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Dear Client, 

Deep value stocks remain our highest conviction long-only investment idea. Globally, they trade at abnormally wide 

discounts and offer attractive expected returns in an environment where many equities trade at elevated valuation 

levels. Further, given the breadth of companies within the deep value group, we can build portfolios trading at 

substantial discounts to traditional value indexes with similar quality metrics. 

In 2025, the MSCI World Value index trailed the MSCI World Growth index by just 30 bps, but once again, an investor’s 

experience varied widely depending on the region. However, each of GMO’s deep value strategies beat their respective 

value benchmarks, regardless of whether they were investing in the U.S. or in developed markets outside the U.S.  

EXHIBIT 1: GMO DEEP VALUE STRATEGIES BEAT THEIR VALUE BENCHMARKS 

 
Returns for period from 12/31/24–12/31/25 | Source: GMO 

GMO U.S. Deep Value  
The GMO U.S. Opportunistic Value Strategy returned 14.8% (net) for the year. This beat the benchmark MSCI USA Value 

(Gross) index return of 13.7% but trailed the MSCI USA (Gross) index return of 17.8%. In the context of the market 

background, this was a heartening result, as a deep value approach might typically be expected to do better (worse) 

than a core value approach in an environment where the value style is a winner (loser). 

All of the portfolio’s outperformance of the value index was due to strong security selection within the value universe, 

driven by our proprietary value models, which consider an asset’s growth and quality characteristics as well as just 

headline “cheapness.” Success within Financials and Communication Services provided the most significant 

contributions to relative performance.  

The selection within Financials was extremely solid across the board, with a portfolio return of 26.0% versus an index 

return of 21.2%, which added meaningful relative performance as the sector makes up more than a fifth of the value 

universe. Communication Services added a similar amount despite being a smaller part of the value universe, as the 
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portfolio returned an impressive 14.6% versus index performance of 4.7% for the sector. This was primarily about our 

weight in Alphabet and Meta. We were overweight Alphabet, which was a strong performer for the year. We were 

overweight Meta for the explosive performance at the start of the year, when it was not considered a value stock and 

had a zero weight in the index. It was moved into the value index mid-year at a time when we no longer considered it to 

be screamingly cheap, and so we were successfully underweight for the second half of the year when its performance 

was lackluster.     

When we consider why MSCI USA Value underperformed the broad market, two things leap out. The first was the 

unfortunate timing of the reclassification of Meta, which is such a big stock that it can really move the needle (Meta 

was up a little over 10% for the year as a whole, despite being down almost 10% for the second half of 2025). The 

second was the exposure to Information Technology. This was the best-performing sector in the MSCI USA Value index, 

up 29.8%, but the value index has just over a 10% exposure to Information Technology, compared to over 30% in the 

broader MSCI USA index. We very much believe that some of the Information Technology stocks remain precariously 

priced and are amazed by just how much positive sentiment there was for lower-quality and risky stocks as the year 

progressed. Exhibit 2 illustrates just how much increased risk appetite drove the market since the lows of “Liberation 

Day.”   

EXHIBIT 2: SPECULATIVE GROUPS CONTINUE TO LEAD THE MARKET 

High momentum and lower quality groups rallied most following Liberation Day market lows  

 
Returns for period from 4/8/25 – 12/31/25 | Source: Goldman Sachs 

Most-Shorted Names is the Goldman Sachs Liquid Most Short index (GSXUMSAL) composed of 70 stocks with the highest short 

interest relative to equity float, optimized for liquidity and capping Biotech at 10%. Meme Stocks is the Goldman Sachs high retail 

sentiment basket (GSXUMEME) which consists of U.S.-listed equities that are most popularly mentioned on retail communities. The 

basket is liquidity optimized but may include stocks with potential borrow constraints. The Unprofitable Tech basket is composed of 

equities in tech related industries that did not report a profit in the last 12 months and are not expected to do so in the next 12 

months. Goldman Sachs attempts to exclude companies exposed to winning themes such as AI, Nuclear, Quantum Computing, and 

Cryptocurrency, as well as highly shorted companies. The Goldman Sachs U.S. TMT AI Basket (GSTMTAIP Index) consists of 

companies that are pursuing artificial intelligence or can help enable new technologies across software, semiconductors, tech 

hardware, media, internet, and IT services. The basket is liquidity optimized to trade $500mm in a day at 10% ADV. Bitcoin Sensitive 

is the Goldman Sachs Bitcoin basket (GSCBBTC1) consists of U.S.-listed TMT stocks that are fundamentally related to Bitcoin 

across various segments (bitcoin mining, digital payment, crypto investment, and blockchain tech). The basket tends to track 

Bitcoin across cycles and is liquid to trade $100mm at 10% of volume.  
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GMO International Deep Value  
The GMO International Opportunistic Value Strategy returned 45.9% (net) for the year, beating both the benchmark 

MSCI World ex-USA Value index return of 42.2% and the MSCI World ex-USA index return of 31.9%. We were delighted 

not only by how much a value approach won outside of the U.S., but also by how much our deep value strategy 

outperformed a core value approach.  

