
MARKET VIEW
STOCKS: GROWTH FOR ALL SEASONS

For all the drags on the economy, innovation and seismic shifts in demand create new opportunities  
for large growth investing. The key is coming up with the right mix of companies.
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Like it or not, conventional wisdom can be a fickle and sometimes 
misguided arbiter of investor sentiment. Take, for example, the notion 
that we will continue to see a slow-growth economy. Yes, inflation and 
interest rates remain low, growth of the U.S. GDP (gross domestic 
product) continues to trend below 3%, and aggregate corporate sales 
and earnings are coming in close to flat year over year.

Nevertheless, we believe this type of environment is very attractive 
for growth-stock investing. After all, low rates, continued recovery in 
consumer spending, and strong corporate balance sheets have 
allowed certain parts of the economy to thrive in this environment.  

Two examples would be in technology and health care, according 
to our analysis of holdings in the Russell 1000 Growth Index from 
September 30, 2013, through September 30, 2015 (the most recent 
data available). In technology, there has been a nearly 70% growth in 
capital expenditures over the past two years. That historically has 
been a leading indicator of revenue and earnings growth. Health 
care has flashed an even more dramatic growth signal: a 185% surge 
in mergers and acquisitions, driven by enormous growth in biotech 
drug breakthroughs.

All of which helps explain why investors favoring stronger revenue 
growth than the S&P 500® Index have rewarded stocks in the Russell 
1000 Growth Index despite their modestly higher valuations. Even so, 
the Russell 1000 Growth Index still trades about 7.5% below its  
historical market valuation, as of December 31, 2015.  (See Chart 1.)

That said, we believe the Russell 1000 Growth Index is a very 
flawed index, even though the vast majority of large growth funds—
both active and passive—use it as their benchmark.  

Upon closer examination of the dividend yields and revenue 
growth rates of the top 20 stocks in this index (according to FactSet 
data as of December 31, 2015), it becomes apparent that half the 
companies today in the top 20 names are not growth companies at 
all—at least not in the sense we would expect. Many of the names in 
the top 20 not only have dividend yields north of 2%, some as high as 
5%; they also have exhibited sales growth in low single digits or 
even negative.  

That has real consequences for investors—in particular, there is 
the likelihood that an investor is creating a large amount of overlap 
with his/her core equity holding. Take, for example, an investor who 
buys an S&P 500 ETF or index fund, and then buys a large growth 
ETF or index fund. That investor would therefore be buying many of 
the same stocks; historically, there is a 50–60% overlap between 
these two particular indexes.  

Instead, then, of hewing to a very flawed benchmark, we believe 
that there is significant opportunity in companies and segments of 
the market that are experiencing secular growth. One tactic is to 
focus on revenue growth as the primary driver of success, even 
taking valuation risk to do so.
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CHART 1. GROWTH STOCKS HAVE OUTPERFORMED AND MAY STILL BE UNDERVALUED

Source: FactSet and BNY Mellon. Prior to 2000, FactSet data are used;  afterwards, BNY Mellon data. Indexes are unmanaged, do not reflect the deduction of fees of 
expenses, and are not available for direct investment.

Past performance is no guarantee of future results. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any 
particular investment.
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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. 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. Value investing involves the risk that the market may not recognize that 
securities are undervalued, and they may not appreciate as anticipated. The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market movements. As interest 
rates fall, the prices of debt securities tend to rise. As rates rise, prices tend to fall. No investing strategy can overcome all market volatility or guarantee future results.

This material is provided for general and educational purposes only. The examples provided are for illustrative purposes only, and are not indicative of any particular investor situation.

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. The index is unmanaged, 
does not reflect the deduction of fees or expenses, and is not available for direct investment.

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 price-to-earnings (P/E) ratio, also known as the multiple, reflects how much a stock costs relative to its earnings. It is calculated by dividing the current stock price (the P) by the current earnings (the E). 
Forward-looking numbers in P/E Yr+1 are from IBES estimates at the relevant point in time.

A price-to-book (P/B) ratio helps determine whether a stock is undervalued or overvalued. It is calculated by dividing a stock’s price per share by its book value per share.

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. Readers 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.
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INVESTMENT-LED. INVESTOR-FOCUSED.
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According to an internal Lord Abbett study as of December 31, 
2015, over the past decade, large cap companies that ranked 
among the top 10% of peers in revenue growth have been  
enormously successful relative to the rest of the market. Despite 
having a higher P/E ratio than the other 90% of large cap stocks, 
the top revenue-growth companies averaged three times the 
earnings growth and more than twice the average return over that 
10-year period. 

The bottom line, according to former investment banking 
analyst Matt Koppenheffer, is that “growth stocks are the beauties 
of the stock world. They’re exciting, they have good stories, and 
they can make you a lot of money. But for all their beauty, growth 
stocks are also the prima donnas of the market. They can be 
erratic, they don’t always live up to their billing, and they tend to 
attract a shareholder base that’s ready and willing to run at the 
first signs of a slowdown.”1

The challenge for active managers, therefore, has been coming 
up with the right mix of stable and aggressive growth companies, 
and assessing how long they can sustain their success, particularly 
in the face of higher volatility. All of which underscores the  
importance of a more active approach that includes astute technical 
analysis to limit such volatility.

As Philip Fisher (a pioneering growth investor, who influenced 
Warren Buffett) put it: “No company grows for a long period  
of years just because it is lucky. It must have and continue to keep 
a high order of business skill; otherwise, it will not be able to  
capitalize on its good fortune and to defend its competitive position 
from the inroads of others.”2 

1 Matt Koppenheffer, “America’s Next Top Growth Stock,” www.fool.com, June 3, 2010.
2 Philip A. Fisher, Common Stocks and Uncommon Profits (Harper & Bros., 1958). 


