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This thesis examines the risk-adjusted performance of value- and growth investing in the
European market using MSCI indices. The primary objectives of this study are to
determine which strategy performed better on a risk-adjusted basis and whether either
strategy generated excess returns compared to market exposure.

The performance comparison of the two strategies was done using Sharpe ratio and
Treynor ratio, and the achievement of excess returns was determined using Jensen’s alpha.
The study covers the period from 31.1.2015 to 31.1.2025, with monthly index closing
values used in the analysis.

The results indicate that growth investing outperformed value investing on a risk-adjusted
basis and generated positive excess returns over the sample period. In contrast, value
investing produced negative annual excess returns during the same timeframe.
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Tédma tutkielma tarkastelee arvo- ja kasvusijoittamisen riskikorjattua suoriutumista
Euroopan markkinoilla MSCI indeksejd hyodyntiden. Tutkimuksen keskeisiné tavoitteina
on selvittdd, kumpi strategia on suoriutunut paremmin riskikorjatusti sekd onko
jompikumpi strategia tuottanut ylituottoa suhteessa markkinariskiin.

Strategioiden vilistd suorituskykya verrattiin Sharpen ja Treynorin tunnuslukujen avulla, ja
ylituottojen syntymisté arvioitiin Jensenin alfan avulla. Tutkimus kattaa ajanjakson
31.1.2015-31.1.2025, ja analyysissa kéytettiin kuukausittaisia indeksien
paétoskurssiarvoja.

Tulokset osoittavat, ettd kasvusijoittaminen suoriutui riskikorjatusti arvosijoittamista
paremmin ja tuotti positiivisia ylituottoja tarkastelujakson aikana. Sen sijaan
arvosijoittaminen tuotti samalla ajanjaksolla negatiivisia vuotuisia ylituottoja.
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1 Introduction

Knowing which investment strategies are more likely to generate superior returns is
important for investors aiming to optimize their portfolios and manage risk effectively. In
recent years, the number of investors in Europe has increased. According to Blackrock the
number of new investors in Europe grew by 11 % from 2022 to 2024. (Blackrock 2024)
European households also tend to favour investing in familiar companies in terms of
language and distance. (Lambert et al. 2024) Despite the home bias and growth in
popularity, recent studies focusing on the performance of different investment strategies on
the European market are scarce compared to the extensive amount of global research. This
lack of recent knowledge on the performance of different investment strategies in Europe
may lead to investors making inferior investments in terms of both returns and risk. To
address this issue, this thesis focuses on increasing knowledge about investment strategy
performance in Europe by comparing two popular investment strategies, often considered

to be opposites, value investing and growth investing. (Vipond 2025)

Previous comparisons of value and growth investing have produced mixed outcomes, with
different markets and time periods yielding conflicting conclusions. Some studies have
documented periods in which value strategy outperformed, while others have found growth
strategy leading. Much of the existing evidence is based on global or single-country
analyses, and recent studies focusing specifically on the European market remain limited.
This lack of contemporary, Europe-specific findings underscores the need to revisit the
comparison between value and growth investing using up-to-date data and a consistent
methodological framework. (Fama & French 1998; Monge et al. 2023; Hiromichi & Chen
2021)

This thesis compares the performance of MSCI Europe Value Net Index to MSCI Europe
Growth Net Index and uses the MSCI Europe Net Index as a benchmark to determine



whether these investment strategies managed to outperform the market portfolio. The
methods used for the comparison are Sharpe ratio, Treynor ratio and Jensen’s alpha. The

timeframe of the comparison is 31.1.2015-31.1.2025.

What are value investing and growth investing? A simple definition is that a value investor
seeks to buy undervalued stocks, hoping the market will eventually recognize their true
worth, whereas a growth investor focuses less on price and more on rapid revenue or
earnings growth, believing this will ultimately drive the stock’s value higher. (Vipond
2025) Another way the two strategies can be defined is that a value investor targets stocks
with low multiples and a growth investor targets stocks with high multiples. (Patel 2018)
For this thesis the definitions MSCI uses in their indexes are used, as this thesis looks at
the performance of these strategies through those indexes. Further information about the

classification of value- and growth investing, as well as index formation is covered later in

the data section. (MSCI 2023)

1.1 Research question

The focus of this study is to compare the performance of value investing and growth
investing in the European market. Particularly, it focuses on answering the following

research questions:

1. Which of the two strategies fared better in terms of risk-adjusted returns?

2. Did value investing or growth investing produce excess returns in the European

market?

First of the research questions compares how efficiently each strategy compensates
investors for the risk taken. The study applies Sharpe- and Treynor ratio to evaluate the
risk- and systematic risk-adjusted performance of both strategies, providing a

comprehensive view of their relative effectiveness in the European context.
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Second research question examines whether either strategy consistently outperformed the
market after comparing to the expected return. It is addressed using Jensen’s alpha, which
measures the abnormal return of a portfolio relative to what would be expected based on its
market exposure. By calculating the alphas for both portfolios, the study identifies whether

a strategy generated superior excess returns.

1.2 Thesis structure

This study is arranged into sections to guide the reader through the thesis systematically.
Following this introduction, is a literature review and basic concepts -section where the
prior theoretical background necessary for understanding this study is covered. After that
comes an empirical review section, which covers prior research and earlier findings of
other studies on this subject. Then comes the data and methodology section which covers
data collection and processing and introduces the methods used to answer the research
questions. This thesis then follows to present and discuss the results in the Empirical
results section. Lastly, the conclusions section provides a summary of the findings of this

study.
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2 Literature review and basic concepts

This section covers the conceptual framework necessary for the understanding of this study
and provides an empirical review of the prior findings of the studies comparing value and

growth investing.

