
With 2017 nearly in the books, investors are eager to look ahead 
to what might be in store for the new year. In previous weeks, we’ve 
covered the outlook for fixed-income investments and the global 
economy. Now, it’s equities’ turn. Here, we present insights on major 
equity categories in U.S. and international markets from Lord Abbett 
investment strategists Joseph Graham and Brian Foerster.

DIVIDEND/LARGE-CAP EQUITY 
Joseph Graham

Many dividend-paying stocks have enjoyed solid gains alongside 
the broader market in 2017. Still, as in other recent years, the 
prospect of rising interest rates 
has led to some lingering 
caution among equity investors 
regarding their exposure to 
dividend payers. Some of this 
caution is warranted. Rising rates can impede the relative perfor-
mance of high dividend-payout stocks, often found in slower-growth 
sectors such as utilities, real estate investment trusts, telecom 
services, and consumer staples. 

Right now, though, current expectations for rising rates have 
resulted in an interesting valuation discount: dividend-paying stocks 
as a group appear more attractive now on a relative basis than they 
have in some time. J.P. Morgan research found that a basket of 
stocks representing a dividend yield style of investing currently 
trades with a forward price-to-earnings (P/E) ratio of 16.2x, compared 
to the broader market (as represented by the S&P 500® Index) at 
19.0x. While dividend payers historically have traded at a discount to 
the market, today’s spread is nearly four times wider than normal 
(-2.8x, versus the 10-year average discount of -0.8x).

To be sure, the specter of rising rates should at least be given a 
second thought. Remember that analysts have predicted long-term 
rate increases every year since 2009—to little avail. To put it mildly, 
experts’ prognostications concerning interest-rate moves have had 
little, if any, predictive value in recent years. 

In addition, the impact of rising rates on dividend stocks as a 
group is often oversimplified. There are a great many stocks that 
have both earnings growth and pay a dividend. Technology stocks, for 
example, now make up 9% of all dividend payers in the Russell 1000® 
Index, up from 6% only 10 years ago, and actually are some of the 
largest dividend payers around. The earnings growth component of 
stocks, such as those in the technology sector, may well overwhelm 
the interest-rate sensitivity of the dividend component. We think it is 
important to include economically sensitive equities in any dividend-
oriented portfolio in order to counterbalance the potential impact of 
rising rates on the slower-growth “bond proxy” sectors.

It is possible that sourcing these alternative sources of dividends 
will get easier next year. Less costly repatriation of foreign cash 
reserves under a revised U.S. tax code may well fill the coffers of 
many large, global companies, and increased dividend payments are 
a logical use of that cash. 

GROWTH AND SMALL-/MID-CAP EQUITIES 
Brian Foerster

We believe the U.S. economy is transitioning from a long period of 
slow and shallow growth, driven largely by quantitative easing, to a fun-
damentally driven phase of this expansion. And that’s good news. 
Throughout 2017, we’ve seen strong earnings growth in many indus-
tries, and perhaps even more 
important, there has been 
evidence of strengthening top-line 
revenue growth, which reflects 
the organic growth of business 
itself, not just cost-cutting measures. And that’s something that’s been 
absent for quite some time. In such an environment, we would expect to 
see continued strength in high-growth stocks across all market capital-
izations. Moreover, should we get long-anticipated fiscal stimulus out of 
Washington, D.C., we would anticipate the long-awaited resurgence of 
small-cap stocks and cyclically oriented value stocks that could benefit 
from broadening economic growth in the United States.
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n What should equity investors be watching in the coming year? We asked Lord Abbett investment professionals for their views.

n Joseph Graham, investment strategist, notes that current expectations for rising rates have resulted in an “interesting” valuation discount 
for U.S. dividend-paying equities.

n Graham also notes that repatriation of foreign cash reserves under a revised U.S. tax code may prompt large, global companies to boost dividend 
payments.  

n Brian Foerster, investment strategist, says that ongoing solid economic growth in the United States could lead to continued strength in 
high-growth stocks across all market capitalizations.

n Meanwhile, U.S. small-cap stocks likely would benefit more significantly than large caps from proposed changes to the corporate tax code.

n Turning to international equities, Foerster says valuations outside the United States are notably lower than those in U.S. equity markets.

n As for specific opportunities, Foerster thinks international small-cap equities, both in developed markets and in select emerging markets, 
show particular appeal. 

Expectations for rising rates  
have resulted in an interesting 
valuation discount for U.S. 
dividend-paying equities.

