Taking the pulse of the bull market
2016 investment outlook: US growth stocks

Our belief for several years now is that we’re in a secular bull market - with the S&P 500 Index
rising over a multi-year period with only short intervening declines. As we look forward,
considering today’s evidence, we believe the bull market will continue, but is likely moving into
later stages. As sales continue to grow, profit margins remain high, and valuation growth slows,
annual equity market returns in the mid-to-high single digits seem more likely than outsized gains.

As we move into 2016, here is what we’re seeing:
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We see evidence that the US is continuing its steady recovery, de-coupling from most global
growth trajectories.



We may also be seeing a more decisive shift to quality leadership, where businesses that
have sustainable growth — and the balance sheets to self-fund that growth — outperform
lower-quality companies.



Additionally, we see fewer companies projecting continued high revenue growth. In our
view, long-term winners with sustainable advantages have emerged, and we believe these
companies will become even more recognizable in 2016. While this concentration of growth
is especially true in large caps, we believe the impacts will ripple through supply chains and
have a similar effect on mid and small caps.



The sparks of 2015 stimulus in China and Europe will take time to materialize in the real
economy, but in our view, conditions are positive for certain cyclical growth companies,
especially those that would benefit from any reacceleration of global gross domestic
product.

Two types of growth opportunities
There are certainly risks to the secular bull market thesis and equities in general. But importantly for
our clients, we see many positive secular and cyclical growth themes that offer high-conviction
investment opportunities, with potential reward well beyond that of the broad market. In particular,
we see opportunity in two types of US growth:


Long-term secular growth. This includes innovation, new mobility product cycles, ondemand digital content, market share shifts to e-commerce and social media advertising,
and demographic shifts as baby boomers retire and echo boomers begin to earn and spend.



Near-term cyclical growth. This includes capital expenditure cycles for hospitals, the
continuing housing recovery and its ripple effect on consumer durable spending, the
strengthening of US consumers’ credit availability and spending, and the commercial
aerospace cycle.
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The bull market’s mid-life crisis – clearing the way forward
The market’s late 2015 correction was healthy and we were due for a pull-back. Three fears
coalesced to drive the correction. We believe that two of them will resolve soon, allowing the
secular bull to resume its path:


China’s hard landing
o China has been an engine of growth for the global economy in recent years, and
the market seems concerned that its transition to a consumption economy has
failed, resulting in a no-growth “hard landing.” China has implemented significant
stimulus measures, and we believe any improvement in global trade should
improve export growth so that GDP of 4% to 5% over the next several years seems
reasonable — maybe not the 7% level that’s been reported, but not 0% either. We
believe concerns here will moderate soon.



Fed tightening cycle
o Many investors assume rising rates will negatively impact equity market
valuations. But historical rate tightening cycles, where the Federal Reserve hikes
interest rates fairly consistently, have often seen stocks rise well into the cycle. In
seven of the last nine tightening cycles, the S&P 500 Index had a positive return
12 months after the first hike.1 Also, since 1964, the S&P 500 Index has
historically experienced its highest P/E multiples when rates were between 3% and
5%.2 Given the exceptionally low rates today we believe there is room for stocks to
appreciate and P/E multiples to expand. The market’s infatuation with the
impact of a first interest rate increase should resolve for 2016.



Biotechnology valuations
o There is true innovation occurring in biotechnology, and the potential of
personalized medicine to cure untreatable conditions is being unlocked today.
However, the companies that are working to engineer these miracles do not all
succeed — in fact, the majority still fail. The valuations of small and mid-cap
biotechnology companies have reached extremes that are unsustainable, and
there are good reasons for valuations to pull back. Record capital has been raised
– in 2014 there were over 70 initial public offerings (IPOs), exceeding the previous
peak in 2000.3 In 2015, biotech IPOs raised almost as much capital in the first nine
months as in all of 2014.3 While large-cap biotechs have more reasonable
valuations and sustainable revenue growth prospects, their pricing model is being
attacked publicly and politically, which will keep a lid on valuations, in our view. We
think we may have finally peaked in performance in biotechnology, especially in
small and mid-caps.

With these opportunities in mind and an understanding of the risks, we remain constructive on the
market.
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Source: Bloomberg, November 2015. Based on 12-month period beginning with the initial Federal
Reserve interest rate hikes occurring in 1972, 1974, 1977, 1980, 1983, 1986, 1991, 1999 and 2004.
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Sources: RBC, Federal Reserve, S&P; 1964 – November 2015.
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Source: Credit Suisse Securities Research & Analytics, October 2014
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Important Information
Price-earnings (P/E) ratio, also called multiple, measures a stock’s valuation by dividing its share price by its earnings per share.
The S&P 500® Index is an unmanaged index considered representative of the US stock market.
Past performance is no guarantee of future results.
Stocks of small and mid-sized companies tend to be more vulnerable to adverse developments, may be more volatile, and may be illiquid
or restricted as to resale.
The risks of investing in securities of foreign issuers can include fluctuations in foreign currencies, political and economic instability, and
foreign taxation issues.
Growth stocks tend to be more sensitive to changes in their earnings and can be more volatile.
The health care industry is subject to risks relating to government regulation, obsolescence caused by scientific advances and
technological innovations.
This document may contain statements that are not purely historical in nature but are ‘‘forward-looking statements.’’ These include,
among other things, projections, forecasts, estimates of income, yield or return or future performance targets. These forward-looking
statements are based upon certain assumptions, some of which are described herein. Actual events are difficult to predict and may
substantially differ from those assumed. All forward-looking statements included herein are based on information available on the date
hereof and Invesco assumes no duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated
returns or projections can be realised, that forward-looking statements will materialise or that actual returns or results will not be
materially lower than those presented.
All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. As with all
investments there are associated inherent risks. Please obtain and review all financial material carefully before investing. The opinions
expressed are based on current market conditions and are subject to change without notice. These opinions may differ from those of
other Invesco investment professionals.
It is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any investment
strategy to any person in any jurisdiction in which such an offer or solicitation is not authorized or to any person to whom it would be
unlawful to market such an offer or solicitation. This document should not be distributed to retail clients who are resident in jurisdiction
where its distribution is not authorized or is unlawful. It should not be relied upon as the sole factor in an investment making decision.
Circulation, disclosure, or dissemination of all or any part of this document to any unauthorized person is prohibited.
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