
 

   

QUARTERLY 

COMMENTARY 

FIRST QUARTER 2019 

STEPHENS 

SMALL CAP 

GROWTH 

SEPARATE 

ACCOUNT 

Excludes Money Market Fund Holdings.  

Portfolio holdings and asset allocations are 

subject to change and are not recommenda-

tions to buy or sell a security.  Current and 

future portfolio holdings are subject to risk. 

SECTOR WEIGHTINGS¹ 

Stephens Investment 

Management Group, LLC 

9 Greenway Plaza 

Suite 1900 

Houston TX 77046 

CUSTOMER SERVICES,  

SALES & MARKETING 

(800) 458-6589 

WEBSITE: 

stephensimg.com 

MARKET OVERVIEW 

At the end of the year, it seemed as if the market was pricing in an imminent recession. Somehow, by the end of this quarter, we 

were right back into “Goldilocks” mode, with the market recovering all of December’s losses and then some. The S&P 500® Index 

posted a return of 13.65% for the first quarter of 2019.  

There’s no additional evidence that a recession is just around the corner. The government shutdown had a slight negative impact 

on the economy, and the continued complications of trade negotiations and tariffs confounded things. But, the Federal Reserve 

moved to a more accommodative stance. After the rate hike in December, the Fed has more recently broadcast that the increases 

may be done, and the reduction of their balance sheet might also be paused.  

Overseas, the Brexit issue has continued to make headlines and cause confusion in the market. China’s slowing economy is also 

causing concern. The slowing global economy (and the Fed’s actions) contributed to falling interest rates around the globe. Swiss, 

German, and Japanese 10-year rates are all back in negative territory. 

With the move sharply higher in risk assets, volatility metrics fell back to much lower levels. It’s almost like Q4 never happened. 

SMALL CAP GROWTH SEPARATE ACCOUNT COMPOSITE PERFORMANCE 

Performance 

The reversal from Q4 meant that performance was pretty terrific across the board. Basically every domestic index was up double 

digits, and growth beat value at every market cap level. Our performance didn’t quite keep up with the benchmark in this sharp 

bounce. The Stephens Small Cap Growth Composite gained 15.70% (15.51% Net), while the Russell 2000® Growth Index rose 

17.14%.  

We did relatively well in Consumer stocks. Our education-related holdings, Chegg, Inc. and Grand Canyon Education, did particularly 

well. We also had success with our retail businesses, like Boot Barn Holdings, Inc. and Ollie’s Bargain Outlet Holdings Inc. We added 

two new positions here: Sportsman’s Warehouse Holdings, Inc. and Floor & Décor Holdings. 

Crude oil prices also rebounded throughout the quarter, and this drove Energy stocks higher. This is still a relatively small portion of 

the portfolio, so it didn’t have much impact on our overall performance. 

Financials didn’t keep up with the broad market, and our holdings slightly lagged those in the benchmark. Green Dot Corp sold off 

after the company issued conservative guidance; we used the pull-back as an opportunity to add to our position. 

Healthcare proved to be the most challenging sector for us from a relative performance standpoint. Our underweight position in 

biotech companies was once again the culprit. Non-earner benchmark holdings within the biotech industry were up a whopping 

27.3%. Outside of this, we also had a bit of a hangover from Q4, when Healthcare was our biggest driver of outperformance.  

The performance of our holdings in Industrials slightly edged out that of the benchmark. Most of our success was generated by 

Aerospace and Defense holdings. We also had continued success with long-time holding, CoStar Group, Inc., although we used the 

strength to trim our position as it has grown beyond small-cap territory. We expect to continue to reduce our position here for the 

sake of style-purity. 

Our Technology holdings were our best performers in an absolute sense, with the sector up nearly 25%. The strength came across 

the entire sector. We did have a significant stock-specific disappointment with Stamps.com Inc. The company ended their contract 

with the US Postal Service and is moving to a multi-carrier model. This was a surprising development, as the USPS seemed to handle 

the negotiation in an irrational manner. Nevertheless, the significant change to the business model created enough uncertainty, 

that we could no longer justify owning the stock. We sold our entire position. 

 

¹The information is shown as supplemental only and complements the full disclosure presentation located on the back. The Russell 2000® Growth Index measures the perfor-

mance of those Russell 2000® companies with higher price-to-book ratios and higher forecasted growth values. The S&P 500® Index is a broad-based unmanaged index of 500 

stocks, which is widely recognized as representative of the equity market in general. Copyright © 2019, S&P Global Market Intelligence (and its affiliates as applicable). All 

rights reserved. See additional information regarding S&P ratings at https://www.stephensimg.com/terms-and-conditions/ .The Russell 2000® Index measures the performance 

of the 2,000 smallest companies in the Russell 3000® Index, which represents approximately 8% of the total market capitalization of the Russell 3000® Index. You cannot invest 

directly in an index. 

