
MARKET VIEW
GROWTH STOCKS: SEPARATING THE WHEAT FROM THE CHAFF
As growth stocks have continued to lead the market higher in 2017, it may be prudent of investors 

to take a more discerning approach to their growth exposures.
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Growth equities (as represented by the Russell 1000 Growth 
Index) have been the top performers in the domestic equity market 
in 2017, driven by a strong near-term fundamental backdrop and 
favorable long-term trends for many growth industries, according 
to FactSet. As e-commerce continues to disrupt marketplaces, 
cloud computing transforms entire industries, and biotechnology 
advances spawn revolutionary treatments for chronic diseases, 
some investors anticipate a prolonged period of strong performance 
for the stocks of the most dynamic companies in the market today.

However, as shrewd investors are keenly aware, flows directed 
toward a growth style of investing have not been limited to the fast-
growing, innovative companies that are rapidly changing the world 
we live in. Instead, broad investor demand for growth beta has led 
to a “rising tide lifts all boats” environment, where a stock’s 
presence in an index has superseded its fundamentals.   

When looking at a common benchmark representative of growth 
stocks, such as the Russell 1000 Growth Index, it becomes clear 
why the indiscriminate buying of growth beta might be problematic 
for investors: many of the top names in the index are growing 
slowly, if at all. (See Table 1.)

For a confluence of reasons, many slow-growth stocks have found 
their way into the Russell 1000 Growth Index, which may surprise 
investors who are seeking exposure to innovative growth companies. 
In addition, many of these slow-growth stocks lack the favorable  
fundamental and secular tailwinds that may drive the stocks of 
genuine growth companies in subsequent years, yet they still have 
been bid up amid strong demand for growth beta.

For discerning growth investors, it is these slow-growth names 
that may give them the most pause. However, rather than dismissing 
the whole group entirely, investors may be better served by taking a 
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TABLE 1. MANY OF THE TOP NAMES IN THE RUSSELL 1000 GROWTH INDEX ARE GROWING SLOWLY
AS OF 6/30/2017

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. The information shown is not intended to be relied upon as a forecast, 
research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are 
not available for direct investment. Equity securities are subject to market risk which means their value may fluctuate in response to general economic and market conditions and the perception of individual issuers. Investments in 
equity securities are generally more volatile than other types of securities.

HOLDING HISTORICAL 3-YEAR SALES GROWTH (%)* PRICE TO EARNINGS FY1
Apple Inc. 7.7 16.2

Microsoft Corporation 1.4 22.7
Alphabet Inc. Class A & Class C** 15.5 27.5

Amazon.com, Inc. 22.2 144.0
Facebook, Inc. Class A 50.3 31.2

Home Depot, Inc. 6.3 21.2
UnitedHealth Group Incorporated 15.1 18.9

Visa Inc. Class A 11.0 27.8
Comcast Corporation Class A 7.1 19.6

Altria Group, Inc. 3.1 22.7
PepsiCo, Inc. -1.8 22.5

Coca-Cola Company -4.5 23.8
McDonald’s Corporation -4.7 23.9

3M Company -0.7 23.3
AbbVie, Inc. 11.3 13.1

Mastercard Incorporated Class A 8.7 28.2
Walt Disney Company 5.6 17.9

Boeing Company 1.8 21.1
Celgene Corporation 19.3 17.8
Broadcom Limited 80.5 14.8

https://www.lordabbett.com/en/perspectives/marketview/style-shock-how-does-slow-stock-get-into-growth-index.html


more selective approach to their portfolios’ growth allocations, with 
an emphasis on the high-growth stocks that have the potential to 
outperform over the long term. (See Table 2.)

While high-growth companies have had higher valuations than 
companies with slower growth, they historically have demonstrated 
strong earnings growth and their stocks have delivered outsized 
returns relative to the rest of the market. However, these high-growth 
stocks have been accompanied by higher levels of volatility than their 
slow-growth peers due to the dynamic nature of their businesses; 
therefore returns may be different in the future. (See Chart 1.)

