
MARKET VIEW
HIGH-GROWTH STOCKS IN A LOW-GROWTH WORLD
As broad market expectations  underwhelm, secular growth themes remain powerful 

investment opportunities for the long term.    

MONDAY, MAY 23, 2016

There’s no question that high-growth stocks have been knocked 
down hard since last summer—in fact, much more so than the 
overall equity market. Investors have greeted renewed global 
growth fears with a familiar response: sell first, ask questions 
later. Interestingly, this move out of the stocks of faster-growing 
companies and into what are perceived to be “safer,” more mature, 
mega-cap companies has been inversely proportionate with 
underlying sales and earnings growth rates.

Chart 1 captures this fallout in investor sentiment by illustrat-
ing the disparity in the price-to-earnings [P/E] ratio between 
mega-cap companies, which has risen since the end of quantita-
tive easing, and small-cap growth companies, which has plum-
meted 17% during this same period.

Does this disparity mean that faster-growing segments of the 
economy are stumbling, while mature, slow-growth segments 
are rejuvenating? Hardly. As Table 1 shows, the top 10% of high-
growth companies in terms of revenue growth have had high P/E 

ratios, but offered higher earnings growth, which led to higher 
average returns over the 10-year period ended December 31, 
2015. Case in point: the biotech sector, which has been delivering 
stellar results, despite being wildly out of favor since drug-pric-
ing regulation became a political concern in September 2015. 
(See Chart 2.)
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Source: FactSet.
RTop200 = the Russell Top 200 Index. R2000G = the Russell 2000 Growth Index. R1000G = the Russell 1000 Growth Index. 
*Refers to all Russell 3000 stocks with a market cap of $10 billion or greater at start of all periods. 

CHART 1: WHERE THE GROWTH* IS AND HOW INVESTORS ARE NOT REWARDING IT
SALES PER SHARE VS. P/E TRAILING 12 MONTHS, JUNE 30, 2014—MARCH 31, 2016
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TABLE 1. HIGH GROWTH COMPANIES HAVE BEEN  
WORTH THEIR PREMIUM
THREE-YEAR ROLLING AVERAGES  
(DECEMBER 31, 2005—DECEMBER 31, 2015)

Revenue Growth P/E Ratios
(Average Starting P/E)

Average Annual
Earnings Growth Annualized Return

Top 10% 27.3 11.2% 34.5%

Bottom 90% 16.5 2.9% 13.7%

Highest Revenue
Growth Companies have had High P/E Ratios but offered

Higher Earnings
Growth which led to

Higher Average
Returns

Source: Bloomberg and FactSet.



IMPORTANT INFORMATION
Risks to Consider: 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. No investing 
strategy can overcome all market volatility or guarantee future results.
Statements concerning financial market trends are based on current market conditions, which will fluctu-
ate. All investments involve risks, including the loss of principal invested.
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).The 
Russell Top 200® Index measures the performance of the 200 largest companies in the Russell 1000 
Index, which represents approximately 68% of the total market capitalization of the Russell 1000 Index.
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 forecasted growth values.
The Russell 2000® Growth Index measures the performance of those Russell 2000 companies with 
higher price-to-book ratios and higher forecasted growth values.
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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Our view is that for long-term investors, high-growth investing 
has become more essential for investment success. As we dis-
cussed in an Equity Perspectives article last summer, in the world 
of post-quantitative easing, U.S. investors likely will be disap-
pointed by the overall S&P 500® Index or other broad market 
indexes that don’t differentiate between growth and decline. But 
within the broad market, there are powerful organic growth 
themes as well as continuously evolving areas of “creative 
destruction,” whereby innovation transforms an industry, with a 
harsh separation of winners and losers. In this regard, perhaps no 
other industry represents the importance of actively separating 
growth from decline than in retail apparel, where brick-and-mor-
tar businesses are being decimated by more powerful, asset-light 
Internet retailers. In recent weeks, this disparity has played out 
via an array of earnings reports that continues to reveal a mean-
ingful trend in this space (see Chart 3).

LARGE GROWTH STOCKS FOR THE LONG RUN

We believe a great place to find these leaders and emerging 
leaders is in the large-cap growth arena. However, we caution inves-
tors who are looking at this space to seek an active manager for 
guidance, as there are deep flaws (such as accurate categorization) 
within the most commonly used large-cap growth benchmark, the 
Russell 1000 Growth Index.

Consider the top 20 holdings in this index as of the end of the 
first quarter. When we look at the dividend yields and revenue 
growth rates of these stocks, it becomes apparent, to us, that 
many of these names are not “growth” companies at all—at least 
not in the sense you would expect. If you were to look at some of 
the names, you’d find a cigarette company, a fast-food chain, and 
a couple of soda manufacturers, not to mention many stocks with 
high dividend yields and single-digit or even negative sales growth. 
If those don’t seem to be growth stocks to you, you’re not alone. 
And that has real consequences for investors, because it can lead 
to unintended overlap among broad U.S. equity portfolios.

Certainly, higher-growth companies come with higher market 
valuations because of their higher expectations. That said, invest-
ing in innovation even in a slow-growth environment can be well 
worth the valuation risk, just as a “winner takes most” economy 
can lead to enormous gains for the true emerging leaders, while 
leaving the broad market behind.
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CHART 2. BIOTECHNOLOGY HAS DELIVERED ENORMOUS 
EARNINGS GROWTH SINCE 2011
BIOTECHNOLOGY EARNINGS PER SHARE,  
MARCH 2011–MARCH 2016   

Source: Bloomberg and FactSet.
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CHART 3. INTERNET RETAIL IS BUCKING THE SLOW-
GROWTH TREND
INTERNET RETAIL VERSUS MULTILINE RETAIL EARNINGS PER 
SHARE, MARCH 2011–MARCH 2016   

Source: Bloomberg and FactSet.
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INVESTMENT-LED. INVESTOR-FOCUSED.
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https://www.lordabbett.com/en/perspectives/equityperspectives/looking-for-growth-active-approach-can-help-eliminate-pitfalls-popular-index.html
https://blog.lordabbett.com/blog/2016/04/contrarian_investor_how_ecommerce_is_hurting_retail.html

