
After advancing alongside a market-wide recovery from the 
global financial crisis of 2008–09, many economically sensitive 
areas of the U.S. equity market spent much of the subsequent six 
years in the doldrums. Low, and in some cases negative, interest 
rates and anemic economic growth around the globe combined to 
keep certain “cyclical” sectors of the market in check. 

In particular, firms in the financials sector (especially banks) 
struggled with a low interest-rate environment that kept their  
net-interest margins (the spreads between their lending income 
and expenses, and the source of much of their profitability) at 
razor-thin levels. Companies in the industrials and materials 
sectors saw their revenues moderate, as weak global growth 
weighed on demand for their products and services. As shown in 
Table 1, these three sectors lagged the broader market, to varying 
degrees, from the start of 2011 through the midpoint of 2016, 
during a time when the effect of ultra-accommodative central 
bank policies on broad swaths of the global economy could be 
characterized as a form of financial repression.* 

However, in the second half of 2016, the macro backdrop for 
these cyclical sectors began to turn for the better, heralding an 
expansionary economic environment. This shift began with a  
surprisingly strong showing for third-quarter U.S. gross domestic 
product (GDP), with the preliminary estimate, announced in October, 
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CHART 1: ANALYSTS RECENTLY FORECASTED STRONG EARNINGS GROWTH FOR CYCLICAL U.S. EQUITY SECTORS
EXPECTED CHANGE IN EARNINGS GROWTH RATE BY S&P 500 SECTOR (EXCLUDING ENERGY) FOR INDICATED PERIODS, AS OF FEBRUARY 10, 2017 
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Source: FactSet. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. Forecasts and projections are based on current market conditions and are subject to change without notice. Projections 
should not be considered a guarantee.   Past performance is no guarantee of future results.

TABLE 1. CYCLICAL SECTORS LAGGED THE MARKET  
FROM THE START OF 2011 THROUGH MID-2016
ANNUALIZED RETURN FOR THE S&P 500® INDEX AND INDICATED SECTORS

Annualized Return
01/01/2011 - 06/30/2016

S&P 500 12.12%

Industrials 11.69%

Materials 5.92%

Financials 8.82%

Source: Bloomberg. The historical data are for illustrative purposes only, do not represent the performance 
of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to predict 
or depict future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are 
not available for direct investment. Forecasts and projections are based on current market conditions and are 
subject to change without notice. Projections should not be considered a guarantee.
Past performance is no guarantee of future results.



of an annual growth rate of 3.2%, subsequently revised even higher, 
to 3.5%, in December. This shift in investor sentiment continued 
with the U.S. Federal Reserve’s (Fed) announcement of an interest-
rate hike in December 2016 (the first such move in nearly a year) 
and the Fed’s forecast of three additional hikes in 2017. 

What really seemed to drive the shift in sentiment, though, was 
the election of Donald Trump as U.S. president on November 7. 
Trump’s victory seemed to augur an era of fiscal stimulus and cor-
porate tax reform, with the potential to further boost the domestic 
economy. As Chart 1 illustrates, indications of faster pace of 
economic growth bode particularly well for the three aforemen-
tioned cyclical sectors, which stand to experience the greatest 
change in their rate of earnings growth over the next two years 
(excluding energy), based on analyst forecasts compiled by FactSet.

While investors may be concerned that these earnings growth 
projections are largely attributable to President Trump’s antici-
pated fiscal agenda, this is not the case (as we outlined in the 
January 23, 2017, Market View). Most sectors, in fact, have seen 
their forecasted earnings growth modestly decrease since the 
election. Instead, ongoing fundamental developments, including 

the potential for several more interest-rate hikes from the Fed and 
a revival in economic growth not just in the United States but 
across the developed world (see Table 2), have helped underpin 
the recent rally in these cyclical stocks as well as the expectation 
for continued earnings growth acceleration.