TOP 10 HOLDINGS¹ 

 % of 

COMPANY PORTFOLIO  

1.ICON Plc     1.89% 

2.Omnicell, Inc.  1.84% 

3.HEICO Corporation   1.84% 

4.Ollie’s Bargain Outlet Holdings 1.72% 

5.Aaron’s, Inc.   1.71% 

6.Aspen Technology, Inc. 1.69% 

7.Euronet Worldwide, Inc. 1.67% 

8.Five9, Inc.  1.64% 

9.Proofpoint, Inc.  1.63% 

10.CoStar Group, Inc.   1.50% 

Communication Services 2.74% 

Consumer Discretionary 13.79% 

Consumer Staples 3.56% 

Energy 1.85% 

Financials 8.41% 

Health Care 20.00% 

Industrials 16.02% 

Information Technology 32.67% 

Materials 0.96% 

The Power of Growth® 

PORTFOLIO CHARACTERISTICS 

We added four new positions and eliminated four this quarter. Our sector weights remained very similar to the prior quarter, alt-

hough Tech moved up and Healthcare shrank mostly because of relative performance differences. Technology, Healthcare, and 

Industrials remain our three largest at 32%, 19%, and 16% respectively. We are still overweight Technology and underweight 

Healthcare (because of Biotech), Real Estate, and Materials. 

With the strong performance, valuation metrics rose. Our weighted harmonic average P/E on next twelve months earnings grew to 

24.8. Just as we saw in Q4, growth expectations continued to fall. Our median holding is expected to grow earnings by 12% and 

revenues by 11% over the next twelve months. Part of the deceleration is attributable to the anniversary of last year’s tax cuts. 

Actual growth statistics remain very healthy, however. Our median holding grew earnings by more than 31% in the most recently 

reported quarter. For our benchmark that same statistic was only 19%. 

Our mix between core growth and earnings catalyst continued to shift toward core. For the first time in a very long time, core 

growth represents slightly more than catalyst at 50.3% versus 49.7%. 



OUTLOOK 

 

Part 1 – Day to Day 

The last three months I felt like I was living in the movie, Groundhog Day. In my case instead of waking up every morning to I Got You Babe, I would wake up to a Bloomberg notifi-

cation on my iPad that said something like “Markets Rally Overnight as US/China Trade Talks Progress” or sometimes an alternate reality where the notification read, “Markets 

Indicated Lower as US/China Trade Talks Deteriorate”.  

I suppose the similarities stopped there, because each day ended up being pretty different after that, and I didn’t learn to play the piano. The point is that the market seemed to be 

really focused on that issue and the daily gyrations and speculation as the sausage is being made had a measurable impact.  

Even though my morning ritual seemed to be dominated by it, it wasn’t just a potential trade deal that was driving the market. The Fed’s shift to a more accommodative stance 

after December’s hike was a big needle-mover as well. At the end of the year, futures markets implied a chance that the Fed continued to hike throughout 2019. Today that is gone, 

and instead the market is discounting a small chance of a reduction in Fed Funds.  

I could add Brexit, the Chinese economy, and a few others to the list of big, looming macro-economic issues. In today’s world, the bots digest the headlines in a micro-second and 

nearly instantly implement a trade, driving the market higher or lower.  

Part 2 – Quarter to Quarter 

What the heck was that all about anyways? 

Pull up a chart of the S&P 500® or any broad index, and you’ll see a sharp, v-shaped pull-back plummeting 20-ish percent through December 24, and then rallying all the way back 

just as fast through Q1. The whole mess pretty neatly fits in these two quarters. What really changed? What does it mean that investors pulled money out of the market in Decem-

ber at record levels, only to set the stage for a huge rebound? 

The swing in sentiment was profound. The market impact was violent. Why? Here are three theories: 

From our viewpoint, it’s a reminder that the transmission of psychology to positioning can happen with alarming speed in today’s market structure.  

