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PAYING FOR GROWTH? 

 

GROWTH SEEMS TO HAVE HAD A TREMENDOUS YEAR 

SO FAR. BUT HAS IS IT REALLY? A CLOSER LOOK MAY 

INDICATE OTHERWISE. 

2023 has marked a reversal of market and factor trends 

from the past couple of years. However, growth seems to be 

the one bright spot for investors. As the market continues to 

buy into the lofty growth expectations surrounding 

generative AI stocks and other tech and tech-adjacent 

names, we took a look under the hood to see what 

exposures investors are really paying for.  

 

Sectors not Growth 

Factors had some of the best years on record in 2021 and 2022. 2023 started off 

with spring-loaded markets fueled by slowing inflation and hopes of Fed rate 

cuts. This euphoria ignited a rally in growth stocks which continued into the 

second quarter. The Russell 1000 Growth Index is up 29.0% versus the Russell 

1000 Value Index return of only 5.1% (12/31/2022 – 6/30/2023).  Looking at 

cuts of the market formed on stock level characteristics, the growth factor 

during this time frame is up nearly 35% against broadly negative returns for 

other factors such as Value and Momentum (see Exhibit 1).  
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EXHIBIT 1: FACTOR RETURN SUMMARY (Q1-Q5 SPREADS) 

 
Source: FactSet, MSCI Barra. Russell 1000 Index : 12/31/2022- 6/30/2023. Shows performance of Factor Mimicking 
Portfolios that are long-short. Value, Momentum, Low Volatility, Quality and Dividend Yield are Northern Trust 
factor definitions which are sector neutral. Growth is sourced from Barra. Size is Market Cap. Represents top 
minus bottom quintile by count. This graph does not show actual performance results. For illustrative purposes 
only. Past performance is no guarantee of future results. Index performance returns do not reflect any 
management fees, transaction costs or expenses. It is not possible to invest directly in any index. 

 

But has growth really had the tremendous year that Exhibit 1 shows? When we dig a bit deeper, 

we see a very different picture.  In fact, when we looked within each sector at the top growth 

stocks, we see that growth is really only paying off within three sectors, and only meaningfully in 

two: Consumer Discretionary and Information Technology (see Exhibit 2). 

 

EXHIBIT 2: TOP QUARTILE OF BARRA GROWTH FACTOR SECTOR EXCESS RETURNS 

(RUSSELL 1000 INDEX)  

 

Source: Northern Trust, FTSE-Russell. From 12/31/2022 through 6/30/2023. Shows performance of Top 
Quartile of Growth (using Barra definition) in each sector relative to the Russell 1000. This graph does not show 
actual performance results. For illustrative purposes only. Past performance is no guarantee of future results. 
Index performance returns do not reflect any management fees, transaction costs or expenses. It is not 
possible to invest directly in any index. 

 
 

Ideally, when a factor is “working” it is doing so across most segments of the 

economy. Otherwise, we wonder whether it is the factor at all, or perhaps 

something else. Naturally, because growth has not worked in 8 of the 11 GICS 

sectors, controlling for sector exposures significantly reduces returns. In fact, 

when we compare returns for sector-neutralized factors versus non sector-
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neutralized factors so far this year, growth is the only factor where sector 

neutralization has made performance worse, a strong indication that sectors are 

a significant driver of the factor’s success this year (see Exhibit 3A). 

This phenomenon is true looking over 30 years at factor performance as well 

(Exhibit 3b). Northern Trust’s sector neutral Value, Momentum, Low Volatility, 

and Quality all exhibit positive risk-adjusted returns since 1990. These factors 

are where investors have been rewarded over the long run. Growth, on the 

other hand, has negative risk-adjusted returns both on a sector neutral and 

non-sector neutral basis, with sector-neutral looking worse.  

EXHIBIT 3A: SECTOR NEUTRAL VS RAW FACTOR RETURNS (% DIFFERENCE) RUSSELL 

1000 YTD 6/30/2023 

 

Source: Bloomberg, Northern Trust, FTSE-Russell. From 12/31/2022 through 6/30/2023. Shows performance of 
Factor Mimicking Portfolios that are long-short. Value, Momentum, Low Volatility,  Quality and Growth are 
sourced from Bloomberg. Represents top minus bottom quartile by count. This graph does not show actual 
performance results. For illustrative purposes only. Past performance is no guarantee of future results. Index 
performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to 
invest directly in any index. 

 

EXHIBIT 3B:FACTOR ANNUALIZED RISK-ADJUSTED RETURNS 12/31/1989- 

6/30/2023 

 

Source: Northern Trust, FTSE-Russell. From 12/31/1989 through 6/30/2023. Shows performance of Factor 
Mimicking Portfolios that are long-short. Risk-adjusted is calculated by taking the annualized return and dividing 
it by the annualized standard deviation. SN stands for sector neutral. Value, Momentum, Low Volatility, and 
Quality are Northern Trust factor definitions which are sector neutral. Growth is sourced from Barra. Represents 
top minus bottom quintile by count. This graph does not show actual performance results. For illustrative 
purposes only. Past performance is no guarantee of future results. Index performance returns do not reflect any 
management fees, transaction costs or expenses. It is not possible to invest directly in any index. 
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Paying for Volatility 

To go another level deeper, we looked at how the growth factor was performing 

within Volatility groups. In Exhibit 4, we look again at the returns of growth 

quartiles but within stock-level volatility quartiles. The highest volatility stocks 

(quartile 1) have a distinctly monotonic payoff to growth year-to-date. But 

looking at the medium to low volatility groups of stocks, growth is really not a 

differentiating factor. This is yet another indication that investors are not 

necessarily paying for growth, but something else; in this case they are paying 

for the high risk associated with speculation surrounding AI and idealistic 

growth expectations. 

