an
anti-value bias for the growth index, which imposes a significant cost on investors, as we illustrate later.

FTSE, MSCI, and S&P introduced their style indexes over time. While there are some variations among these indexes, such as the
specific valuation ratios and growth metrics used, they remain largely consistent in their basic methodology. Like Russell, each style
index series classifies stocks based on a blend of valuation and growth metrics. Also like Russell, these indexes are constrained to the
completeness property.

In addition, both Russell and S&P have launched “pure” style indexes, which have no overlap in their holdings and don't conform to the
completeness property. The Russell Pure Style Indexes continue to classify stocks using a composite signal that blends value and
growth measures, thus preserving the anti-value bias for growth and vice versa for value. In contrast, S&P Pure Style Indexes use only
growth signals for the growth index and value signals for the value index. But the requirement of no overlap means that cheaply priced
fast-growing stocks are excluded from appearing in both indexes. This omission is costly—because cheap fast-growing stocks are
exactly the kind that both value and growth investors want most!

Disentangling Growth and Value Characteristics

Following influential work by Rosenberg, Reid, and Lanstein (1985) as well as Fama and French (1993), B/P became the dominant
valuation metric across both academia and industry.2 Today's index providers have evolved their valuation metrics to include a broader
array of ratios, such as price to earnings, cash flow, dividends, and sales. Likewise, growth metrics used by index providers today are
multidimensional, ranging from sales growth to price momentum. Our discussion focuses on B/P and sales growth for the sake of
simplicity.

Exhibit 1 illustrates the shift from earlier growth/value classifications to today's growth/value classification (which dominates current
style boxes) to our proposed framework for disentangling growth and value characteristics.
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In the earliest index formulations (Panels A and B), growth meant expensive and value meant cheap, typically based on B/P. Stocks
were put into three buckets: growth, value, and overlap stocks with a bit of both. The market capitalization of the overlap stocks was

allocated partly to the growth portfolio and partly to the value portfolio. This structure ensured the completeness property, and equal
allocations to growth and value indexes replicated the full market.

As shown in Panel C, today's standard—true for Russell, MSCI, S&P, and FTSE—Ilooks for some combination of fast growth and high
valuation multiples to populate the growth universe and some blend of slow growth and cheap valuation multiples to define value. The
duality is preserved—stocks must be growth, or value, or a blend.

We argue that this duality is unnecessary and, as we will soon see, harmful to investors in products that track style indexes. Our

proposed approach defines growth as fast growing regardless of valuation ratios and defines value as cheap regardless of growth rates.
After all, who wants to buy a stock that is expensive and offers lousy growth prospects?

Exhibit 1. Evolution of Growth/Value Classification

Panel A. Classic Fama-French Growth/Value Panel B. Early Russell Growth/Value
Sort by Cheapness. Value = top 30% (orange). Sort by Cheapness. Value = top half (orange).
Growth = bottom 30% (blue) Growth = bottom half (blue). Crossover in the middle (grey).

Excluded = middle 40% (white). Nothing excluded.
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Adapted from the more detailed version in Fundamental Growth. afriliates

“Our proposed approach defines growth as fast growing regardless of valuation ratios and
defines value as cheap regardless of growth rates. After all, who wants to buy a stock that
is expensive and offers lousy growth prospects?””
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Measuring the Performance Penalty

Index providers’ insistence on style duality has a cost. It forces investors holding style index products to own stocks of expensive,
slow-growing companies. Disentangling growth from value isn't just cleaner. It's smarter.

To illustrate, we conducted a backtest of four mutually exclusive portfolios represented by the blue, grey, orange, and white areas in
Panel D of Exhibit 1. In March of each year from 1969 through 2024, US stocks are sorted into these four portfolios, using B/P to
measure valuation and five-year sales-per-share growth to measure growth. Stocks were assigned according to whether each signal
was above or below the cross-sectional median, and the portfolios were market-cap weighted.3

We also backtest broad-market and standard growth/value style portfolios as reference benchmarks. The broad-market benchmark
includes the top 1,000 US companies by market capitalization (CW 1000) and is rebalanced annually. The style benchmarks (CW
Growth and CW Value) decompose the CW 1000 following a simplified Russell style methodology, assigning stocks based on a
composite score of the same signals used in our quadrant portfolios: B/P and five-year sales-per-share growth.2

Table 1 summarizes the average performance of the benchmarks and the four growth/value quadrant portfolios. Over this period, the
portfolios shaded blue, grey, and orange delivered Sharpe ratios roughly in line with that of the broad market. In sharp contrast, the
Slow & Expensive portfolio posted meaningfully weaker results, underperforming the market by 1.8% per year (over a 55-year span!),
with a Sharpe ratio substantially below that of the market and the other portfolios.