2.1 Conceptual framework

This subsection covers the conceptual framework for this study. First value investing and
growth investing is defined. The study then moves on to provide theoretical framework of
the efficient market hypothesis, modern portfolio theory and the capital asset pricing

model.

2.1.1 Value investing

Value investing is one of the earliest investment strategies in the world. It was born in the
1930s from the ideas of Benjamin Graham and John Burr Williams. At the core of value
investing is the idea that an investment has an intrinsic value independent of its market
price. A value investor seeks to exploit situations where the intrinsic value is not reflected

in the price. (Smith & Smith 2023, 17-18)

One of the more typical ways to define value stocks is that they are firms with low
valuation multiples relative to fundamentals, most commonly low price-to-book high
earnings-to-price or cash-flow-to-price ratios. Value stocks can also be stocks that have
fallen “out-of-favor”. (Fama & French 1998; Gagliolo & Cardullo 2020; Lakonishok et al.
1994)
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For this thesis value investing is defined using MSCI definitions of value characteristics.
Those are Book value to price ratio, 12-month forward earnings to price ratio and Dividend

yield. (MSCI 2023)

2.1.2  Growth investing

Growth investing is a strategy that focuses on companies that exhibit above average
growth. Often these companies are in industries or markets that are expanding rapidly. A
growth investor is concerned with things such as growth potential of the market and the
earnings growth and profitability of the investment. Where value investor was interested in
the intrinsic value, a growth investor is interested in the future potential. Because of that
future potential, a growth investor is willing to pay more than the intrinsic value. (Segal

2025)

Growth stocks are typically valued at high multiples such as high price to book and low
earnings to price ratios, reflecting the markets high expectations of future growth. (Fama &

French 1998; Gagliolo & Cardullo 2020)

This thesis defines growth investing using MSCI’s definitions. Those are Long-term
forward earnings per share (EPS) growth rate, Short-term forward EPS growth rate,
Current Internal Growth Rate, Long-term historical EPS growth trend and Long-term

historical sales per share growth trend. (MSCI 2023)

2.1.3 Efficient market hypothesis

Efficient market hypothesis (EMH) is one of the more well-known hypotheses in finance.
It was first introduced to the public by Eugene Fama in 1970. The hypothesis, which was

strongly supported by empirical evidence stated that security prices fully reflected all
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available information about the security, in other words a security is always priced fairly
based on the information available. A market that worked this way would be called
“efficient”. Since in an efficient market all available information is fully reflected in the
price of a security, finding under or overvalued stocks and profiting off that would be
impossible. A change in security prices would only happen when new information
becomes available, and that price would represent the fair value of the security. Eugene
Fama listed three sufficient conditions for market efficiency. First condition was that no
transaction costs exist in trading securities. Second one was that all information available
was available to all participants of the market for free. The third one was that all
participants agreed on the implications of the information for the current price and

distributions of future prices of each security. (Fama 1970)

Eugene Fama classified market efficiency into three categories: weak market efficiency,
semi-strong market efficiency and strong market efficiency. In weak market efficiency
security price reflects only the past price history. In semi-strong market efficiency security
prices reflect all obviously available information like annual reports. In strong market

efficiency price reflects all information, even that which is not public. (Fama 1970)

Going into the 21% century efficient market hypothesis has been challenged more and
more, with many economists believing in stock prices having some level of predictability
and some even making the claim that excess returns could be achieved through this
predictability. (Malkiel 2003) Criticism of the efficient market hypothesis extends beyond
even the question of predictability itself. One major argument is that the EMH is not a
falsifiable theory, since it is based on highly idealized assumptions such as perfect
competition, zero transaction costs, and freely available information. (Alajbeg et al. 2012)
These conditions are rarely met in actual financial markets, making empirical tests of
efficiency largely descriptive rather than conclusive. Another important critique concerns
the Grossman—Stiglitz paradox. It argues that perfectly efficient markets cannot exist
because if prices fully reflected all available information, investors who spent resources

obtaining the information would receive no compensation for it. (Grossman & Stiglitz

1980)
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EMH holds significance to this study as it lays out the theoretical foundation for analyzing
whether value and growth investing can systematically outperform the market. If markets
are truly efficient, any excess returns generated by value or growth strategies would be
purely random and unsustainable in the long run. However, persistent differences in returns
between value and growth portfolios could indicate that certain forms of market
inefficiency exist, or that investors are being compensated for bearing additional risk

factors not captured by traditional models.

2.1.4 Modern portfolio theory

Modern portfolio theory, developed by Harry Markowitz in 1952 introduced a framework
for investment portfolio selection, where portfolios are measured based on expected returns
and variance. Key contribution of the theory was that the expected return to risk ratio could

be improved through diversifying the portfolio. (Markowitz 1952)

The key mechanism behind effective diversification lies in correlation coefficients between
asset returns. Diversification becomes more effective as the correlations between assets
decrease, and diversifying the portfolio with assets that correlate fully provides no benefit
in terms of volatility. In the theory, volatility is measured by the standard deviation of
portfolio returns, and portfolios that offer the highest expected return for a given level of
risk form the efficient frontier. The efficient frontier represents the set of optimal portfolios
that maximize expected return for each risk level or minimize risk for a given expected

return. (Kniipfer & Puttonen 2018, 142)

Modern portfolio theory is relevant to this thesis because it established the theoretical
foundation for evaluating investment behavior through portfolio-level risk efficiency rather
than individual assets, a necessary perspective when comparing strategies like value and

growth. Its mean-variance logic enabled later financial models such as CAPM. The same
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idea of diversification also shaped financial innovation, particularly the development of

index funds as investable, pre-diversified market portfolios.

