
March 2021 Small Cap Growth Market Update

Shifting Market Leadership—Russell 2000 Growth Index

For the past three years, leader-
ship in small cap growth stocks 
has come from the most expen-

sive stocks (as measured by price to 
earnings ratio on expected earnings 
in fiscal year two) and from the stocks 
of companies with negative earnings. 
Looking at the returns in Table 1, it is 
clear why momentum-oriented inves-
tors have become so enamored with 
the most expensive stocks and nega-
tive earners, with the tenth decile up 
124% since September 30th of 2017 
and with negative earners up 73%. 
The cheapest stocks barely budged 
during the same time frame. 

However, this period is an anomaly. 
At the end of 2020, the P/E ratios of 
each bucket of stocks looked similar to 
those at the end of 1999 at the peak 
of the Technology Bubble. We took a 
look back at how the P/E buckets per-
formed for the period from December 
31, 1999 through September 30, 2017. 
Chart 1 provides a visual depiction of 
the growth of a $1 invested in each 
P/E decile. As the chart illustrates, 

the first five deciles (the cheapest five) 
provided healthy returns for investors. 
The tenth decile and negative earners 
provided negative returns for the entire 
173/4 year period. Let that sink in…
one would have lost money for almost 

two decades. At the nadir, an invest-
ment in the most expensive bucket 
would have been down a cumulative 
78% in early 2009. An investment in 
the negative earners would have been 
down 87% during the same period. 

The Disclosures Section is an integral part of this presentation.

(1)	Please refer to the disclosure entitled “Construction of P/E by Decile” in the Disclosures Section.
Source: FactSet

TABLE 1
TOTAL RETURN FOR RUSSELL 2000 GROWTH STOCKS  
GROUPED BY P/E DECILES(1)

10/1/2017– 
12/31/2020

Cheapest 2%

2nd Decile 22%

3rd Decile 37%

4th Decile 16%

5th Decile 13%

6th Decile 32%

7th Decile 50%

8th Decile 58%

9th Decile 66%

Most Expensive 124%

Negative Earnings 73%

CHART 1
GROWTH OF $1—RUSSELL 2000 GROWTH STOCKS BY P/E DECILE(1)

Data from 12/31/1999–9/30/2017.
(1)	Please refer to the disclosure entitled “Construction of P/E by Decile” in the Disclosures Section.
Source: FactSet
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Table 2 outlines the cumulative re-
turns for each of the two periods and 
year-to-date 2021. In our view, the 
tide has turned. Even with the recent 
pullback in expensive stocks, they 
remain as expensive as they were at 
year-end 2020, with the tenth decile 
sporting an average price-to-earnings 
ratio on fiscal year two estimated earn-
ings of 200 times. This is more than 
three times the historical norm for this 
bucket as measured from the end of 
2002 through 2018, which suggests 
that there is no reasonable bottom 

from which an investor in these stocks 
can rely. 

The portfolio management team for 
the Renaissance Small Cap Growth 
Strategy has consistently sold the most 
expensive winners over the past year. 
Today, the average P/E of the portfo-
lio is 23.4x versus 53.4x for the rest of 
our universe (as of the close on March 
5). Using a more normalized calcula-
tion of P/E by throwing out the 5% 
outliers from our portfolio and the 
rest of the universe, our portfolio still 
looks very attractive on valuation with 

a P/E of 22.9x versus 31.8x for the rest 
of the universe. This is the first time 
in many years that we have felt com-
pelled to tilt decidedly toward value 
for our clients. With the economy set 
to re-open in the U.S. and projected 
strong GDP growth, the backdrop for 
higher quality, more mature compa-
nies with reasonable stock valuations 
looks like a great place to focus invest-
ment dollars to us.

We are not suggesting that history 
will repeat itself, but we certainly do 
believe it will rhyme.

TABLE 2
RUSSELL 2000 GROWTH STOCKS GROUPED BY P/E DECILES(1)

TOTAL RETURN 
12/31/1999– 
9/30/2017

TOTAL RETURN 
9/30/2017–
12/31/2020

TOTAL RETURN 
2021 YTD 

AS OF 3/5/2021

AVERAGE P/E 
AS OF  

3/5/2021

RENAISSANCE 
PORTFOLIO  
EXPOSURE  

AS OF 3/5/2021(2)