Table 1. Performance of Growth-Value Quadrant Portfolios
(March 1969 - December 2024)

Mar. 1969 - Dec. 2024 Return Volatility Sharpe Ratio

CW 1000 10.6% 15.6% 0.39

CW Growth 10.7% 17.5% 0.35

CW Value 10.1% 15.1% 0.37

Fast & Cheap 11.5% 16.7% 0.41

Fast & Expensive 1.4% 17.5% 0.39

Slow & Cheap 10.8% 15.8% 0.39

Slow & Expensive 8.8% 15.1% 0.28
ource: Research Affiliates, based on data from ompustat. Performance shown is simulated performance and is nof research
zased os any \nCe/:Yn'l\ert\t pr?)du?t ava?latblg to in(\:/iiro/ri. Pazt swtmturatefd performahnce is not \nc‘ﬂialtjivpe off future resulcis, ' ﬁ affiliates

Exhibit 2 presents the time series of relative wealth of these portfolios versus the broad cap-weighted market. The evolution of each
portfolio's relative wealth gives us a dynamic view of performance differentials across decades. Because the chart represents relative
wealth, rather than total wealth, the horizontal axis crossing at 1.0 represents the market portfolio over time. Levels above the
horizontal axis represent outperformance, whereas those below the horizontal axis represent underperformance.
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Exhibit 2. Relative Wealth of Growth/Value Quadrant Portfolios vs. the Broad Market
(March 1969 - December 2024)

2.50

0.40
1969 1974 1979 1984 1989 1994 1999 2004 2009 2014 2019 2024
Fast & Cheap Slow & Cheap ===CW Growth
——Fast & Expensive Slow & Expensive - =CW Value
Source: Research Affiliates, based on data from CRSP/Compustat. Performance shown is simulated performance and is not d rer?_tle_arch‘
based on any investment product available to investors. Past simulated performance is not indicative of future results. affiliates

The Fast & Cheap, Slow & Cheap, and Fast & Expensive portfolios wind up with vaguely similar results over the 55 years but with very
different trajectories. Portfolios composed of fast-growing firms significantly outperform the market over the full period, irrespective of
valuation. Likewise, the portfolios of cheap firms (irrespective of growth) also outperform over the full period.

Note that both the Fast & Cheap and Slow & Cheap portfolios track with CW Value but outperform it. The Fast & Expensive portfolio
tracks with CW Growth but delivers meaningfully stronger returns. Interestingly, the Fast & Cheap portfolio tracks with value, not
growth. This likely reflects the cap-weighted nature of style indexes—growth indexes are dominated by stocks of large, expensive, fast-
growing companies, not by fast-growing bargains or by expensive companies with weak growth.

The best-performing quadrant portfolio over this historical period has been the Fast & Cheap portfolio, which is composed of fast-
growing companies available at attractive valuations. As noted above, a significant number of these companies would be omitted from
the S&P Pure Style Indexes. Even in disentangling growth and value metrics, these indexes rob investors of exposure to one of the
most attractive areas of the market.

In the most recent 15-year period, the Fast & Expensive portfolio has consistently outperformed, reflecting the dominance of platform
tech companies, such as the Magnificent 7. Of the four quadrant portfolios, Slow & Expensive is conspicuous for consistently lagging

the others across the entire history. In the current construction of value and growth indexes, this segment is vulnerable to
misclassification as growth. After all, these stocks are expensive!

Rethinking Growth and Value

Just as the RAFI Fundamental Index reframed value by stripping out its anti-growth bias, we develop a parallel reframing of growth,
untangling it from the flawed presumption that high valuation defines growth. Growth should be identified based on business
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fundamentals (i.e., how fast a company is growing), not how richly its stock is priced. Why would value or growth investors want
companies that are both expensive and growing slowly?

“Just as the RAFI Fundamental Index reframed value by stripping out its anti-growth
bias, we develop a parallel reframing of growth, untangling it from the flawed presumption
that high valuation defines growth.”

Our empirical findings show the cost of mixing valuation with growth. Over more than fifty years, expensive slow-growing stocks
underperformed the market by nearly 2% each year, with a much lower Sharpe ratio. This underperformance is more than just a flaw
within today's style boxes. It's a structural cost placed on the hundreds of billions of dollars invested in products that track style
indexes (based on the assets under management reported by firms managing style ETFs).

Value and growth are not mutually exclusive. Growth need not be expensive. Value need not be slow. And style need not be
constrained by completeness.

As an industry, we should do better.
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End Notes

1. In the Appendix, we include links to resources with additional details on the construction methodologies and history of major
growth and value style indexes.

2. Recently, researchers have examined how antiquated and flawed book value is as a measure of almost anything. Lev and Srivastava
(2019); Amenc, Goltz, and Luyten (2020); Arnott et al. (2021); Dugar and Pozharny (2021); and Eisfeldt et al. (2022) show that
traditional measures, such as book value, poorly capture intangibles, including the contributions from innovation, brand equity, and
intellectual property.