2.1.5 Capital asset pricing model

Capital asset pricing model (CAPM) is an essential theory in finance. It was developed by
William Sharpe and John Lintner. The model built upon the ideas of Harry Markowitz’s
modern portfolio theory. Where modern portfolio theory can be used to determine whether
an investment portfolio was risk efficient, capital asset pricing model can be used to find
the expected return of a single security or a portfolio. Modern portfolio theory showed that
investment risk could be reduced by diversifying, but all the risk cannot be eliminated. The
risk that can’t be diversified away is known as systematic risk, while the risk that can be
eliminated via diversification is known as unsystematic risk. CAPM focuses on the former.
It proposes that since a rational investor can eliminate unsystematic risk via diversification,
the only risk to be compensated for is systematic risk. CAPM uses beta coefficient as a
measure of systematic risk. The equation used for the calculation of the beta coefficient

can be seen below in equation 1. (Levy 2011, 118; Kniipfer & Puttonen 2018, 150)

B _ Oim
L O_mz
W here:

Bi = beta coef ficient of an asset i
Oim = covariance of an asset i and market portfoliom
0,2 = variance of market portfolio return
Equation 1. The beta coefficient.

In essence beta coefficient measures the sensitivity an asset has to changes in the market
portfolio. If beta coefficient of a security is 0.5 and the market portfolio goes up by 1 %,
the security goes up by 0.5 %. Beta coefficient connects to CAPM as can be seen below in
equation 2, which is the equation for defining the expected return. (Kniipfer & Puttonen

2018, 153)
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E(ry) =17 + Bi[E(rm) — 1¢]
Where:
E(r;) = the expected return on an asset i

e = risk- free rate of return

Bi = beta coef ficient of an asset i
E(r,) = expected return of the market

Equation 2. The Capital asset pricing model.

The model consists of two parts. First part is the risk-free rate of return, which is the return
that an investor can get without taking risk. Often, three-month treasury bill rates are used
as a proxy for this rate. (Hayes 2025) The second part consists of the markets risk premium
i.e. how much does the market reward investor for taking on more risk than the risk-free
rate of return and the beta coefficient of the asset, which determines the sensitivity the

asset has to changes in the market return.
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Figure 1. Security Market Line. (Lamro 2013)

Visualization of the CAPM equation forms a line. This line is known as the Security
Market Line (SML). On the y-axis is the expected return and on the x-axis is systematic
risk. The line starts from the y-axis on the point of the risk-free-rate of return. The SML
showcases how much an investor is rewarded for taking on systematic risk. Stocks below
the SML can be considered overvalued as they provide less expected return for the
systematic risk taken than CAPM warrants. Stocks over the line generate excess returns i.e.
provide more returns than CAPM warrants for the systematic risk taken, making them

undervalued.

The CAPM and the SML are important tools in finance as they determine the rate of return
an investor should achieve for the systematic risk taken. They are also crucial for this study
as this thesis uses Treynor ratio and Jensen’s alpha which are metrics based on CAPM and

the idea of systematic risk being rewarded.

2.2 Empirical review

This section covers prior research on the comparison of value and growth investing and
looks their findings. First an older global study is covered. The section then moves on to a
more recent study of the Italian market and an even more recent global study focusing on
value and growth investing in the context of the COVID-19 crisis. Lastly the implications

of the studies are discussed and the research gaps are presented.

2.2.1 Fama & French (1998)

Fama & French provide the seminal international test of value versus growth performance.

Using value-weighted portfolios for the United States and twelve markets between 1975-
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1995, formed on B/M, E/P, C/P and dividend yield, they document that value stocks earn
substantially higher average returns than growth stocks globally in the period and this
pattern is widespread: twelve out of thirteen major markets exhibit a positive value
premium for most valuation measures. The spread between global high and low B/M
portfolios is about 7.7 % per year and highly statistically significant. (Fama & French
1998)

For Europe specifically, major markets such as the UK, France, Germany, Switzerland and
others, value portfolios outperform growth portfolios in the period, suggesting that the
value premium found in the USA is part of a broader phenomenon rather than a local
anomaly. An important outlier is Italy, where growth stocks outperform value stocks over
the sample, showing that country-specific outliers exist in the global pattern. (Fama &

French 1998)

In the study Fama & French (1998) reject the CAPM as an explanator for the international
value premium. Differences in average returns between value and growth portfolios cannot
be captured by global market exposure alone. Instead, they show that a two-factor model
consisting of the global market plus a factor mimicking financial distress or relative value,
largely accounts for the value premium in both global and country portfolios. This is
interpreted as an indicator that value stocks are riskier along dimensions not captured by

the single-factor CAPM. (Fama & French 1998)

2.2.2  Gagliolo & Cardullo (2020)

Gagliolo & Cardullo (2020) look at the Italian stock market with a dataset from 2001-
2018, explicitly contrasting their results with the older study of Fama & French (1998).
Using firm-level data from Datastream and Borsa Italiana, value and growth stocks are
classified by price-to-book ratio. They assign the lowest 30 % of the sample as value
stocks and the upmost 30 % as growth stocks and redefine the portfolios this way every

three years. The portfolios are also split to small-cap and large-cap stocks to see whether
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the effects are the same on companies with a big and small market capitalization. (Gagliolo

& Cardullo 2020)

The study found that over the period, the Italian market exhibits a positive value premium
of around 7.4 % annually, but this premium is heavily inflated by the period of 2001-2006,
when the premium was over 20 %. After the 2008 financial crisis the premium seems to
diminish. They also find that the value premium is somewhat size-dependent. Among
small-cap stocks, value delivers a persistent and large excess return relative to growth
stocks. For large-caps, the value—growth performance gap is much less consistent. Risk
measures like standard deviation and performance in down markets do not systematically
support the hypothesis that higher returns to value stocks are compensation for higher risk,
especially among small-caps where value stocks are often less volatile than growth stocks.

