
KEY TAKEAWAY

 To potentially generate above-
average returns, investors
may need to look for “Top
Growers,” which were
concentrated in smaller-cap
companies and in the most
innovative sectors over the
last three years.

Top Growers
(>20% Sales Growth)

Russell 
3000 Index

# of Stocks 132 3,000
Avg. 1-Year Sales Growth* (median) 34.1% 8.0%

Trailing 1-Year Price Return (average) 37.2% 10.7%
Trailing 1-Year Price Return (median) 26.7% 6.7%

1-Year Annualized Price Volatility (average) 24.9% 17.9%
1-Year Annualized Price Volatility (median) 15.0% 10.5%

3-Year Annualized Price Return (average) 21.6% 6.9%
3-Year Annualized Price Return (median) 19.0% 7.9%

3-Year Annualized Price Volatility (average) 61.3% 44.0%
3-Year Annualized Price Volatility (median) 36.7% 29.6%

As a dynamic growth investor, we believe finding companies that can deliver and
sustain earnings growth is a vital part of the investment solution to generate above-
average returns to meet our clients’ long-term capital appreciation goals.

As a thought experiment, we recently examined US-listed companies within the
broad-market Russell 3000 Index that have demonstrated sustained exceptional
growth over the last three years, a cohort we called “Top Growers.” It’s a short time
period, we acknowledge, yet we observed a few traits of Top Growers that readers
may consider as they think about where to engage active managers:

– Top Growers delivered above-market returns over the last three years
– They were scarce, a small subset of the US equity universe
– They were predominantly small-cap companies
– Top Growers were concentrated in the most innovative sectors

As you can see below in Exhibit 1, Top Growers, companies we defined as those with
20% or higher sales growth rates in each of the last three consecutive years,
generated above-market returns. Over the last three years, the median Top Growers
returned 19% annually. That’s nearly 2.5x higher than the 8% median company
return in the Russell 3000 Index—and with less than a 25% increase in price volatility.

Yet Top Growers were scarce. Less than 5% or 132 of 3,000 stocks in the Russell 3000
Index grew at a 20% or greater clip in each of the last three years.
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As of December 31, 2017. Source: FactSet. Price volatility is the annualized standard deviation of monthly price returns.
* Average 1-Year Sales Growth over the last three calendar years

Exhibit 1: Sales Growth, Price Return and Volatility Comparison of Top Growers to Broad Market
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Conclusion
Unearthing and investing in Top Growers, companies that have shown the potential to deliver above-market rates of
return with only modestly higher volatility, may require expertise in smaller-cap companies and research specialists in
the most innovative sectors, such as technology and healthcare.

Concentrated in Innovative Sectors
Also, not a surprise to us, Top Growers were concentrated in the most innovative sectors (Exhibit 3). Over 50% were
healthcare and technology companies, key market segments undergoing transformative advances propelling long and
sustainable secular growth cycles.

As of December 31, 2017. Source: FactSet.

Exhibit 2: Market Capitalization Breakdown of Top Growers
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# of 
Stocks

% of 
Total

Small Cap (<$5B) 102 77%
Mid Cap ($5B–$30B) 25 19%
Large Cap (>$30B) 5 4%

Exhibit 3: Innovative Sectors Have Greatest Potential for 
Exceptional Growth 

As of December 31, 2017. Source: FactSet.
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Most Top Growers Were Small- to Mid-Cap Companies
As specialist in small- to-mid-cap companies, we were not surprised to find that most Top Growers were generally
smaller in capitalization, earlier in their corporate lifecycle. Top Growers’ median market cap was $1.8 billion and 77%
had a market capitalization less than $5 billion (Exhibit 2).
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Disclosures
Nicholas Investment Partners, L.P. (“Nicholas”) is an independent investment adviser registered with the SEC. Registration with the SEC does not
imply a certain level of skill or training. The firm maintains a complete list and description of performance composites, which is available upon
request. Policies for valuing portfolios, calculating performance, and preparing presentations are available upon request. Past performance is no
guarantee of future results. This information is intended for institutions, consultants and qualified investors only. No part of this material may be
copied or duplicated, or distributed to any third party without written consent.

Nicholas does not guarantee the success of any investment product. There are risks associated with all investments and returns will vary over time
due to many factors such as changing market conditions, liquidity, economic and other factors. The value of investments can go down as well as up,
and a loss of principal may occur. Although Nicholas attempts to limit various risks, risk management does not imply low risk. All risk models are
inherently limited and subject to changes in economic, political and market conditions, as well as changes in the strategies’ holdings, among other
things, which could affect the risk profile of any portfolio managed by Nicholas. Small- and mid-cap companies may be subject to a higher-degree of
risk than larger more established companies’ securities. The liquidity of the markets for these small and mid-cap companies may adversely affect
the value of these investments. Concentrated or sector strategies are expected to maintain higher exposures to a limited number of securities or
sectors which could increase the volatility, market, liquidity and other risks of the strategy.

Some information herein reflects general market commentary and the current opinions of the author which are subject to change without notice. It
is provided for general informational purposes only and does not represent investment, legal, regulatory or tax advice and should not be construed
as a recommendation of any security, strategy or investment product. There is no guarantee any opinion, forecast, or objective will be achieved in
the future. The information, charts and reports contained herein are unaudited. Although some information contained herein was obtained from
recognized and trusted sources believed to be reliable, its accuracy and completeness cannot be guaranteed. Unless otherwise noted, Nicholas is
the source of illustrations. References to specific securities, issuers and market sectors are for illustrative purposes only. Nicholas does not
undertake to keep the recipients of this report advised of future developments or of changes in any of the matters discussed in this report.

Nicholas used third-party information in the preparation of the characteristics and market environment charts. While Nicholas believes the third-
party information was obtained from reliable sources, we cannot guarantee the accuracy, adequacy or completeness of the information obtained
from these sources.

The Russell 3000 Healthcare Index consists of healthcare stock components of the Russell 3000® Index, a market-capitalization weighted equity
index maintained by the Russell Investment Group that seeks to be a benchmark of the entire US stock market.
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ABOUT US

 Nicholas Investment Partners, L.P. is an independent, employee-owned and majority women-owned investment boutique focused on
investing in dynamic, less efficient markets such as US small- and mid-cap equities and convertible bonds. We believe that change
creates opportunity. We invest in dynamic companies with accelerating revenue and/or earnings growth in which our research
confirms the company’s growth is sustainable and the company’s stock is a timely investment.

 Our edge comes from combining fundamental equity and credit research with the objectivity and efficiency of quantitative analytics.
We have a results-driven and client-centric culture centered on building lasting and value-added relationships with a select group of
institutional and private wealth clients and consultants.
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