3. In our article “Fundamental Growth,” we embrace a multidimensional view of growth and value. This simpler form is for illustrative
purposes.

4. From 1987 to 2024, our simulated CW 1000, CW Value, and CW Growth portfolios closely track the performance of their

respective Russell counterparts. The average monthly absolute return deviation was just 0.1% for the CW 1000 and 0.4% for the
style indexes, with R? values exceeding 98.5%.
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Appendix: Key References on Style Methodologies

For more detail on the history and evolution of growth and value style indexes, see the following:

FTSE Russell, “Four Decades of Russell US Indexes Reconstitution” (May 2024).

FTSE Russell, “Russell Growth and Value Indexes: The Enduring Utility of Style” (January 2021).

FTSE Russell, “Russell Pure Style Indexes” (2016).

FTSE Russell, “Global Style Index Series Methodology,” (July 2024).

MSCI, “MSCI Global Investable Market Value and Growth Index Methodology” (September 2017).

S&P Dow Jones Indices, “US Style Indices Methodology” (June 2025).

S&P Dow Jones Indices, "Distinguishing Style from Pure Style” (January 2019).
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The material contained in this document is for informational purposes only. It is not intended as an offer or a solicitation for the purchase and/or sale of any security, derivative,
commodity, or financial instrument, nor is it advice or a recommendation to enter into any transaction. Research results relate only to a hypothetical model of past performance (i.e.,
a simulation) and not to actual results or historical data of any asset management product. Hypothetical investor accounts depicted are not representative of actual client accounts.
No allowance has been made for trading costs or management fees, which would reduce investment performance. Actual investment results will differ. Simulated data may have
under- or over- compensated for the impact, if any, of certain market factors. Simulated returns may not reflect the impact that material economic and market factors might have
had on the advisor's decision-making if the advisor were actually managing clients’ money. Simulated data is subject to the fact that it is designed with the benefit of hindsight.
Simulated returns carry the risk that actual performance is not as depicted due to inaccurate predictive modeling. Simulated returns cannot predict how an investment strategy will
perform in the future. Simulated returns should not be considered indicative of the skill of the advisor. Investors may experience loss of all or some of their investment. Index returns
represent back tested performance based on rules used in the creation of the index, are not a guarantee of future performance, and are not indicative of any specific investment.
Indexes are not managed investment products and cannot be invested in directly. This material is based on information that is considered to be reliable, but Research Affiliates, LLC
(“RA") and its related entities (collectively “Research Affiliates”) make this information available on an “as is” basis without a duty to update, make warranties, express or implied,
regarding the accuracy of the information contained herein. Research Affiliates is not responsible for any errors or omissions or for results obtained from the use of this information.

Nothing contained in this material is intended to constitute legal, tax, securities, financial or investment advice, nor an opinion regarding the appropriateness of any investment. The
information contained in this material should not be acted upon without obtaining advice from a registered professional. RA is an investment adviser registered under the Investment
Advisers Act of 1940 with the U.S. Securities and Exchange Commission (SEC). Our registration as an investment adviser does not imply a certain level of skill or training. RA is not a
broker-dealer and does not effect transactions in securities.

Investors should be aware of the risks associated with data sources and quantitative processes used to create the content contained herein or the investment management process.
Errors may exist in data acquired from third party vendors, the construction or coding of indices or model portfolios, and the construction of the spreadsheets, results or information
provided. Research Affiliates takes reasonable steps to eliminate or mitigate errors and to identify data and process errors, so as to minimize the potential impact of such errors;
however, Research Affiliates cannot guarantee that such errors will not occur. Use of this material is conditioned upon, and evidence of, the user's full release of Research Affiliates
from any liability or responsibility for any damages that may result from any errors herein.

The trademarks Fundamental Index™, RAFI™, Research Affiliates Equity™, RAE™, and the Research Affiliates™ trademark and corporate name and all related logos are the
exclusive intellectual property of RA and in some cases are registered trademarks in the U.S. and other countries. Various features of the Fundamental Index methodology, including
an accounting data-based non-capitalization data processing system and method for creating and weighting an index of securities, are protected by various patents of RA. (See
applicable US Patents, Patent Publications and protected trademarks located at https.//www.researchaffiliates.com/legal/disclosures#patent-trademarks-and-copyrights, which
are fully incorporated herein.) Any use of these trademarks, logos, or patented methodologies without the prior written permission of RA is expressly prohibited. RA reserves the right
to take any and all necessary action to preserve all of its rights, title, and interest in and to these marks and patents.

The views and opinions expressed are those of the author and not necessarily those of RA. The opinions are subject to change without notice.
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