 

It’s not just that the bots and algorithms are trading in microseconds. Investment management has become much more decentralized over the last decade. I began my 

career in the midst of the great accumulation of assets by mutual fund companies. Wealth managers and brokers on the front lines were moving away from stock pick-

ing and instead outsourcing that responsibility to fund managers. They were conditioned (and financially incentivized) to buy and hold. They were trained on hand-

holding when nervous clients would worry about volatility. And if ever there was a problem – an underperforming fund – the advisor could always blame the fund 

manager and replace them with another fund.  

 

The industry has changed quite a bit. Mutual funds have been steadily losing share to ETFs. Advisors are wresting more direct control over their clients’ portfolios. In-

stead of recommending an assortment of various mutual funds, many are back to choosing individual stocks along with a smattering of specialized ETFs, allowing them 

to build exposure to markets, factors, industries, themes, and asset classes that would have been impossible just a short while ago.  

 

In these cases, the problem is with the hand-holding. When sentiment turns, when volatility strikes, there’s no fee structure and financial incentive to stay invested in 

an ETF. There’s not the same level of conditioning and training to just “buy and hold.” And when something underperforms, there’s no fund manager to blame and then 

replace. 

 

The buck stops there. It’s a dynamic that hasn’t existed in decades. And I think December was a taste of how it might unfold when we get something more negative 

than just a change of sentiment. It’s a lot harder to talk a client off the ledge when you don’t have anyone else to blame if you get it wrong. 

 

It could be that we are 10 years into a bull market and many investors have a hair trigger on selling. 

 

Cash hasn’t been a compelling option for a long time now. In some sense that was the whole point of ZIRP – pushing money into risk assets. With money market funds yield-

ing north of 2%, taking money out of the market doesn’t feel so bad anymore.  

Whatever the cause, it feels a little bit like foreshadowing. I’m a little surprised that the market has seemingly already forgotten whatever it was thinking on December 24.  

 

 

 

 

 

Copyright © 2019, S&P Global Market Intelligence (and its affiliates as applicable). All rights reserved. See additional information regarding S&P ratings at https://

www.stephensimg.com/terms-and-conditions/  

NOT FDIC INSURED MAY LOSE VALUE NOT BANK GUARANTEED 



The investment objectives, risks, charges and ex-

penses should be carefully considered before invest-

ing. SIMG nor their representatives provide legal or 

tax advice. Please consult your tax advisor before 

making any decision. 

There are additional risks associated with investments in 

smaller and/or newer companies because their shares tend 

to be less liquid than securities of larger companies. Fur-

ther, shares of small and new companies are generally 

more sensitive to purchase and sales transactions involving 

the company’s stock and to changes in the company’s 

financial condition or prospects and therefore, the price of 

such stocks may be more volatile than those of larger 

company stocks. Clients’ investment results and principal 

value will fluctuate. 

OUTLOOK 

Part 3 – Era to Era 

The story goes that in the 70s, someone asked Zhou Enlai, the Chinese Premier, about the impact of the French Revolution. His answer was “It is too soon to say.” 

Two hundred years and history still doesn’t have a final answer.  

What is the impact of QE and zero, or even negative interest rates?  It is too soon to say. 

I buy into the argument that these unprecedented monetary policies worked in terms of pulling us out of a recession and financial crisis in the short run. But there was also a cost in the 

short run. I’ve made the case before that the suppression of rates lead to the suppression of risk and volatility, and disproportionately benefited weaker, lower quality companies, which in 

turn made passive investing look particularly attractive. 

If we take the long view, what are the other unintended consequences of these policies? (I have some great theories on this, but not enough room to write about them here.) 

Conclusion 

I stand by what I said last quarter: 

I can’t think of a time in my career with so many moving pieces, so much complication, and so much noise in the system, all happening at the same time when so many investors aren’t 

paying attention (by being passive). Volatility and noise will rule the day in the short run, but in my opinion, the long-term opportunity for active is as good as I’ve ever seen. Buckle up! I 

know I’m going to enjoy the ride. 

 

Earnings growth for a portfolio holding does not guarantee a corresponding increase in the market value of the holding or the portfolio. Earnings Growth is a measure of growth in a company’s net income over 

a specific period, often one year. Return on Equity is the amount of net income   returned as a percentage of shareholders equity and measures a corporation’s profitability by revealing how much profit a company generates 

with the money shareholders have invested. 

I M P O R T A N T  L E G A L  D I S C L O S U R E S  

NOT FDIC INSURED MAY LOSE VALUE 

*Strategy Assets are shown as supplemental information as these assets include mutual fund assets which are managed within the Small Cap Growth Strategy. 