Given the slow-growth names embedded in popular growth 
indexes, and the historical volatility in high-growth stocks, investors 
may choose to consider an active and flexible approach to their 
portfolios’ growth exposure. Why? Because an active approach can 
focus on the stocks of dynamic and innovative growth companies 
propelling many growth industries forward, while carefully navi-
gating the volatility that tends to accompany the most exciting 
companies in the market.
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Source: FactSet and Lord Abbett. Based on annual reported earnings. Data most recently available. 
The average top 10% of high-revenue growth stocks were chosen by screening all companies with a market capitalization greater than $10 billion at the end of each three-year time period and then stacking the companies according to 
their revenue growth over that three-year time period. The historical data shown are for illustrative purposes only and do not represent an specific portfolio by Lord Abbett or any particular investment. Performance quoted represents 
past performance. Past performance is not a reliable indicator or a guarantee of future results. Indexes are unmanaged and are not available for direct investment.

TABLE 2. HIGH-GROWTH COMPANIES HAVE BEEN WORTH THEIR PREMIUM
THREE-YEAR ROLLING AVERAGES (12/31/2006-12/31/2016) 

REVENUE GROWTH P/E RATIOS
(Average Starting P/E)

AVERAGE ANNUAL
EARNINGS GROWTH

ANNUALIZED 
RETURN

Top 10% 29.3 10.7% 32.5%

Bottom 90% 16.2 2.3% 13.3%

Highest Revenue
Growth Companies High P/E Ratios

High Earnings
Growth

Higher Average
Returnshave had but offered which had led to

Source: FactSet and Lord Abbett. Based on annual reported earnings. Data most recently available. 
The average top 10% of high-revenue growth stocks were chosen by screening all companies with a market capitalization greater than $10 billion at the end of each three-year time period and then stacking the companies according to 
their revenue growth over that three-year time period.  The historical data shown are for illustrative purposes only and do not represent an specific portfolio by Lord Abbett or any particular investment.  Performance quoted represents 
past performance.  Past performance is not a reliable indicator or a guarantee of future results.  Indexes are unmanaged and are not available for direct investment.

CHART 1. HIGH-GROWTH STOCKS HAVE BEEN INHERENTLY MORE VOLATILE
THREE-YEAR STANDARD DEVIATION OF RETURNS (12/31/2013-12/31/2016) 
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INVESTMENT-LED. INVESTOR-FOCUSED.
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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. Historically 
speaking, growth and value investments tend to react differently during the economic cycle. Since value stocks are often cyclical in nature, they may benefit from the increased spending that usually occurs during an economic 
expansion. Growth stocks may also perform well during an expansion, but they may also be out of favor during market downturns, when investors pay more attention to price ratios. 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. Technology and Internet-related stocks, especially of smaller, less-seasoned companies, tend to be more volatile than 
the overall market. No investing strategy can overcome all market volatility or guarantee future results.

References to specific securities and issuers are for illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell such securities. The securities referenced may or may not 
be held in portfolios managed by Lord Abbett and, if such securities are held, no representation is being made that such securities will continue to be held.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

This article 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.

Statements concerning financial market trends are based on current market conditions, which will fluctuate. There is no guarantee that markets will perform in a similar manner under similar conditions in the future. Past 
performance is not a guarantee or a reliable indicator of future results.

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

Beta is a measure of the volatility, or systematic risk, of a security or a portfolio in comparison to the market as a whole. Beta is used in the capital asset pricing model (CAPM), a model that calculates the expected return of an 
asset based on its beta and expected market returns. Also known as “beta coefficient.”

Standard deviation is a measure of the dispersion of a set of data from its mean. The more spread apart the data, the higher the deviation.

The information provided is not directed at any investor or category of investors and is provided solely as general information about Lord Abbett’s products and services and to otherwise provide general investment education. 
None of the information provided should be regarded as a suggestion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide impartial investment 
advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are an individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea, strategy, product or 
service may be appropriate for your circumstances.

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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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.
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