(Gagliolo & Cardullo 2020)

The authors conclude that, at least for Italy and for small-cap stocks in particular, the value
premium is difficult to explain with standard risk measures and may reflect mispricing, for
example, investors overreaction to recent growth or pessimism towards distressed firms.

(Gagliolo & Cardullo 2020)

2.2.3 Monge et al. (2023)

Monge et al. (2023) focus on value and growth strategies around the COVID-19 crisis.
Using MSCI World Value and Growth indices from 2009-2022 at a daily frequency, they
apply autoregressive fractionally integrated moving average, fractionally cointegrated
vector autoregression and wavelet analysis to examine relationships and time—frequency

co-movements between the two strategies. (Monge et al. 2023)

The study revealed that the COVID-19 shock seemed to have trend changing effects on

both indices examined. For much of the sample, value returns appear more persistent. After
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the shock however growth index surpasses the value index and continues outperforming it,

while the value index seems to return back to the long-term average return. (Monge et al.
2023)

Although Monge et al. (2023) use global indices rather than purely European portfolios,
their findings are interesting in the context of this thesis. They showcase how major
macroeconomic shocks can flip the relative performance of value and growth, weakening

the historical value premium narrative.

2.2.4 Implications

Prior research on the performance of value and growth investing implies that there seems
to have existed a strong value premium across markets in the 1970s to 1990s, which has
either tapered down or become relevant only in small cap companies in the 215 century,

depending on the study.

When the value premium has been found, studies have offered different explanations for it.
Fama & French suggested the premium to be caused by the higher risk of value stocks not
captured by the CAPM, while Gagliolo & Cardullo argued the premium to be the cause of
mispricing. The mispricing theory is supported by the fact that the increased return of the
small-cap value stocks did not come with increased volatility, rather the volatility was
lower than that of the small-cap growth stocks. Recent study from Monge et al. (2023)
complicates the matter further, the surge of growth strategy performance after the COVID-
19 shock suggests that there is a large amount of time variation in the performance of these

strategies. (Fama & French 1998; Gagliolo & Cardullo 2020; Monge et al. 2023)
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2.2.5 Research gaps

Based on the reviewed academic literature, gaps remain regarding the comparison of value
and growth investing performance in Europe. Much of the established evidence comes
from global portfolio sorts conducted in earlier decades, or from more recent crisis-specific
studies that rely on global indices rather than European ones. There is limited knowledge
on whether value or growth investing has produced superior results in the more recent

years in Europe.

The construction of the style portfolios also reveals a gap. The prior studies found do not
use portfolios drawn from an identical underlying security universe, making market-
relative performance comparisons inherently noisy. This study looks at the performance of
value and growth investing from the perspective of a same parent index universe for both

of the strategies.



22

3 Data and methodology

The purpose of this thesis is to compare the performance of value and growth investing in
the European market over the period from January 2015 to January 2025. More
specifically, the study aims to answer which of the two strategies performed better in terms
of risk-adjusted returns and did either strategy generate excess returns relative to market

exposure during the study period.

To address these research questions, the study requires data that represents value and
growth investment strategies in a consistent and comparable manner. In addition, the data
needs to cover a sufficiently long-time horizon to capture different market regimes and
allow for the calculation of both total risk—adjusted and systematic risk—adjusted

performance measures.

3.1 Data

To meet these requirements, the study utilizes monthly return data from the MSCI Europe
Value Net Index and the MSCI Europe Growth Net Index as proxies for value and growth
investing. The MSCI Europe Net Index is used as a benchmark market portfolio. These
indices are suitable for the research setting because the value and growth indices are
derived from the same parent universe, ensuring that differences in performance are
attributable to style characteristics rather than underlying market composition differences.

Monthly index closing values from January 2015 to January 2025 are used in the analysis.

In addition, the methodology requires a proxy for the risk-free rate of return to compute
risk-adjusted performance measures. For this purpose, the three-month maturity AAA-

rated euro-area government bond spot rate is employed.
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3.1.1 Timeframe

The timeframe of this study is 31.1.2015 to 31.1.2025. This period was chosen for multiple
reasons. Firstly, a ten-year window provides a sufficient horizon to look at the performance
of the two strategies as it captures the whole economic cycle, including both growth and
decline periods. Capturing the whole economic cycle is important because factor returns
have been highly cyclical in the past. (Bender et al. 2013) A shorter timeframe could skew

the results in favor of either of the strategies.

