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STYLE SHOCK: HOW DOES A SLOW-GROWTH STOCK 

GET INTO A GROWTH INDEX?
Investors may not realize that many growth- and value-based indexes could introduce  

unanticipated—and changing—style and sector exposures. 
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A recent Bloomberg article highlighted an intriguing develop-
ment in today’s U.S. equity market: there are now more indexes than 
stocks.1 Certainly, much of the proliferation of indexes has been 
driven by the recent surge of interest in so-called “smart beta” 
strategies, which often track bespoke benchmarks. However, this 
telling statistic underscores the growing influence of indexes in the 
development and tracking of investment strategies—and the impor-
tance of understanding how they are constructed and maintained.

Indeed, while equity indexes are broadly categorized as “unman-
aged” (and cannot be invested in directly), there usually is a carefully 
formulated process informing how they are built and maintained. 
Index construction often adheres to a rules-based methodology for 
inclusion (initial membership of a particular stock or stocks) and 
reconstitution (addition, subtraction, or reweighting of member 
stocks according to index guidelines), which is transparent to all 
market participants. Many of the more traditional indexes are defined 
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Source: FactSet. The historical data shown are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or 
expenses, and are not available for direct investment.
Past performance is not a guarantee or a reliable indicator of future results.

TABLE 1. MANY OF THE BIGGEST “GROWTH” COMPANIES DISPLAY SLOW, OR NO, GROWTH
PRICE-TO-BOOK VALUE RATIOS AND THREE-YEAR GROWTH RATES (HISTORICAL) FOR THE TOP 25 COMPANIES, BY MARKET CAPITALIZATION, IN THE 
RUSSELL 1000® GROWTH INDEX, AS OF APRIL 28, 2017

Company Index Weight Price/Book Value Sales Growth  
(Historical 3-Year)

Apple 6.2 5.6 9.5 
Microsoft 4.5 7.6 3.4 
Amazon.com 3.1 20.4 22.0 
Facebook 2.9 7.0 51.1 
Alphabet Class A 2.3 4.4 14.3 
Alphabet Class C 2.3 4.3 14.3 
Home Depot 1.7 47.2 6.3 
Walt Disney 1.6 4.2 7.1 
Comcast Class A 1.5 3.4 7.6 
Visa Class A 1.5 8.4 8.7 
UnitedHealth Group 1.4 4.0 15.3 
PepsiCo 1.2 13.8 (2.2)
Altria Group 1.2 11.3 3.3 
Coca-Cola 1.1 8.1 (4.1)
Amgen 1.1 3.9 6.7 
McDonald's 1.0 — (4.6)
3M 1.0 10.6 (1.2)
Mastercard Class A 1.0 22.3 8.2 
Boeing 0.9 — 3.3 
AbbVie 0.9 21.0 11.3 
Honeywell International 0.9 4.9 (0.3)
International Business Machines 0.8 8.2 (7.6)
Celgene 0.8 12.7 18.7 
Verizon Communications 0.8 8.0 1.7 
Bristol-Myers Squibb 0.8 6.4 5.7 
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CHART 1. FULL OR EMPTY? ENERGY SECTOR’S WEIGHTING IN A KEY GROWTH INDEX HAS VARIED WIDELY
PERCENTAGE WEIGHING OF THE ENERGY SECTOR IN THE RUSSELL 1000® GROWTH INDEX, 2007–16

by two characteristics: market capitalization (the size of index con-
stituents’ market value), and style (value or growth, for example). 

The size element is relatively straightforward, as the market cap-
italizations of all companies in the investment universe can be 
ranked at a point in time, and a certain segment of that list included 
in an index (for example, the Russell 1000® Index includes compa-
nies with market capitalization ranks 1 through 1,000). 

What may be less straightforward, especially across different 
index providers, is the segmentation of companies by style. Many 
statistics can be used to measure “value” and “growth,” and there is 
no universal agreement among index providers as to which are 
most appropriate. Each statistical approach has merits championed 
by those who choose to employ the underlying metric, and flaws 
that detractors argue disqualify the metric from serving as the 
defining parameter. For example, analysts will argue about the best 
statistical ratio to measure value: is it price-to-earnings, price-to-
book, price-to-sales—or even something else?

Ultimately, index providers must determine which metrics they 
will employ to categorize stocks as “growth” or “value.” Further 
muddying the waters is the fact that, in many instances, the terms 
are not mutually exclusive—that is, a stock may be in both the Russell 
1000® Growth and Russell 1000® Value indexes at the same time!