Cheapest 913% 2% 18% 7.6x 11%

2nd Decile 640% 22% 20% 12.2x 9%

3rd Decile 511% 37% 17% 15.3x 6%

4th Decile 682% 16% 11% 17.7x 15%

5th Decile 830% 13% 11% 19.9x 13%

6th Decile 398% 32% 14% 23.1x 13%

7th Decile 196% 50% 6% 27.6x 7%

8th Decile 197% 58% 12% 34.5x 17%

9th Decile 47% 66% 4% 51.2x 9%

Most Expensive -14% 124% 5% 200.0x 0%

Negative Earnings -62% 73% 9% NMF(3) 0%

This Market Update reflects the thoughts of Renaissance as of March 5, 2021. This information has been provided by Renaissance Investment Management. All mate-
rial presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This is not to be construed as an offer to buy or sell any 
financial instruments and should not be relied upon as the sole factor in an investment making decision, nor should it be considered a recommendation. The views and 
opinions expressed are those of the Portfolio Manager at the time of publication and are subject to change. There is no guarantee that these views will come to pass. As 
with all investments, there are associated inherent risks. Please obtain and review all financial material carefully before investing. 

C O N S T R U C T I O N  O F  P / E  B Y  D E C I L E 
Each P/E decile represents the universe of profitable companies in the Russell 2000 Growth Index as of 12/31/1999 broken down into ten buckets of companies with 
an equal number of companies in each bucket. The companies were placed in their respective buckets based upon their price-to-earnings ratio on estimated earnings-
per-share for fiscal year two. Returns for the stocks were then calculated for the subsequent calendar quarter. The deciles were then recalculated the next quarter-end and 
each quarter thereafter through 12/31/2020. The average P/E as of 3/5/2021 was calculated in a similar fashion using data as of the market close on March 5th. For each 
decile, the average P/E was calculated using a trigonometric mean, throwing out 10% of the outliers. 

D I S C L O S U R E S

(1)	Please refer to the disclosure entitled “Construction of P/E by Decile” in the Disclosures Section.
(2)	Renaissance Small Cap Growth Portfolio weights based on a representative account.
(3)	Not meaningful figure.
Source: FactSet
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Renaissance Investment Management
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P E R F O R M A N C E 
If Renaissance or benchmark performance is shown, it represents historically achieved results, and is no guarantee of future performance. Future investments may be made 
under materially different economic conditions, in different securities and using different investment strategies and these differences may have a significant effect on the 
results portrayed. Each of these material market or economic conditions may or may not be repeated. Therefore, there may be sharp differences between the benchmark 
or Renaissance performance shown and the actual performance results achieved by any particular client. Benchmark results are shown for comparison purposes only. 
The benchmark presented represents unmanaged portfolios whose characteristics differ from the composite portfolios; however, they tend to represent the investment 
environment existing during the time periods shown. The benchmark cannot be invested in directly. The returns of the benchmark do not include any transaction costs, 
management fees or other costs. The holdings of the client portfolios in our composites may differ significantly from the securities that comprise the benchmark shown. 
The benchmark has been selected to represent what Renaissance believes is an appropriate benchmark with which to compare the composite performance. 

The value of an investment may fall as well as rise. Please note that different types of investments involve varying degrees of risk and there can be no assurance that any 
specific investment will either be suitable or profitable for a client or prospective client’s investment portfolio. Investor principal is not guaranteed and investors may not 
receive the full amount of their investment at the time of sale if asset values have fallen. No assurance can be given that an investor will not lose invested capital. Consul-
tants supplied with these performance results are advised to use this data in accordance with SEC guidelines. The actual performance achieved by a client portfolio may 
be affected by a variety of factors, including the initial balance of the account, the timing and amount of any additions to or withdrawals from the portfolio, changes 
made to the account to reflect the specific investment needs or preferences of the client, durations and timing of participation as a RIM client, and a client portfolio’s 
risk tolerance, investment objectives, and investment time horizon. All investments carry a certain degree of risk, including the loss of principal and are not guaranteed 
by the U.S. government.

R U S S E L L  D A T A
FTSE Russell is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes. Russell® is a trademark of FTSE Russell. 
This presentation may contain confidential information and unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited. This is a 
presentation of Renaissance Investment Management. FTSE Russell is not responsible for the formatting or configuration of this material or for any inaccuracy 
in Renaissance’s presentation thereof.

R E F E R E N C E D  I N D E X
(Indices are unmanaged and are not available for direct investment.)

Russell 2000 Growth Index—The Russell 2000 Growth Index is composed of the smallest 2,000 of the 3,000 largest U.S. companies based on total market capitaliza-
tion with higher price-to-book ratios and higher forecast growth values.