Starting the sample in 2015 also ensures that the analysis is based on a mature international
financial reporting standards (IFRS) in Europe. Mandatory IFRS adoption has been shown
to improve financial reporting comparability across European countries, reducing
measurement error in accounting-based variables such as book-to-market ratios. (Yip &

Young 2012)

Lastly, the 2015-2025 timeframe captures two distinct regimes: the post-crisis low-interest-
rate environment including the COVID-19 downturn in 2020 and the subsequent monetary
tightening cycle starting in 2022. This makes the sample period both up to date and well
suited for examining the performance of value and growth strategies under different

conditions. (Li & Insana 2019; Adalid et al. 2023)

3.1.2 Indices

This thesis uses MSCI Europe Value Net Index and MSCI Europe Growth Net Index as
proxies for value and growth investing, and MSCI Europe Net Index as a proxy for the
market. A change in the index points of these indices is used to determine their
performance. The change in index points is calculated using the end-of-month closing

values from January 2015 through January 2025.
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These indices were chosen as they are the only available European value and growth
indices that also have a market portfolio index from which they are derived from. This
helps data gathering, as Refinitiv Workspace has monthly data readily available. It also
increases the reliability of the study as the market portfolio has largely the same companies
as the value and growth indices, which allows for more accurate comparisons with the

market.

A key observation about the three indices is that MSCI only includes 15 European
developed market countries in them. These countries are Austria, Belgium, Denmark,
Finland, France, Germany, Ireland, Italy, the Netherlands, Norway, Portugal, Spain,
Sweden, Switzerland and the UK. (MSCI 2025) As such the findings of the study are not

necessarily applicable to the whole of Europe.

3.1.3 Index construction

The construction of the MSCI value and MSCI growth index is based on a two-
dimensional, multi-factor style classification framework, where each security in the
underlying MSCI Europe universe is assigned both a value and a growth score. The goal of
this framework is to divide the parent index into two style indices each representing 50 %
of the free-float-adjusted market capitalization of the underlying universe, while allowing
individual securities to appear in both indices at fractional weights, meaning that a single
stock’s market capitalization can be split between the value and growth indices rather than

being fully assigned to only one. (MSCI 2023)

The methodology defines three value variables (Book-to-Price, Forward Earnings-to-Price,
and Dividend Yield) and five growth variables (long-term forward earnings per share
growth, short-term forward EPS growth, internal growth rate, long-term historical EPS
growth, and long-term historical sales growth). All variable values are winsorized at the
5th and 95th percentiles to reduce the impact of outliers before being standardized into z-

scores using free-float-weighted market means and standard deviations. For each security,



25

the three value z-scores are averaged to form a value score, while the five growth z-scores,
where long-term forward Earnings per share growth receives double weight, are averaged
to form a growth score. These two scores position each security in a two-dimensional style

space, enabling MSCI to classify securities as value, growth, both, or neither. (MSCI 2023)

Based on the style space position, each security is assigned two Style Inclusion Factors: the
Value Inclusion Factor (VIF) and the Growth Inclusion Factor (GIF). These factors
determine what proportion of a security’s market capitalization is included in each index.
Depending on the relative contribution of value and growth characteristics to the security’s
“distance from origin,” the VIF and GIF take one of five discrete values: 1, 0.65, 0.5, 0.35,
or 0. These discrete values correspond to predefined dominance intervals, where securities
with a clear style dominance of at least 80 % contribution are fully allocated to one index.
Securities with weaker or balanced style signals are assigned partial allocations of 65 %
and 35 % or 50 % and 50 % based on the relative strength of the value and growth
contributions. The sum of the VIF and GIF are always one. Securities with strong and
unambiguous style signals receive full allocation to one index, while ambiguous cases

receive partial allocations. (MSCI 2023)

The final index construction proceeds in three steps. First, securities are sorted by their
distance from the origin, those with stronger style characteristics being allocated first.
Second, buffer rules are applied to reduce unnecessary turnover: securities falling within a
central rectangular buffer region retain their previous style classification. Third, securities
are allocated to the value and growth indices until the cumulative free-float-adjusted
market capitalization of each index reaches the 50 % target. If the last security would push
an index beyond the target, MSCI may allocate the stock partially between the two indices.
(MSCI 2023)

The indices are maintained by semi-annual reviewing. During these reviews new value and
growth z-scores are calculated and the indices are reformed. There is also ongoing event

related maintenance done in case of mergers, acquisitions and such. (MSCI 2023)
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3.1.4 Risk-free rate of return

This thesis utilizes Sharpe ratio, Treynor ratio and the capital asset pricing model, which
require a risk-free rate component that mimics the rate of return achievable for an investor
without taking on any risk. For this purpose, a triple-A rated euro government’s three-
month bond’s yield curve spot rate was chosen. This rate is the pure interest rate of a zero-
coupon bond that matures in three months, issued by a euro government with the highest
possible credit rating. The rate was taken for the last day of every month from January

2015 to January 2025.

This rate was chosen as the risk-free rate because short-maturity government securities are
widely used as proxies for the risk-free rate, because they have little default and market
conditions risk. Van Binsbergen et al. (2022) document that government bonds earn a
persistent convenience yield of roughly 0,35 %-0,4 % compared to the true risk-free rate
across maturities. This premium is especially pronounced for maturities below three
months as they carry an even higher convenience yield due to their liquidity characteristics.
The three-month maturity is suitable because it avoids most of these distortions present in
shorter maturities. A three-month spot rate therefore balances theoretical accuracy and
practical data availability. Finally, Euro area alternatives such as the Euro Short-Term Rate
could not be used because the rate was introduced only in 2019 and a switch in the risk-
free rate proxy in the middle of the study period would have distorted the results.
Consequently, a three-month AAA government bond spot rate provides the most
consistent, observable, and justified proxy for the risk-free rate. (Hayes 2025; van

Binsbergen et al. 2022)
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3-month maturity AAA-rated euro government bond yield rate
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Figure 2. Three-month maturity AAA-rated euro government bond yield rate. (European

Central Bank 2025)

As figure 2 shows, the rate has been negative for a large part of the period. Average yield
rate for the whole timeframe was 0,26 % with the lowest rate in the study period being -

0,93 % and the highest rate being 3,82 %.