For growth investors, the chance for a strong pick-up in the rate 
of earnings growth in these cyclical sectors holds the potential for 
significant opportunity, and also highlights the importance of 
active management in mining this particular vein. The past six 
years of financial repression have led to a distortion in equity 
markets, with many high-yielding, slow-growth stocks receiving 
rich valuations from investors amid a yield-starved and low-
growth world. This trend has led the predominant benchmark for 
this style, the Russell 1000® Growth Index, to become populated 
with a number of these slow-growth, dividend-oriented stocks due 
to an index-construction methodology that places an emphasis on 
companies with high price-to-book value ratios. On the flip side, 
the stagnation of economically sensitive areas of the market 
during this period has led many cyclical stocks to become under-
represented in the growth index relative to their historical 
exposure. (See Chart 2.)
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TABLE 2. STRENGTHENING U.S. AND GLOBAL ECONOMIC GROWTH COULD SUPPORT CYCLICAL SECTORS
REAL (INFLATION-ADJUSTED) GROSS DOMESTIC PRODUCT (GDP) FORECASTS FOR 2016–18, AS OF DECEMBER 31, 2016 

2016 Real GDP Forecast 2017 Real GDP Forecast 2018 Real GDP Forecast

United States 1.5% 2.3% 3.0%

OECD Total 1.7% 2.0% 2.3%

Source: Organization for Economic Co-operation and Development (OECD). The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by Lord Abbett or any particular investment, 
and are not intended to predict or depict future results. Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.
Past performance is no guarantee of future results.

CHART 2. SLOWER-GROWING SECTORS HAVE GAINED GREATER WEIGHT IN A KEY GROWTH BENCHMARK
SECTOR WEIGHTINGS (EXCLUDING ENERGY) IN THE RUSSELL 1000® GROWTH INDEX, 2011–16
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Source Wilshire Atlas. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to predict or depict future 
results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. Forecasts and projections are based on current market conditions and are subject to change without notice. Projec-
tions should not be considered a guarantee.  Past performance is no guarantee of future results.

https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/stocks-dont-sweat-post-trump-jump.html


IMPORTANT INFORMATION
A Note about Risk: The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. Histori-
cally speaking, growth and value investments tend to react differently during the economic cycle. Since value stocks are often cyclical in nature, they may benefit from the increased spending that usually occurs during an 
economic expansion. Growth stocks may also perform well during an expansion, but they may also be out of favor during market downturns, when investors pay more attention to price ratios. While growth stocks are subject 
to the daily ups and downs of the stock market, their long-term potential as well as their volatility can be substantial. No investing strategy can overcome all market volatility or guarantee future results.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

This article may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can be no 
assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

Statements concerning financial market trends are based on current market conditions, which will fluctuate. There is no guarantee that markets will perform in a similar manner under similar conditions in the future. 

Gross domestic product (GDP):  The monetary value of all the finished goods and services produced within a country’s borders in a specific time period, though GDP is usually calculated on an annual basis. It includes all 
of private and public consumption, government outlays, investments and exports less imports that occur within a defined territory.

The price-to-book ratio is used to compare a stock’s market value to its book value. It is calculated by dividing the current closing price of the stock by the latest quarter’s book value per share. 

The Russell 1000 Index® measures the performance of the 1,000 largest companies in the Russell 3000 Index, which represents approximately 92% of the total market capitalization of the Russell 3000 Index. The Russell 
1000® Growth Index measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values.

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries. 

Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for direct investment. 

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as 
a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Read-
ers should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on 
the information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor prior to making an investment decision.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This and other important information is contained in the Fund’s summary prospectus 
and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett Distributor LLC at 888-522-2388 or visit us at  
lordabbett.com. Read the prospectus carefully before you invest.
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This skewing of the benchmark index provides active managers 
a compelling opportunity to augment their growth portfolios with 
measured exposure to these cyclical sectors that are experiencing 
the greatest rate of earnings-growth acceleration. By doing so, 
these managers can provide their investors with another source of 
growth that may not be recognized or fully appreciated by managers 

who focus on more commonly followed growth areas. By taking a 
more holistic, broad-based view of the market—especially when 
the winds of economic change begin to increase—active managers 
should be able to identify opportunities in areas of the market 
ignored by their counterparts who hold a far narrower view of 
growth stocks.
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INVESTMENT-LED. INVESTOR-FOCUSED.

*Carmen N. Reinhart and M. Belen Sbrancia, in their March 2011 paper, “The Liquidation of Government Debt,” note that the term “financial repression” includes directed lending to government by captive domestic 
audiences (such as pension funds), explicit or implicit caps on interest rates, regulation of cross-border capital movements, and (generally) a tighter connection between government and banks.