Small-cap stocks may benefit 
from changes to the U.S. tax 
code even more meaningfully 
than large caps.
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Segments of the U.S. economy experiencing secular growth 
(meaning, not dependent on strong economic growth) have returned 
to favor in 2017, and have delivered compelling growth rates. High-
growth stocks in such areas as biotechnology, cloud software, 
e-commerce, and hosted software, all have experienced periods of 
robust growth. Many of these companies represent the engines of 
the technological revolution, and they, in turn, are influencing not 
only the information technology sector but also areas such as health 
care, industrials, and machinery. 

Last, within the United States, the impact of proposed changes to 
the corporate tax code likely will benefit small-cap stocks more 
meaningfully than large caps, both because smaller companies 
derive most of their revenues from the United States and they have, 
on average, paid higher effective tax rates. Note that small caps now 
have underperformed mega-caps significantly in the United States 
for four calendar years. We think the market’s preference for the 
perceived safety of mature companies could be coming to an end as 
investor optimism about corporate earnings improves. 

INTERNATIONAL EQUITIES 
Brian Foerster

In terms of international equities, valuations outside the United 
States are meaningfully lower than what we see in the U.S. equity 
markets. We also see some interesting investment themes.  
For example, in India and Malaysia, we 
are seeing a rapid maturation of their 
housing finance markets over the last 
decade, creating opportunities for well-
capitalized private lenders to structure 
attractive lending products for consumers, which in turn is creating the 
same type of wealth effect that evolved in the United States during  
the 1940s and 1950s, as the nation regrouped after the war.

Where else might investors find opportunity? We believe that 
investors should consider a meaningful allocation to international 
small-cap equities, both in developed markets and in select emerging 
markets. This is an asset class that is largely under-covered by Wall 
Street analysts, making it a highly inefficient market where active 
managers can uncover attractive opportunities that can be substan-
tially mis-priced relative to future earnings growth. Investment expo-
sures in this asset class are also more idiosyncratic as well as 
country- and sector-specific, meaning they are less directly exposed 
to global macro risks. 

Always mindful of such risks, we are nonetheless bullish on 
non-U.S. small-cap stocks in both the near term, due to attractive 
economic conditions, and for long-term strategic positioning. In par-
ticular, we think multiple expansion and strengthening corporate 
earnings could unfold in the eurozone, as GDP growth finally begins 
to creep higher. Also, China’s economic activity appears to be much 
stronger than the dour expectations that caused such grave concern 
in late 2015 and early 2016. [Remember that international investing 
involves risks, which are often heightened for investments in emerging/
developing markets or smaller capital markets.]

2

Scant analyst coverage of 
non-U.S. small caps may 
offer opportunities for 
active managers.



IMPORTANT INFORMATION
This article is being provided for informational purposes only and is intended to illustrate certain information analyzed during the research process. It does not constitute a recommendation, offer or solicitation to buy or 
sell any securities or to adopt any investment strategy, nor investment advice, and should not be used as the basis for any investment decision. This is not a representation of any securities Lord Abbett purchased or would 
have purchased or that an investment in any securities of such issuers would be profitable.

Keep in mind that all investments carry a certain amount of risk including possible loss of the principal amount invested. No investment strategy, including diversification and asset allocation, guarantees a profit 
or protects against a loss. Stock markets and investments in individual stocks are volatile and can decline significantly in response to issuer, market, economic, industry, political, regulatory, geopolitical, and other 
conditions. There is no assurance that past trends will continue into the future. 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. Investments in either growth or value stocks may shift in and out of favor for long periods of time, depending on market and economic conditions. 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. Small and mid-cap company stocks tend to be more volatile and may be less liquid than large cap company stocks. Mid cap companies typically experience a 
higher risk of failure than large cap 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. 
Non-U.S. equity securities generally pose greater risks than domestic securities, including greater price fluctuations and higher transaction costs. Investments outside the United States also may be affected by changes 
in currency rates or currency controls. With respect to certain countries outside the United States, there is a possibility of nationalization, expropriation or confiscatory taxation, imposition of withholding or other taxes, 
and political or social instability that could affect investments in those countries. These risks can be greater in the case of emerging country securities. 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.

Glossary of Terms

Treasuries iare 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. Although U.S. government securities are 
guaranteed as to payments of interest and principal, their market prices are not guaranteed and will fluctuate in response to market movements.

Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.

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

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 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 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.

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 invest-
ment 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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