3.2 Methodology

The methodology of this study is designed to address the research questions concerning the
risk-adjusted performance of value and growth investing and the existence of excess

returns.

To evaluate risk-adjusted performance, this study applies the Sharpe ratio and the Treynor
ratio, which measure excess returns relative to total risk and systematic risk. Using both
measures allows for a comprehensive comparison, as the Sharpe ratio accounts for overall

return volatility, while the Treynor ratio isolates market-related risk.
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To examine whether value or growth investing produced excess returns in the European
market, Jensen’s alpha is used. Jensen’s alpha measures the difference between realized
returns and returns expected given the portfolio’s systematic risk. A positive alpha
indicates positive excess returns relative to market exposure, whereas a negative alpha

suggests underperformance.

Together, these methods allow for the assessment of both how efficiently value and growth
strategies compensate investors for risk, and whether either strategy delivered excess

returns in the period of the study.

3.2.1 Sharpe ratio

Sharpe ratio is used to determine the risk adjusted performance of an investment. Its first
form was introduced by William Sharpe in 1966 and revised by him again in 1994. The
ratio can be seen below in equation 3. (Sharpe 1966; Sharpe 1994)

(ri —17)

Sharpe ratio =
i

Where:
1; = the return of the portfolio i
17 = risk-free rate of return
o; = standard deviation of portfolio i

Equation 3. Sharpe ratio.

On the ratio, the risk-free rate of return is deducted from the return of the portfolio to
determine the premium of the portfolio. This premium is then divided by the portfolios
volatility i.e. standard deviation, which represents the risk of the portfolio. As can be seen
from the equation, higher standard deviation and risk-free rate of return lowers the Sharpe

ratio and a higher return of the portfolio raises it.
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A common rule of thumb for the Sharpe ratio is that a ratio below 1.0 is considered sub-
optimal and a ratio greater than 1.0 is considered acceptable to good. An assumption
Sharpe ratio makes is that asset returns are normally distributed. This is addressed in this

thesis by visually examining the return distributions for normality. (Maverick 2025)

Sharpe ratio was chosen as a method for this thesis as it not only accounts for the revenue
but also the volatility of the investment. It is therefore suitable for comparing the risk-
adjusted performance of value and growth strategies, where return levels alone could be

misleading due to differing volatility profiles.

3.2.2 Treynor ratio

Treynor ratio is another common tool used in finance for determining the risk adjusted
performance of an investment. It was named after Jack Treynor. Treynor ratio is like
Sharpe ratio in that the premium of the portfolio or an asset is divided by a risk factor. The
risk factor however is what separates the two. Instead of using standard deviation, Treynor
ratio utilizes the beta-coefficient to determine the market exposure or systematic risk of an
investment. The way to calculate the Treynor ratio can be seen below in equation 4.

(Sharpe 1966)

(ry —17)
Bi

Treynor ratio =

Where:

1; = the return of the portfolio i
17 = risk-free rate of return

Bi = beta- coef ficient of the portfolio i

Equation 4. Treynor ratio
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The reasoning for using the beta as the risk proxy follows the same line of thought as the
CAPM. In a well-diversified portfolio risk can be eliminated to the point that only

systematic risk stays, thus that is the risk that warrants compensation. (Kenton 2025)

Treynor ratio was chosen for this thesis as it provides a risk-adjusted performance metric
which isolates the market exposure of the investment via the beta-coefficient instead of

looking at the volatility as a whole using standard deviation.

3.2.3 Jensen’s Alpha

Jensen’s alpha, introduced by Michael Jensen in the 1960s Is a measure used to determine
the excess return of an investment. It is directly based on the CAPM and thus relies on its
validity. With Jensen’s alpha, one can determine whether an investment is over- or
underperforming based on the expected return of its market exposure. The formula for

Jensen’s alpha can be seen below in equation 5. (Jensen 1968)
a=1;—[rr+ Bi(rm — 11)]
Where:
a = Jensen's alpha
r; = return of the portfolio
e = the risk free rate of return
Bi = the beta coef ficient of the portfolio
T, = the return of the market portfolio

Equation 5. Jensen’s alpha.
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As can be seen from equation 5, Jensen’s alpha is calculated by deducting the expected
return of the CAPM formula from the return of the portfolio. A positive Jensen’s alpha
means that the portfolio is outperforming its market exposure based expected return.
Negative Jensen’s alpha means that the portfolio is underperforming based on the expected
return, ie. an investor is not being rewarded enough for systematic risk taken. Jensen’s
alpha of 0 implies realized returns align with CAPM-based expectations from market

exposure alone. (Jensen 1968)

Jensen’s alpha was chosen as a method to answer the second research question of the

study, as it identifies excess returns not explained by the systematic risk of the investment.
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4 Empirical results

4.1 Overview of raw index performance

This subsection gives an overview of the raw index performance. Below can be seen figure
3, which depicts non-risk-adjusted performance of value, growth and the market index

between 31.1.2015 to 31.1.2025.
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Figure 3. Index points of growth, value and market index 1.2015-1.2025. (Refinitiv
Workspace)

It can be seen from figure 3 that neither strategy has remained dominant for the whole
period. Value strategy performs better from January 2015 up until July 2019, when growth

strategy surpasses it and keeps performing better until the end of the timeframe.



33

In the whole ten-year timeframe, the value index grew by 167,2 %, going from 204,13
index points to 341,3. Growth index saw a 206,2 % growth, going from 169,63 to 349,77
index points. The market grew by 188,64 %, going from 189,65 to 357,75 index points. In
terms of raw performance, growth strategy saw the biggest growth in the timeframe,

followed by the market and lastly the value index.