EXHIBIT 4: GROWTH FACTOR QUARTILE EXCESS RETURNS VS VOLATILITY 

QUARTILES RUSSELL 1000 YTD 6/30/2023 

 

Source: Northern Trust, FTSE-Russell. From 12/31/2022 through 6/30/2023. Low Volatility and Growth are 
sourced from Barra. Represents top minus bottom quartile by count. This graph does not show actual 
performance results. For illustrative purposes only. Past performance is no guarantee of future results. 
Index performance returns do not reflect any management fees, transaction costs or expenses. It is not 
possible to invest directly in any index.  

 

Buyer Beware 

While on the surface, growth has performed historically well in 2023, a look 

under the hood tells a different story. We find that investors are really paying 

for select sector exposure and higher volatility for the chance of earning 

outsized returns. The small cohort of high volatility, high growth stocks may 

have provided benefit in the short-term. However, over the long term, exposure 

to growth has added to risk and not to returns. Investors are better off staying 

the course in tried and true factor strategies that have been shown over the 

long term to provide attractive risk-adjusted returns. That said, investors should 

not necessarily shun growth stocks altogether. Instead, investors need to be 

very discerning in how they build growth portfolios to be successful investing in 

growth over the long term. 
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For Use with Financial Professionals Only. Not For Retail Use.   
  
For Asia-Pacific (APAC) and Europe, Middle East and Africa (EMEA) markets, this information is directed to institutional, professional and wholesale 
clients or investors only and should not be relied upon by retail clients or investors. The information contained herein is intended for use with current or 
prospective clients of Northern Trust Investments, Inc (NTI) or its affiliates. The information is not intended for distribution or use by any person in any 
jurisdiction where such distribution would be contrary to local law or regulation. (NTI) and its affiliates may have positions in and may effect transactions in 
the markets, contracts and related investments different than described in this information. This information is obtained from sources believed to be 
reliable, its accuracy and completeness are not guaranteed, and is subject to change. Information does not constitute a recommendation of any 
investment strategy, is not intended as investment advice and does not take into account all the circumstances of each investor.  
 
This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation 
with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information 
as a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. References to specific securities and their issuers 
are for illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and 
trademarks are the property of their respective owners. Information is subject to change based on market or other conditions. 
 
All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy risks, advisor 
risk, and risks with respect to its investment in other structures. There can be no assurance that any portfolio investment objectives will be achieved, or 
that any investment will achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique can guarantee returns 
or eliminate risk in any market environment. Risk controls and models do not promise any level of performance or guarantee against loss of principal. Any 
discussion of risk management is intended to describe NTI's or its affiliates efforts to monitor and manage risk but does not imply low risk.  
 
Past performance is not a guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance returns 
contained herein are subject to revision by NTI or its affiliates. Comparative indices shown are provided as an indication of the performance of a particular 
segment of the capital markets and/or alternative strategies in general. Index performance returns do not reflect any management fees, transaction costs 
or expenses. It is not possible to invest directly in any index. Net performance returns are reduced by investment management fees and other expenses 
relating to the management of the account. Gross performance returns contained herein include reinvestment of dividends and other earnings, 
transaction costs, and all fees and expenses other than investment management fees, unless indicated otherwise. For additional information on fees, 
please refer to Part 2A of the Form ADV or consult an NTI representative. 
 
Forward-looking statements and assumptions are NTI's or its affiliates current estimates or expectations of future events or future results based upon 
proprietary research and should not be construed as an estimate or promise of results that a portfolio may achieve.  Actual results could differ materially 
from the results indicated by this information.  
 
Hypothetical portfolio information provided does not represent results of an actual investment portfolio but reflects representative historical performance 
of the strategies, funds or accounts listed herein, which were selected with the benefit of hindsight. Hypothetical performance results do not reflect actual 
trading. No representation is being made that any portfolio will achieve a performance record similar to that shown. A hypothetical investment does not 
necessarily take into account the fees, risks, economic or market factors/conditions an investor might experience in actual trading. Hypothetical results 
may have under- or over-compensation for the impact, if any, of certain market factors such as lack of liquidity, economic or market factors/conditions. 
The investment returns of other clients may differ materially from the portfolio portrayed. There are numerous other factors related to the markets in 
general or to the implementation of any specific program that cannot be fully accounted for in the preparation of hypothetical performance results. The 
information is confidential and may not be duplicated in any form or disseminated without the prior consent of NTI or its affiliates. 
 
Northern Trust Asset Management is composed of Northern Trust Investments, Inc., Northern Trust Global Investments Limited, Northern Trust Fund 
Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K., Northern Trust Asset Management Australia Pty Ltd, NT Global Advisors, Inc., 
50 South Capital Advisors, LLC and investment personnel of The Northern Trust Company of Hong Kong Limited and The Northern Trust Company. 
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