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“The individual investor should act consistently as an investor and not as a speculator.”
-Benjamin Graham, Warren Buffett’s mentor
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One of the most pervasive themes in global equity
markets in 2017 has been investors’ insatiable appetite
for growth – no matter the price. The leader of our
investment team, George Shipp, has said investors
should not divide the investing world between growth or
value, we want to invest in both. Thankfully as we come
toward the end of the year we have a number of stocks
in the portfolios that have attractive growth and value
characteristics. What has been remarkable this year is
the willingness of the market to pour money into stocks
with meaningful revenue growth regardless of valuation
and a corresponding disdain for value. Perhaps nowhere
is this dynamic represented better than in the
performance of the infamous FANG stocks (Facebook,
Amazon, Netflix, and Google). In 2017, FANG stocks
equally weighted are up roughly four times the S&P 500.
Market strategists have attributed the reason for their
exceptional performance due to their secular growth
stories that should play out with a high degree of
certainty.
FANG has led the performance of growth stocks in 2017
with the Russell 1000 Growth up 28% as of the end of
November versus the 12% increase in the Russell 1000
Value. Another view of the quest for growth regardless

of price can be found in the performance of the top 10%
of growth stocks in various benchmarks. In the S&P
500, for example, the top 10% of stocks ranked by sales
growth over the past year are up 27% year-to-date, or
35% above the performance of the index according to
Bloomberg. But these stocks are trading at valuations
roughly twice that of the index on a price-to-earnings
ratio. Globally the same dynamic can be witnessed. In
the Bloomberg World Index using the same criteria, the
top 10% of growers were up 65% more than the index
and are trading at roughly a 50% premium on an
earnings basis. Clearly, investors are paying less
attention to valuation and more for growth dynamics.
Going back to FANG and what has driven price
appreciation this year, we can break down the roughly
50% equally weighted total return for the four stocks
between valuation expansion and earnings growth.
Since the beginning of the year FANG’s price to earnings
multiple has expanded almost 30% from 35x to 45x
forecasted earnings. In the meantime, earnings for the
first nine months of 2017 are up 22%, so the majority of
price appreciation is driven not by earnings but investors
placing a higher value on those earnings.
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Lower valuations have typically helped stock prices
outperform, but not this year. Ned Davis Research notes
that over the past 33 years, the simple valuation
measure of stocks that are cheap on price relative to
their revenues would typically outperform by 3.6% per
year, but this year that characteristic has resulted in
(13%) underperformance. Likewise Merrill Lynch’s
domestic and global strategists note that a value bias in
the general market has not helped performance in 2017.
In the S&P 500, for example, the cheapest 10% of the
index has underperformed by 15% since October.
Likewise, in the MSCI ACWI index, value has
underperformed by 7.1% this year as seen in the chart
above.
It’s worthwhile to note that within FANG our portfolios
own Google. What makes Google different within FANG
is that Google generated

the majority of FANG profits as of the end of September
(57%). Google is also the cheapest of the FANG
components and trades at a price to earnings multiple
below its forecasted 2018 growth rate, a common
indicator of value relative to growth. Our ownership of
Google within FANG is indicative of our investment
approach of looking for unique growth companies, but
also with attractive valuation characteristics – we want
both growth and value.
As always, we thank you for your interest and trust
managing your investments.
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The Chartered Financial Analyst® (CFA) charter is a graduate-level investment credential awarded by CFA Institute — the largest global association of
investment professionals. To earn the CFA charter, candidates must: 1) pass three sequential, six-hour examinations; 2) have at least four years of
qualified professional investment experience; 3) join CFA Institute as members; and 4) commit to abide by, and annually reaffirm, their adherence to the
CFA Institute Code of Ethics and Standards of Professional Conduct.
The opinions contained in the preceding commentary reflect those of Sterling Capital Management LLC, and not those of BB&T Corporation or its
executives. The stated opinions are for general information only and are not meant to be predictions or an offer of individual or personalized investment
advice. They also are not intended as an offer or solicitation with respect to the purchase or sale of any security. This information and these opinions are
subject to change without notice. Any type of investing involves risk and there are no guarantees. Sterling Capital Management LLC does not assume
liability for any loss which may result from the reliance by any person upon any such information or opinions.
Investment advisory services are available through Sterling Capital Management LLC, a separate subsidiary of BB&T Corporation. Sterling Capital
Management LLC manages customized investment portfolios, provides asset allocation analysis and offers other investment-related services to affluent
individuals and businesses. Securities and other investments held in investment management or investment advisory accounts at Sterling Capital
Management LLC are not deposits or other obligations of BB&T Corporation, Branch Banking and Trust Company or any affiliate, are not guaranteed by
Branch Banking and Trust Company or any other bank, are not insured by the FDIC or any other government agency, and are subject to investment risk,
including possible loss of principal invested.
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