Small Cap Growth Separate Account Composite contains fully discretionary accounts invested primarily in small cap growth common stock of U.S. companies.  Under normal market con-

ditions, most of the securities purchased for this composite have market capitalizations equal to or less than the largest company contained within the Russell 2000® Growth Index at the 

time the security was initially purchased by accounts in the composite and are securities of companies which appear to have clear indicators of future earnings growth or that appear to 
demonstrate other potential for growth of capital.  In addition to common stock the composite may also purchase convertible and preferred stock as well as certain Exchange Traded 

Funds.  This composite is actively managed and securities in the composite are frequently purchased and sold by the manager.  For comparison purposes the composite is measured against 
the Russell 2000® Growth Index.  
  
Stephens Investment Management Group, LLC claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report 

in compliance with the GIPS standards. Stephens Investment Management Group has been independently verified for the periods December 1, 2005 through December 

31, 2018. Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) 
the firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards. The Small Cap Growth Separate Account 

Composite has been examined for the periods October 7, 2004 through December 31, 2018. The verification and performance examination reports are available upon 

request. 

Stephens Investment Management Group, LLC is a registered investment advisor specializing in equity investment management, specifically small and mid-capitalization growth companies. 

The firm maintains a complete list and description of composites, which is available upon request. 

Results are based on fully discretionary accounts under management, including those accounts no longer with the firm. Past performance is not indicative of future re-

sults. 

The U.S. Dollar is the currency used to express performance. Returns are presented gross and net of management fees and include the reinvestment of all income. Net of fee performance is 

calculated using actual management fees and performance fees incurred. Prior to June 2, 2005, accounts in the composite were charged a bundled fee based on a percentage of assets under 
management. The bundled fee covered investment management, trading and other account expenses. Gross returns for this period are shown as supplemental information and are stated 

gross of all fees and transaction costs; net returns are reduced by all fees and transaction costs incurred. Policies for valuating portfolios, calculating performance, and preparing  compliant 

presentations are available upon request. 

The management fee schedule begins at 1.25% of assets under management. Actual investment advisory fees incurred by clients may vary. 

The Small Cap Growth Separate Account Composite was created December 1, 2005. Performance for the period prior to December 1, 2005 occurred while the Portfolio Management Team 

provided services on behalf of the prior firm, Stephens Inc., and the Portfolio Management Team members were the only individuals responsible for selecting the securities to buy and sell. 

Beginning September 30, 2007, composite policy requires the temporary removal of any account from the composite which incurs a client initiated  significant cash inflow or outflow of 10% 

or more of the value of the net assets of the account in any 30 day period. The temporary removal of such an account occurs at the beginning of the month in which the significant cash flow 
occurs and the account re-enters the composite at the beginning of the month after the cash flow. Additional information regarding the treatment of significant cash flows is available upon 

request. 

The annual composite dispersion is an asset-weighted standard deviation calculated for the accounts in the composite the entire year.  

NOT BANK GUARANTEED 

Year  Total 

Firm 

Assets 

(millions)  

Strategy Assets*  Composite Assets Annual Performance Results   3 Yr Annualized 

Standard Deviation 

USD 

(millions)  

Number of  

Accounts  

USD 

(millions)  

Number of  

Accounts  

Composite  Russell 

2000® 

Growth  

Composite 

Dispersion  

Composite 

Gross 

Russell 

2000® 

Growth  Gross Net 

2018 4,303 1,518 19 1,155 18 4.40% 3.67% -9.31% 0.06% 16.08% 16.46% 

2017 4,446 1,820 18 1,242 17 20.24% 19.41% 22.17% 0.08% 13.06% 14.59% 

2016 3,658 1,781 23 1,174 21 11.41% 10.62% 11.32% 0.10% 15.46% 16.67% 

2015 2,903 1,610 26 1,095 25 -3.61% -4.26% -1.38% 0.06% 14.64% 14.94% 

2014 3,436 2,198 29 1,501 28 -2.31% -2.91% 5.60% 0.08% 13.59% 13.82% 

2013 3,076 2,359 29 1,630 28 44.65% 43.74% 43.30% 0.14% 15.30% 17.27% 

2012 1,222 1,096 20 888 19 16.99% 16.21% 14.59% 0.07% 18.00% 20.72% 

2011 933 859 20 761 19 3.43% 2.74% -2.91% 0.08% 20.96% 24.31% 

2010 919 878 18 779 16 27.82% 26.98% 29.09% 0.05% 25.69% 27.70% 

2009 554 521 15 459 14 38.41% 37.53% 34.47% 0.25% 23.61% 24.85% 


