
MARKET VIEW
GROWTH STOCKS ARE WINNING, BUT WHAT HAPPENS WHEN RATES RISE?

“Secular growth” companies have accounted for much of the outperformance.

MONDAY, AUGUST 3, 2015

Returns have been difficult to come by this year, unless you’ve 
been invested in growth stocks. While the market as a whole (as 
measured by the S&P 500® Index) is up just 3.4% year to date, 
growth stocks (as represented by the Russell 1000 Growth® Index) 
are up 7.5% (as of July 31, 2015). (See Chart 1.)

But can this performance continue? Investors have been  
concerned about the impact of rising interest rates on their bond 
portfolios; should they also be concerned about their equity  
portfolios? Short-term rates could rise soon, given the likelihood 
of a hike in the overnight rate by the Federal Reserve before the 
end of the year. And long-term rate could rise as well if the 
economy continues to improve. 

As we have seen in recent editions of Market View, all fixed-
income asset classes do not perform alike when interest rates rise. 

In fact, in the past when interest rates have risen because of a 
strengthening economy, some fixed-income sectors have done 
relatively well. (See Market View: “Bonds—A ‘Now and Later’ 
Strategy for Rising Interest-Rate Concerns” August 14, 2014; and 
Market View: “Which Assets Have Done Well During Fed Rate 
Hikes?” June 22, 2015.)

On stock portfolios, too, rising short-term and long-term rates 
can have varying effects. As in the bond market, not all segments 
of the equity market perform alike during these two distinct market 
occurrences. Chart 1 shows how stocks in general, and growth 
stocks in particular, performed on average during the last five 
times the Fed was hiking the overnight rate and the last seven 
periods in which the yield on the 10-year Treasury rose more than 
100 basis points (bps).  Notice that while the market as a whole 
rose, growth stocks performed even better.
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CHART 1. GROWTH STOCKS HAVE PROVIDED RELATIVE 
OUTPERFORMANCE YEAR-TO-DATE AND DURING PERIODS 
WHEN INTEREST RATES HAVE RISEN 
YEAR-TO-DATE RETURNS AND AVERAGE RETURNS DURING THE FIVE  
PERIODS WHEN THE FED WAS HIKING ITS OVERNIGHT RATE AND THE 
LAST SEVEN PERIODS WHEN THE YIELD ON THE 10-YEAR TREASURY  
NOTE ROSE AT LEAST 100 BASIS POINTS*
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Source: Wilshire Associates. Data as of June 30, 2015.

CHART 2. COMPARED TO THE BROADER MARKET, GROWTH 
STOCKS TEND TO BE OVERREPRESENTED IN TECHNOLOGY 
AND ECONOMICALLY SENSITIVE INDUSTRIES
TOP 10 INDUSTRY OVER- AND UNDERWEIGHTS OF THE RUSSELL 1000 
GROWTH INDEX VERSUS THE S&P 500 INDEX

Source: Morningstar. Year-to-Date returns as of 07/31/2015.

*The five ‘Fed-hike’ periods are: December 16, 1986–September 4, 1987; March 29, 1988–February 24, 1989; February 4, 1994–February 1, 1995; June 30, 1999–May 16, 2000; June 30, 2004–June 29, 2006.  The seven periods 
of rising Treasury yields are: October 1, 1993–November 30, 1994; February 1, 1996–August, 31, 1996; October 1, 1998–January 31, 2000; July 1, 2005–June 30, 2006; January 1, 2009–December 31, 2009; September 1, 2010–
March 31, 2011; August 1, 2012–December 31, 2013.
Past performance is no guarantee of future results. 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. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. Investors may experience different results. Due to market 
volatility, the market may not perform in a similar manner in the future.
Indexes are unmanaged, do not reflect the deduction of fees and expenses, and are not available for direct investment.
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What accounts for the performance of growth stocks during 
periods when interest rates have risen? Essentially, there are three 
reasons. First, many growth stocks are less sensitive to rate increases 
than other segments of the market. For example, highly leveraged 
stocks, such as real estate investment trusts, can suffer when interest 
rates rise because their borrowing costs can increase substantially.

Second, stocks in some segments of the market offer high 
dividend yields and, therefore, serve as bond proxies in some  
investors’ portfolios. So, when interest rates rise, they may perform 
like bonds—that is, they may decline.

Third, rising interest rates tend to be caused by an improving 
economy, and some industries historically have done particularly well 
in these circumstances. Industries that depend on consumers’  
discretionary spending—hotels and restaurants, specialty retail, and 
media, for example—may outperform under these conditions, and 
they make up a greater portion of growth stocks than they do of the 
S&P 500. (See Chart 2.) 

All right, so that explains why growth stocks are likely to do well if 
interest rates rise. But why are they performing so well this year, 
ahead of any rise in interest rates?

Well, many of these stocks are “secular growth” companies, 
meaning that their growth exceeds that of the broader economy and 

is not tied to the business cycle. These are the companies investors 
typically think of when they consider growth investing. Technology 
and biotech companies, for example, that produce innovative 
products—smart phones, tablets, medical devices, and the like—
are able to increase their earnings steadily whether the overall 
economy is booming or not. Currently, many of these companies are 
being rewarded by the market for growing their revenues, and many 
are reinvesting their profits and even taking advantage of low 
interest rates to finance their expansion. As Chart 2 indicates, 
growth stocks are heavily concentrated in the technology and 
biotech industries.

For example, one of the most exciting developments in the 
biotech industry is in the field of genomics, according to Tom 
O’Halloran, Lord Abbett Partner & Director of Multi Cap Growth. By 
mapping the human genome, or genetic material of humans, 
genomics has created fertile ground for new medical advances. 
“The plummeting cost of sequencing the human genome is taking 
modern medicine to a higher level,” O’Halloran said. “The pace of 
this advance is breathtaking compared to Moore’s Law, which 
enabled the computer revolution; genetic sequencing has now 
sharply outpaced this.” Genomics remains in the early stages of 
development, making it especially appealing for growth investors. 

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.

Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income from Treasury securities is exempt from state and local taxes.

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.

One basis point equals 0.01%.

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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