WHY DOES THIS MATTER? 
The potential for such confusion, then, is important, because the 

composition of indexes may end up surprising investors. For 
example, several of the largest positions in the Russell 1000 Growth 
Index have failed to demonstrate any actual sales growth (see Table 
1). This is due to the way that index provider FTSE Russell measures 
value and growth, and how it constructs its indexes. FTSE Russell 
uses a stock’s book value-to-price (the inverse of price-to-book) to 
measure “value,” and historical and anticipated growth rates to 

measure “growth.” This approach can lead to the dual index-residing 
definition mentioned above. A low book-to-price ratio (the inverse 
being a high price-to-book ratio) can lead to stocks landing in the 
Growth index, since they do not qualify as value—that is, in some 
cases, growth may be defined as the absence of value. 

This is not meant as a critique of index providers but rather to 
offer an example highlighting the importance of investors under-
standing what they own. An investor’s perception of a “growth” or a 
“value” company may not align with the criteria that index providers 
use to identify these types of companies.

HOW DOES THIS HAPPEN? 
How, then, for example, might slow-growth companies end up in a 

growth index? To answer that, we must first understand the concept 
of index reconstitution. Both the size and style criteria that qualified a 
stock for inclusion in a certain index may change over time. To account 
for this, many index providers regularly update, or reconstitute, their 
index constituents to ensure that the group of stocks accurately 
reflects the index provider’s rules-based methodology. This can have 
a meaningful impact on the composition of various indexes.

Of course, some changes are straightforward, such as when a 
company’s stock “graduates” from a smaller-cap index to a larger-
cap index as it grows in market value. However, changes in style (as 
defined by the index provider) can be less clear. And, in many cases, 
several stocks in a specific industry or sector may move together. 
This can have a significant effect on the makeup of an index, both at 
the stock level and when taking a broader view of industries or 
sectors. What may have been “growth” in the past may no longer be 
“growth” in the years ahead. 

As illustrated in Chart 1, this can lead to some major shifts in 
index composition. For example, the weighting of the energy sector 
in the Russell 1000 Growth Index has doubled during the annual 

Source: FactSet. 
The historical data shown are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are 
not available for direct investment.
Past performance is not a guarantee or a reliable indicator of future results.
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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. 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. 

Statements concerning financial market trends are based on current market conditions, which will fluctuate. All investments involve risks, including the loss of principal invested. There is no guarantee that markets will perform 
in a similar manner under similar conditions in the future. 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. 

The price-to-book value ratio (price-to-book) is a valuation measure comparing a company’s current share price to its book value per share.

The price-to-earnings ratio (P/E) is a valuation measure comparing a company’s current share price to its per-share earnings.

“FTSE Russell” is a trading name of FTSE International Limited (“FTSE”) and Frank Russell Company (“Russell”) and their respective subsidiary undertakings, which are members of the London Stock Exchange Group plc group.

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 Russell 1000® Value Index measures the performance of those Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values.

Indexes are unmanaged, do not reflect the deduction or expenses, and are not available for direct investment

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. 

This Market View 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 

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.

The information provided herein is not directed at any investor or category of investors and is provided solely as general information about our products and services and to otherwise provide general investment education. No 
information contained herein should be regarded as a suggestion to engage in or refrain from any investment-related course of action as Lord, Abbett & Co LLC (and its affiliates, “Lord Abbett”) is not undertaking to provide 
impartial investment advice, act as an impartial adviser, or give advice in a fiduciary capacity with respect to the materials presented herein.  If you are an individual retirement investor, contact your financial advisor or other 
non-Lord Abbett fiduciary about whether any given investment idea, strategy, product, or service described herein may be appropriate for your circumstances.

Copyright © 2017 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.

Lord, Abbett & Co. LLC | 90 Hudson Street | Jersey City, NJ 07302-3973 | T 1.888.522.2388 | lordabbett.com
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.

NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE

reconstitution (which occurs in June) on two separate occasions 
during the past 10 years, and has been cut in half three times.

THE PURSUIT OF STYLE PURITY
When using an index as a benchmark or investing in a strategy 

that closely tracks index performance, it is important to understand 
how the index provider is selecting companies and whether the 
resulting group of companies aligns with the characteristics that the 
investor is looking for. Furthermore, indexes can change drastically 
with regular reconstitutions, introducing a different set of exposures 
and sensitivities after each update.

In short, indexes may prove useful in tracking the performance of 
a particular style overall, but membership in a broad benchmark is 
not a definitive way to identify growth or value equities on an individ-
ual basis. Investors who desire a more refined approach to a specific 
style may wish to consider another option: an active manager. Such 
a manager can construct a portfolio of companies that meets their 
own definition of growth or value and can maintain that strategy on a 
real-time basis—without waiting for a yearly update.

1 “There Are Now More Indexes Than Stocks,” Bloomberg, May 12, 2017.


