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With an estimated $2.7 trillion sitting in cash or cash-like instru-
ments, a strong argument can be made that many investors are 
waiting for the right time to reenter the U.S. equity market. Or, it 
may be the case that they simply do not believe in the sustainabil-
ity of one of the longest, yet most unloved bull markets in history. 
Despite its longevity (six years beginning in the first quarter of 
2009), many investors have sat out the bull run, still scarred by the 
loss of market value during the Great Recession of 2008–09. 

Timing the market is not a practice that has ever delivered 
consistent success, as we discussed in the May 26th Market 
View. In fact, history has shown that time sitting on the sidelines 
typically results in missed upside opportunities and weaker 
long-term portfolio performance. 

TODAY’S CHALLENGE 
While we believe that investors should stay in equities for the 

long run in order to realize their maximum benefit, the overall 
slow-growth environment around the world today does present, 

we concede, allocation challenges. With U.S. gross domestic 
product (GDP) continuing to trend below 3%, persistent overseas 
risks ranging from “Brexit” to a slowing Chinese economy, declin-
ing U.S. corporate earnings over multiple quarters, and the broad 
market price-to-earnings ratio (P/E) nearing 20x historical 
earnings, there are clear reasons for investors’ hesitation. And in 
terms of a slow-growth U.S. economy, we don’t disagree with 
those who are projecting more of the same through the balance of 
2016 and even the rest of the decade. As Chart 1 shows, U.S. GDP 
growth today and future expectations are lagging long-term 
trends.

In fact, it’s quite possible that the so-called “easy money” in the 
broad U.S. equity bull market already has been made, particularly 
since the U.S. Federal Reserve (Fed) ended its quantitative easing 
(QE) monetary regime, which lasted from late 2008 through 
November of 2014. Since then, U.S. equity returns have been unre-
markable, except for their volatility.
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HIGH-GROWTH STOCKS CAN THRIVE IN A LOW-GROWTH ECONOMY
As the “muddle-through” economy persists, investors may want to consider allocating to sectors that generate innovation. 

CHART 1. U.S. GROWTH REMAINS SLOW, BUT POSITIVE 
REAL GROSS DOMESTIC PRODUCT (GDP), AS OF 02/26/2016 
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Source: Bureau of Economic Analysis (BEA) and International Monetary Fund (IMF). Gross domestic product (GDP) shown are percent changes versus prior year.  U.S. GDP estimates for 2016–20 are IMF projections.  
Data are the most recent available, released bimonthly.   
Past performance is no guarantee of future results. Market forecasts and performance are based on current market conditions and are subject to change without notice.  Projections should not be considered a guarantee.
For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. 

https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/stocks-put-time-on-your-side.html
https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/stocks-put-time-on-your-side.html


TODAY’S OPPORTUNITY
How, then, should investors view the U.S. equity market? We 

believe there is still opportunity, but investors will need to be more 
selective than they were during the strong, broad-based market 
rally of the “QE era.” As we discussed in last week’s Market View, 
investors should be, in our opinion, looking beyond the broad 
market (e.g., the S&P 500® Index or Wilshire 5000) and more 
toward opportunistic investments.  

One area that, in our view, may offer the best opportunity for the 
long term can be found among those companies or industries 
experiencing secular growth—that is, those that are less depen-
dent on favorable economic conditions for success. This includes 
highly innovative companies, such as those in biotechnology, 
wherein, since the de-coding of the human genome in 2000, break-
through drug therapies for diseases are being developed far more 
rapidly and with greater efficacy than ever. Such growth has deliv-
ered both tremendous strides toward cures as well as enormous 
gains in revenues and earnings for the companies developing the 
drugs. In fact, as Chart 2 shows, over the last five years we’ve seen 
more than 500% growth in the earnings of biotech companies. [Of 
course, past performance does not guarantee future results.] 
Contrast that gain with the 2.6% real GDP growth we’ve seen in the 
overall U.S. economy over the past five years! (See Table 1.) 

Another example of secular-growth opportunities can be seen in 
e-commerce stocks. Here is a transformation story that revolves 
around the rapidly changing spending habits of the U.S. consumer. 
Again, in Chart 2, one can see the nearly 130% growth in e-com-
merce earnings over the past five years, contrasted with traditional 
department store companies, whose earnings have declined 7%. 

These and other segments of the market that are less economi-
cally sensitive have demonstrated the ability to often shrug off 
weak GDP growth and deliver strong sales and earnings, which 
investors reward. Currently, solid corporate balance sheets and a 
low interest-rate environment are supporting capital investment 
in these companies and allowing them to thrive as they plan for 
the future growth. And continued resilience in U.S. consumer 
spending is boosting demand. But we also believe that, over the 
long term, these types of transformative companies will continue 
to offer attractive investment opportunities. Thus, we’re convinced 
that a distinct allocation to high-growth investing has become 
essential for long-term investment success. 

A WORD ABOUT “HEADLINE RISK” 
In many ways, we are in a unique economic environment that  

continues to be challenging for investors in the broad equity market. 
One of the reasons investors may be sitting on the sidelines is 
“headline risk,” meaning, the regular stream of macro-oriented 
stories in the media that present investors with new issues and 
events to digest. It’s important to remember that macro-driven risk 
aversion may create opportunity for equity investors; therefore, 
staying invested is essential. 

But to grasp that opportunity requires a different approach than 
simply investing in the broad market; investors need to be increas-
ingly selective. We believe that as the slow-growth U.S. economy 
continues, and the difference between leading growth companies 
and laggards widens, there is an outsized opportunity for long-term 
investors to improve their portfolio returns. 
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TABLE 1: DESPITE SLOW GROWTH IN THE U.S. ECONOMY …

Continued Slow-Growth Economy

Real GDP Growth1 2.6%

PCE Inflation2 1.6%

10-Year Treasury3 1.5%

Source: Bureau of Economic Analysis.  1Real gross domestic product (GDP) year over year as of 12/31/2015.  Data are most recent available.  2Personal Consumption Expenditures (PCE) Index year over year as of 02/29/2016.  Data available on 
a one-month lag.  PCE is a measure of inflation that looks at price changes of consumer goods and services.   310-year Treasury as of 03/31/2016.  Past performance is not a reliable indicator or a guarantee of future results.
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CHART 2: … SECULAR GROWTH COMPANIES ARE BUCKING THE TREND, AND THRIVING* 

Source: Bloomberg and FactSet.  *Based on holdings in the Russell 1000 Growth Index from 03/31/2011 through 03/31/2016.  Data are the most recent available. Performance quoted represents past performance. Past performance is not a 
reliable indicator or a guarantee of future results. 

1Investment Company Institute data; cash and short-term assets.  Total cash and short-term assets include money market assets (ICI), large time deposits, all commercial banks, NSA (not seasonally adjusted), savings deposits, and small 
time deposits.

https://www.lordabbett.com/en/perspectives/marketview/us-corporate-earnings-five-key-takeaways.html


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 fluctuate. 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 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 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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