The Financials sector accounts for almost 40% of the MSCI World ex-USA Value index, and so, even though we were 

modestly underweight the sector for the year, it was no surprise that excellent performance there was the key driver of 

returns. In a manner typical of a deep value approach, we favored unfairly beaten-down Financials in Europe and 

Canada rather than the Japanese equivalents, and the portfolio enjoyed a 76.0% return in the sector versus 58.7% for 

the benchmark.  

The only sector that exhibited underperformance was Industrials, hampered by an overweight to Japan. Our Japanese 

Industrial stocks were up a very respectable 35.2%, but this trailed the 43.8% return of the MSCI World ex-USA Value 

Industrials sector. Rather than disappointing stock selection, this was largely due to Japan underperforming as the 

MSCI Japan Value index was up 32%, lagging the MSCI World ex-USA Value index by 10%. We believe that Japan may 

well be a source of strong returns relative to other equity markets in the coming years.      

The Opportunity  Remains Extremely  Compelling  
In a world where some markets sit at or near all-time highs with elevated valuations, deep value offers compelling 

opportunities across regions. Deep value stocks are trading extraordinarily cheaply relative to broad markets and their 

own history. While timing is always uncertain, in an expensive world, we believe this combination positions them to 

deliver strong absolute and relative returns to investors. 

Conservatively, we believe that U.S. deep value is priced to outperform the rest of the market by more than 50%.  

 

EXHIBIT 3: WITHIN THE U.S., “DEEP VALUE” SEGMENT (CHEAPEST 20%) IS TRULY DISLOCATED 

Valuation Groups in Top 1,000 U.S. S tocks 

 

As of 12/31/25 | Source: GMO 

Stock valuations are calculated on a blend of Price/Sales, Price/Gross Profit, and Price/Economic Book. Groups of value and market 
are weighted by square root of market cap. 
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In developed ex-U.S. equities, we believe that deep value is priced to outperform the rest of the market by roughly 20-30%. In 

addition to this compelling relative opportunity in deep value stocks, it should be noted that international equity markets 

generally are reasonably priced and stand to benefit further from the tailwind of cheap currencies. Combined, these factors 

result in an impressive forecasted real return of 8.2% for the international deep value cohort in USD. 

 

IN DEVELOPED EX-U.S., “DEEP VALUE” (CHEAPEST 20%) IS EXCEPTIONALLY CHEAP 

Valuation Groups in MSCI World ex -U.S. Universe 

 

As of 12/31/25 | Source: GMO 
Stock valuations are calculated on a blend of Price/Sales, Price/Gross Profit, and Price/Economic Book. Groups of value and market 
are weighted by square root of market cap. All groups have the same country exposure as the universe.  
 

7-YEAR GLOBAL REAL RETURN EQUITY FORECASTS* (USD) 
December 31, 2025 – Low Scenario  

 
Source: GMO 
*The chart represents real return forecasts for several asset classes and not for any GMO fund or strategy. These forecasts are 
forward-looking statements based upon the reasonable beliefs of GMO and are not a guarantee of future performance. Forward-
looking statements speak only as of the date they are made, and GMO assumes no duty to and does not undertake to update 
forward-looking statements. Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, which 
change over time. Actual results may differ materially from those anticipated in forward-looking statements.  
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A Considered Approach to Investing in Value  
Investors are increasingly concerned about how their portfolios will perform when value roars back or when the U.S. 

market stumbles. Maintaining an exposure to value, either within the U.S. or across wider developed markets, can 

provide some peace of mind. Of course, one could do this passively by using value ETFs, for example, but we believe 

that this naïve approach can be overly reliant on flawed accounting metrics or index provider labels. 

Our approach to value investing is differentiated in three ways: 

1. We look for top-down opportunities, which today causes us to focus on deep value—the cheapest 20% of stocks. 

This cohort is deeply dislocated, and when value wins, the deep value cohort always wins by more. We believe this 

is the best way to capture today’s unusual value opportunity. 

2. When selecting stocks, we look beyond the reported accounting data—GMO has fully restated the financial 

statements of every company in our investment universe so that they better reflect true fundamental value. For 

example, we consider research and development to be an actual investment, rather than simply a current expense. 

3. We develop forward-looking projections for every company in our investable universe. Our projections are uniquely 

calibrated to each company, fully accounting for that specific company’s quality and growth characteristics. 

We aim to invest in stocks with very attractive valuations that are still strong, profitable companies while seeking to 

avoid value traps. The portfolios typically trade at a discount to other value approaches, while at the same time 

maintaining quality characteristics, like financial leverage and profitability, that are better than most passive value 

portfolios. 

Deep value is the biggest active position across all of GMO’s asset allocation portfolios. We are expressing our 

enthusiasm for deep value with positions in our long-only U.S. and International Value strategies, as well as through 

Equity Dislocation (a market-neutral implementation that is 100% long the cheapest value stocks globally, and 100% 

short the most expensive growth stocks globally). In fact, we believe that allocations to deep value will undoubtedly 

continue to benefit most portfolios: 

▪ Deep value strategies are a great substitute for existing passive or active value exposure—GMO’s portfolios go 

deep into value, so when value wins, we expect to outperform passive/traditional value. 

