
Alger On the Money

Inspired by Change, Driven by Growth.Alger is a signatory to the PRI and carbon neutral.

•  Growth stocks have historically traded at a premium to value stocks. However, they are now at the 
epicenter of the duration trade, which in our view involves investors selling shares of companies 
with potential for generating strong long-term growth and flocking to “short-duration companies,” 
or those companies with relatively high current earnings and low prospects for growth. These 
short-duration companies generally distribute cash to shareholders through dividends and share 
repurchases.

•  This duration trade has resulted in small cap growth equities becoming cheaper than their small 
value cousins based on price-to-free cash flow (see above). We believe it may be the best of both 
worlds for small cap growth investors given that these stocks are less expensive than small value 
equities, and they generally also have higher operating margins, return on capital and stronger 
balance sheets.

•  We believe the market’s desire for current cash flows amid rising interest rates and the subse-
quent underperformance of small cap growth stocks, which by some metrics are the least expen-
sive they have been relative to the broad market in over two decades, may have created a unique 
buying opportunity where growth has become value. 

Growth Cheaper Than Value?
In theory, growth stocks are supposed to be more expensive than value stocks because 
the former generally have stronger operating metrics, including higher growth rates. But if 
growth stocks were actually cheaper than value stocks, would that be the best of both the 
valuation and fundamental worlds for investors? 
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Source: FactSet data through April 2022. See disclosures for additional data on small cap metrics.
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Small Growth Trading at a Discount to Value
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The S&P 600 Growth Index measure the performance of small cap growth equities as determined by sales growth, the ratio of earnings change to price, and momentum.  The 
S&P 600 Value Index measures the performance of small cap value stocks as determined by the ratios of book value, earnings, and sales to price.

As of the end of 2021, the S&P 600 Growth Index had an operating margin of 14.5%, a return on equity of 18.8% and net debt to earnings before interest, taxes, depreciation 
and amortization (EBITDA) of 1.9x compared to the S&P 600 Value Index with a 7.6% operating margin, a 10.1% return on equity and a 2.5x net debt to EBITDA of earnings. 

The views expressed are the views of Fred Alger Management, LLC as of May 2022. These views are subject to change at any time and may not represent the views of all port-
folio management teams. These views should not be interpreted as a guarantee of the future performance of the markets, any security or any funds managed by Fred Alger 
Management, LLC. These views are not meant to provide investment advice and should not be considered a recommendation to purchase or sell securities. 

Risk Disclosure: Investing in the stock market involves certain risks, including the potential loss of principal. Growth stocks may be more volatile than other stocks 
as their prices tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Local, regional or global 
events such as war, acts of terrorism, the spread of infectious illness such as COVID-19 or other public health issues, recessions, or other events could have a significant 
impact on investments.


