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Some growth indexes may be poor reflections of the real thing. 
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Past performance is no guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not intended to predict or depict future results.

Many investors have sought to capitalize on the success of growth 
investing by opting for index funds and exchange-traded funds 
(ETFs). But a rules-based approach that attempts to commoditize 
what is often a highly individualized investment approach will almost 
inevitably lose something in the process. For example, many inves-
tors might be surprised to learn that growth indexes are often not as 
growth-oriented as they’re perceived to be. The result is that when 
growth investing is in favor, as it is in the current market, investors 
in growth indexes might miss out on some performance.

We compared high-growth stocks—those with a forecast sales 
growth rate of 25% (at the beginning of each year) and a minimum 
price-to-earnings ratio (P/E) of 25—with the rest of the Russell 1000 
Growth® Index. As Table 1 indicates, this high-growth portfolio sig-
nificantly outperformed the rest of the growth index, sometimes quite 
dramatically. On average, these true growth stocks beat the broader 
index by 750 basis points annually over the past decade. 

A closer look, however, at the Russell 100 Growth Index suggests 
why it has lagged the hypothetical high-growth portfolio. The index 
is, in effect, “broken.” Many of the stocks that are classified as 
“growth” display what many would consider to be relatively low 

sales growth. For instance, six of the top 10 holdings shown in Table 
2 have had three-year sales growth far below the 12% average for 
all the companies in the index, and five of the top 10 holding have 
had growth below the 7.6% average for the Russell 1000 Index of 
core stocks. Some may have very well been high-growth companies 
at one time, but this appears to be no longer true.

The fact that a growth benchmark such as the Russell 1000 
Growth Index includes a large number of questionable growth 
holdings can complicate matters when it comes to asset allocation 
and portfolio construction. Historically, a large overlap—about 50%, 
according to FactSet—has existed between this widely used bench-
mark and the S&P 500® Index. 

Why is this important? If an investor has a core equity holding 
such as an S&P 500 Index fund or ETF and decides to complement 
that with an allocation to a “growth” vehicle that overlaps it  
significantly, much of the diversification benefits will be lost. In fact,  
investors would, in effect, be doubling down on many stocks in the 
S&P 500, potentially increasing the portfolio’s risk profile.

Passive growth vehicles essentially oversimplify what is a unique 
investment process, downplaying the insights that good growth 
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TABLE 1. HIGH-GROWTH STOCKS HAVE OUTPERFORMED 
OTHERS IN THE RUSSELL 1000 GROWTH INDEX
TOTAL RETURNS, 2005–2014

TABLE 2. RUSSELL 1000 GROWTH INDEX HAS INCLUDED 
HOLDINGS THAT LOOK MORE LIKE VALUE STOCKS
P/Es, DIVIDEND YIELDS, AND THREE-YEAR AVERAGE SALES  
GROWTH RATE, 2014 

Source: FactSet.
High-growth stocks were those with P/E greater than 25.0 and projected sales growth 
of more than 25%.

High-Growth  
Stocks

Russell 1000 Growth Index 
ex High Growth Stocks

2005 28.2% 8.2%
2006 14.8% 14.1%
2007 23.9% 5.2%
2008 -45.5% -36.9%
2009 79.6% 50.9%
2010 41.8% 18.8%
2011 -4.2% 0.0%
2012 25.6% 15.7%
2013 45.4% 38.0%
2014 14.8% 11.7%
Average Return 22.4% 12.6%
Annualized Return 17.6% 10.1%

Top 10 Holdings (as of 12/31/2014)

P/E Dividend  
Yield

Average 
3-Year Sales 

Growth
Apple Inc. 17.0 1.70 18.1%
Google Inc. 26.2 — 27.4%
Microsoft Corporation 18.0 2.67 7.1%
Verizon Communications Inc. 9.7 4.70 4.2%
Coca-Cola Company 23.1 2.89 9.4%
Facebook, Inc. Class A 72.2 — 56.3%
IBM Corp. 10.1 2.74 -0.3%
Oracle Corporation 18.4 1.07 2.2%
Gilead Sciences, Inc. 15.3 — 12.5%
Home Depot, Inc. 23.8 1.79 5.2%

Source: FactSet.



managers are often able to capitalize on. In fact, growth managers 
often don’t get the credit they deserve, according to Richard  
Bernstein, investment strategist and author of Style Investing. One 
of the ways they add value is by discerning when a growth trend is 
coming to an end, Bernstein says. 

But as we have just seen, they also add value by distinguishing 
the real growth stocks from the pretenders. 

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 securi-
ties are undervalued, and they may not appreciate as anticipated. Smaller companies tend to be more volatile and less liquid than larger companies. Small cap companies may also have more limited product lines, markets, 
or financial resources and typically experience a higher risk of failure than large cap companies. The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market move-
ments. As interest rates fall, the prices of debt securities tend to rise. As rates rise, prices tend to fall.

Dividend yield is equal to the dividend divided by the stock price. Dividend yield is one measure of a stock’s value. A high dividend yield may indicate that a stock is relatively inexpensive.

No investing strategy can overcome all market volatility or guarantee future results.

Neither diversification nor asset allocation can guarantee a profit or protect against loss in declining markets.

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 Russell 1000® Growth Index measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecast growth values.

Indexes are unmanaged, do not reflect the deduction or 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. 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 before making an investment decision.
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