4.2 Return distributions and normality

One of the assumptions Sharpe ratio makes is that returns are normally distributed.
(Maverick 2025) This thesis checks the normality visually, using histograms of the returns

of each index. Index return distributions can be seen below in figures 4, 5 and 6.

Europe index return distribution

45

40

35

30

4

o

5 25

@

-E 20

3

Z 15
10
5
0 I

A AN oy o ol Y ol ) Y ol

’,9.%" c;,‘,’%"’s o » " » Q‘O,‘o?’c’ %x»ﬁ W@.@" 0¥ Iﬁm&" ;*”"'@
oloy Al Al Al ] ' ] Al Oloy Ojor

3 3 > » » & © © e o

\"Q\- \,Xx \—q’ \:c) \‘1' \*0 \x’5 \xQ’ \,(‘%6 \)‘{Lg’

Return

Figure 4. Europe index return distribution.
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Value index return distribution
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Figure 5. Value index return distribution.
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Figure 6. Growth index return distribution.
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Figures 4, 5 and 6 show that the Europe index, Value index, and Growth index return
distributions all exhibit an approximately bell-shaped form with the highest observation
counts clustered around the central return bins, which aligns with the visual expectation of

near-normal behavior.

The Europe index distribution shows a clear single peak around the mid-range positive
returns with symmetric tapering toward both the negative and positive tails. This suggests
low skewness and a distribution close to Gaussian, although a few outliers appear in the

right tail, slightly disturbing ideal tail thinness.

The Growth index distribution also concentrates observations around the center and
declines fairly evenly in both directions. The left tail appears somewhat heavier than the
right, implying slight negative skew and excess kurtosis compared to a perfect normal

distribution, but still broadly consistent with a near-normal pattern.

The Value index distribution maintains a similar structure, with most observations around
slightly higher positive return bins. The tails are visibly heavier on both sides, particularly
the negative tail, indicating fat-tailed behavior and leptokurtosis, which is common in
equity factor portfolios. This means the distribution is less normal than the other two but

does not display severe multimodality or extreme asymmetry.

Overall, while none of the distributions are mathematically perfect Gaussians, all
distributions have a clear peak. Most returns are concentrated in the middle and decreasing
evenly on both sides. This supports the use of Sharpe ratio in the thesis, with the caveat
that growth and especially value returns display mild fat tails and minor skewness

consistent with real-market deviations from strict normality.
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4.3 Sharpe ratio results

Sharpe ratio calculations for this thesis were made by dividing the annualized monthly
average of the premium of the index (index return deducted by the risk-free rate of return)
with the annualized monthly volatility of the corresponding index. Results of the Sharpe

ratio calculations can be seen below in Table 1.

Table 1. The results of Sharpe ratio calculations for growth, value and market indices.

Growth Value Market
Sharpe ratio 0,43 0,23 0,32
Annualized premium 6,06 % 3,74 % 4,14 %
Annualized volatility 13,98 % 15,90 % 12,84 %

As can be seen from table 1, growth index had the best risk-adjusted return result with a
ratio of 0,43, an annualized average premium of 6,06 % and an annualized volatility of
13,98 %. Second best was the market index with a Sharpe ratio of 0,32, premium of 4,14 %
and an annualized volatility of 12,84 %. Last came the value index which had a ratio 0,23,
premium of 3,74 % and volatility of 15,90 %. All of the three Sharpe ratios of the indices

can be considered suboptimal if following the common rule of thumb. (Maverick 2025)

Taken together, these results indicate that growth investing delivered the most efficient
compensation for total risk among the examined strategies during the sample period.
Although all Sharpe ratios remain below a commonly cited benchmark for optimal
performance, the relative differences between the indices are meaningful. In the context of
the first research question, these findings suggest that growth investing outperformed value

investing in terms of risk-adjusted returns when total volatility is used as the risk measure.
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Sharpe ratios of Growth-, Value- and Market indices
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Figure 7. Sharpe ratios of Growth-, Value- and Market indices.

Growth

4.4 Treynor ratio results

Value

Market

Treynor ratio calculations were made by dividing the annualized monthly average of the

premium of the index (index return deducted by the risk-free rate of return) with the beta

coefficient of the correlating index. Results of the Treynor ratio calculations can be seen

below in Table 2.

Table 2. The results of Treynor ratio calculations for growth, value and market indices.

Growth Value Market
Treynor ratio 0,07 0,03 0,04
Annualized premium 6,06 % 3,74 % 4,14 %
Beta-coefficient 0,91 1,09 1,00

As table 2 shows, growth index had the strongest Treynor ratio of 0,07 with an annualized

premium of 6,06 % and a beta-coefficient of 0,91. The market index had a Treynor ratio

equal to its annualized risk premium. This is because it served as the benchmark portfolio
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used to estimate the beta coefficients of the growth and value indices. Value index had the
weakest systematic risk-adjusted performance with a Treynor ratio of 0,03, premium of

3,74 % and a beta coefficient of 1,09.

These findings imply that growth investing provided superior returns per unit of systematic
risk compared to both the value strategy and the market portfolio. The lower beta of the
growth index combined with a higher premium resulted in a stronger Treynor ratio,
indicating more efficient compensation for market risk. In relation to the first research
question, the Treynor ratio results reinforce the conclusion drawn from the Sharpe ratio

analysis: growth investing outperformed value investing on a risk-adjusted basis.

Treynor ratios of Growth-, Value- and Market indices
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Figure 8. Treynor ratios of Growth-, Value- and Market indices.