▪ If you don’t have enough value exposure, use these strategies to make an opportunistic bet on value—value is 

deeply dislocated and is priced to significantly outperform growth in a reversion scenario. 

▪ Finally, you can use the GMO ETFs—GMO U.S. Value (GMOV) and GMO International Value (GMOI)—to simply and 

effectively diversify away from the expensive and concentrated S&P 500. 

Thank you for your trust and partnership, and we look forward to engaging with you in the year ahead. 

Yours sincerely,  

 

  

John Thorndike Warren Chiang George Sakoulis 

Co-Head of Asset Allocation Portfolio Manager, Systematic Equity  Head of Investment Teams and Systematic Equity  

 

  

https://www.gmo.com/americas/product-index-page/equities/u.s.-opportunistic-value-strategy/u.s.-value-etf
https://www.gmo.com/americas/product-index-page/equities/international-opportunistic-value-strategy/international-value-etf/
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Annualized Returns as of 
12/31/202 5 (Net, USD)  Inception  1-Year 3-Year 5-Year 10 -Year ITD  

U.S. Opportunistic Value Composite1 06/30/2022 14.84% 14.60% N/A N/A 14.27% 

U.S. Opportunistic Value Benchmark +  13.71% 20.16% N/A N/A 17.91% 

MSCI USA Value (Gross)  13.71% 12.40% N/A N/A 12.68% 

       
 

Annualized Returns as of 
12/31/202 5 (Net, USD)  Inception  1-Year 3-Year 5-Year 10 -Year ITD  

International Opportunistic Value 
Composite2 05/31/2023 45.86% N/A N/A N/A 24.70% 

International Opportunistic Value 
Blended Benchmark + 

 42.23% N/A N/A N/A 22.73% 

MSCI World ex USA Value  42.23% N/A N/A N/A 23.96% 

       

1The portfolio is not managed relative to a benchmark. References to an index are for informational purposes only. The Index used 
for performance reporting purposes changed from S&P Composite 1500 to MSCI U.S.A. Value effective June 30th, 2024.  

2The portfolio is not managed relative to a benchmark. References to an index are for informational purposes only. The Index used 
for performance reporting purposes changed from MSCI World ex-USA to MSCI World ex-USA Value effective June 30th, 2024. 
Returns include a substantial, one-time litigation settlement recovery received on December 16, 2024. This event contributed 0.44% 
to 2024 annual performance, based on a representative account. Performance for other periods, including this date, was also 
positively impacted, sometimes materially. Without this recovery, performance would have been lower in both absolute terms and 
relative to the benchmark. Additional information is available upon request. 

Performance data quoted represents past performance and is not predictive of future performance.  
Net returns are presented after the deduction of a model advisory fee and incentive fee if applicable. These returns include 
transaction costs, commissions and withholding taxes on foreign income and capital gains and include the reinvestment of 
dividends and other income, as applicable. Fees paid by accounts within the composite may be higher or lower than the model fees 
used. GMO LLC claims compliance with the Global Investment Performance Standards (GIPS®). A Global Investment Performance 
Standards (GIPS®) Composite Report is available on GMO.com by clicking the GIPS® Composite Report link in the documents 
section of the strategy page. GIPS® is a registered trademark owned by CFA Institute. CFA Institute does not endorse or promote 
this organization, nor does it warrant the accuracy or quality of the content contained herein. Actual fees are disclosed in Part 2 of 
GMO's Form ADV and are also available in each strategy’s Composite Report.  

The MSCI USA Value (Gross) Index is an independently maintained and widely published index comprised of large and mid cap US 
securities exhibiting overall value style characteristics. The MSCI World ex USA Value Index (MSCI Standard Index Series, net of 
withholding tax) is an independently maintained and widely published index comprised of global developed markets, excluding the 
United States. MSCI data may not be reproduced or used for any other purpose. MSCI provides no warranties, has not prepared or 
approved this report, and has no liability hereunder. 

S&P does not guarantee the accuracy, adequacy, completeness or availability of any data or information and is not responsible for 
any errors or omissions from the use of such data or information. Reproduction of the data or information in any form is prohibited 
except with the prior written permission of S&P or its third-party licensors.  Please visit 
https://www.gmo.com/americas/benchmark-disclaimers/ to review the complete benchmark disclaimer notice. 

Disclaimer  
The views expressed are the views of John Thorndike, Warren Chiang, and George Sakoulis through the period ending December 
2025, and are subject to change at any time based on market and other conditions. This is not an offer or solicitation for the 
purchase or sale of any security and should not be construed as such. References to specific securities and issuers are for 
illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations to purchase or sell such 
securities. 

Copyright © 2026 by GMO LLC. All rights reserved. 

 

https://www.gmo.com/americas/benchmark-disclaimers/