4.5 Jensen’s alpha results

The alpha was calculated by deducting the monthly expected return of the index given by
the CAPM, from the monthly change in index points to get the Jensen’s alpha for each
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month. For this monthly alpha, a mean was calculated, and this mean was then annualized.

Results of the Jensen’s alpha calculations can be seen below in Table 3.

Table 3. The results of Jensen’s alpha calculations for the growth and value index.

Growth Value
Jensen’s alpha 2,13 % -0,62 %
Beta-coefficient 0,91 1,09

As can be seen from table 3, the growth index produced an average annual outperformance
of 2,13 % compared to the expected return give its market exposure. Value index on the

other hand underperformed its expected return by -0,62 %.

These results indicate that growth investing generated positive excess returns that cannot
be explained solely by market exposure, while value investing failed to meet its CAPM-
implied expected return. In the context of the second research question, this suggests that
only growth investing produced excess returns in the European market during the study

period, whereas value investing underperformed relative to its systematic risk.
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Figure 9. Jensen's alpha of the Growth- and Value index.
4.6 Discussion of results

This thesis posed two research questions in chapter 1. First research question was, “Which
of the two strategies fared better in terms of risk-adjusted returns?”. This question was
answered using Sharpe ratio and Treynor ratio. The second research question was, “Did
value investing or growth investing produce excess returns in the European market?”. This

question was answered using Jensen’s alpha.

First research question looked at which strategy gave a better compensation for an investor
for the risk taken. When volatility or standard deviation was used as the risk denominator,
growth investing delivered a higher Sharpe ratio compared to the ratio of value investing.
When market exposure was isolated as the risk component, growth also delivered a
stronger Treynor ratio than value investing. These findings imply that, over the ten-year
period examined, growth investing rewarded investors with better risk-adjusted returns in

terms of both volatility and systematic risk.

Jensen’s alpha was used to answer the second research question of the thesis. The results

show that the growth index produced a positive Jensen’s alpha, indicating that its returns
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exceeded the level predicted by its systematic risk. In contrast, the value index generated a
negative alpha, indicating that it did not fully compensate investors for the systematic risk
taken during the period of study. Based on these findings, only growth investing produced

excess returns in the European market from 2015 to 2025.

Earlier studies established strong evidence of a global value premium, but more recent
European evidence has been limited. Fama & French (1998) interpreted historical
international value outperformance as compensation for distress risk not captured by
CAPM, whereas Gagliolo and Cardullo (2020) argued that the premium, at least in the
Italian market, was more consistent with behavioral mispricing than risk-only
compensation. Monge et al. (2023) later documented that the COVID-19 shock
permanently flipped global style dominance in favor of growth, highlighting the large
time-variation in relative style payoffs. (Fama & French 1998; Gagliolo & Cardullo 2020;
Monge et al. 2023)

This thesis contributes new and localized evidence for developed Europe by showing that,
over the full decade from 2015 to 2025, growth, not value has aligned with positive
abnormal return relative to its CAPM-expected market exposure. Growth strategy
delivered superior decade-level risk-adjusted results per both volatility and systematic risk.
The findings are not directly comparable to rolling-window studies such as Monge et al.
(2023), but the raw return figure of this study did not reject the possibility that style
payoffs may vary in time, even though this thesis did not compute formal smaller metrics
inside the ten-year period. The central gap this study filled was providing recent data of
value and growth investing performance from the European market, as well as comparing

both styles through the same parent security universe. (Monge et al. 2023)

The reliability of this study is made better by the fact that the indices compared were
derived from the same parent index. Additionally, the risk-free rate of return was
consistent across the timeframe, increasing internal consistency. Visual return distributions
also indicated single-peaked, approximately bell-shaped forms, adding reliability to the

Sharpe ratio calculations.
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However, the reliability of conclusions is still bound to the constraints of the methodology.
Because MSCI Europe includes only 15 developed countries, the conclusions should be
interpreted as evidence from Europe’s developed markets only, not all of Europe. The use
of monthly data means that this thesis does not statistically test time-evolving macro
regimes, sector clustering within styles, or other risk factors beyond the CAPM. CAPM-
based metrics provide a justified benchmark for isolating market exposure, but other
specific risk factors have not been decomposed in this study. The return distributions were

also not perfectly gaussian giving the results of the Sharpe ratio some margin of error.

Further research could extend this work by dividing between large- and small market
capitalization, utilizing multi-factor models, or conducting sector-level concentration
analysis to examine whether sector differences influence the payoff between styles. Longer
timeframe of study with subperiod metrics calculated, could also give information of the
possible changes in style premiums across time, although longer timeframe could also

provide its own challenges as markets and reporting standards have evolved across time.
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5 Conclusions

This thesis examined the performance of value and growth investing strategies in the
European market over the period from January 2015 to January 2025. Using monthly data
from MSCI Europe Value, Growth, and Market indices, the study evaluated risk-adjusted
performance with the Sharpe and Treynor ratios and assessed excess returns using Jensen’s

alpha.

The results show that growth investing outperformed value investing on a risk-adjusted
basis during the sample period. Growth achieved higher Sharpe and Treynor ratios,
indicating more efficient compensation for both total risk and systematic risk. In addition,
growth investing generated annual positive excess returns relative to its market exposure,

while value investing produced slightly negative annual excess returns.

These findings suggest that, in the European market during the examined period, growth
investing was the more effective strategy compared to value investing. The results
contribute recent, Europe-specific evidence to the literature and highlight the importance of

time variation in the relative performance of investment styles.
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