
The Power of Innovation



The Engine of Growth

Source: U.S. Bureau of Labor Statistics and U.S. Bureau of Economic Analysis through 2023 with Alger estimates for 2024 (left). Shaded regions denote U.S. recessions as determined 

by the National Bureau of Economic Research. 

• Innovation boosts productivity, or output per hour, which ultimately fuels real GDP

‒ If innovation is accelerating, what will happen to productivity and GDP growth?
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Productivity Improvements Increase GDP
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A New Technological Revolution

Source: Carlota Perez, “Technological Revolutions and Financial Capital,” Edward Elgar Publishing, 2002, and Alger for the last period of technological change.
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Age of Connected IntelligenceGlobal Technological Revolutions Shape Our Lives

1771
Industrial Revolution

• Innovations: machinery

and mechanization helped

by water power 

1829
Age of Steam and Railways

• Innovations: iron and coal 

mining; steam engines

1875
Age of Steel and Electricity  

• Innovations: cheap steel; 

electrification

1908
Age of Oil, the Automobile, 

and Mass Production 

• Innovations: internal combustion

engine; petrochemicals

1971
Age of Information and

Telecommunications 

• Innovations: integrated circuit;

internet

Today
Age of Connected Intelligence

• Innovations: artificial intelligence;

internet of things
Cloud

Computing

Internet

of Things

Artificial 

Intelligence

Valuable 

Insights

Big 

Data

• Every few decades a new technological revolution takes hold and changes the way we live 

and work

• The Age of Connected Intelligence is a result of a confluence of technologies working 

together: immense amounts of data and incredibly powerful computing power
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Innovation Drives Productivity 

Source: Left: William D. Nordhaus, “Do real output and real wage measures capture reality? The history of lighting suggests not,” in “The Economics of New Goods” ed. T.F 

Breshnahan and R. Gordon, Chicago University Press and Alger estimatesRight: Ray Kurzweil, “The Singularity is Nearer,” Penguin Random House, 2024 (right). Investing in 

innovation is not without risk and there is no guarantee that investments in research and development will result in a company gaining market share or achieving 

enhanced revenue. 
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Productivity in Light
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Productivity in Computation

• Technological progress is a powerful engine of exponential productivity growth
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Innovation Is Accelerating

Source: Intel, Our World In Data, Alger (left). Moore’s Law refers to length of time that it takes for number of transistors per integrated circuit to double. Doubling time for AI refers to the 

length of time it takes to double the amount of compute or “training” utilized by AI programs. The calculation period used for AI was 2012-2024. Dall-E (right).

• Artificial intelligence is progressing at a 

much quicker pace than computer 

processors
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Doubling Time in Months Moore’s Law vs. AI

24 
Months

6 
Months

Moore's Law Artificial Intelligence

• At the speed of Moore’s Law, a 6-inch 

plant would grow to 6 feet in a decade, 

but at the speed of AI, it would reach 

outer-space
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AI Progress

Source: FactSet; hyperscaler actual and consensus estimates (2025/2026) for Microsoft, Amazon, Meta, Alphabet and Oracle operating cash flow and capital expenditures (left). Epoch 

AI; intelligence is measured by The Massive Multitask Language Understanding (MMLU) benchmark which mimics a multiple-choice knowledge quiz designed to gauge how proficiently 

AI systems can comprehend various topics like history and science from 2021-2024; ZettaFLOPs refers to 1021 floating operations per second (right).

• AI investment looks to be sustainable 

based on cash flow, in contrast to the late 

1990s/early 2000s tech bubble
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AI Hyperscaler Investment Relative to Cash Flow 
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• Investment in data centers for training 

and inference is critical to improving 

intelligence and utility in AI models
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Faster Than You Think

Source: The Economist 10/7/99 – “Cutting the Cord” and World Bank 2024, Morgan Stanley Research, Global Technology, North America, (2024), Morgan Stanley AI Guidebook: 

Fourth Edition, January 23, 2024, and Alger.
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• The long-term impact of emerging technologies is often underestimated because 

investors fail to account for innovative breakthroughs that drive rapid adoption
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Superior Fundamentals

Source: FactSet, Standard and Poor’s. Data is through 3/31/25. EPS is a Next Twelve Month (NTM) calculation. Earnings per share (EPS) is the portion of a company’s earnings or 

profit allocated to each share of common stock. EPS Growth to Value outperformance calculation takes the relative difference in NTM EPS level of the S&P 500 Growth and S&P 500 

Value Indexes at the beginning of each recession and six months after the end of the corresponding recession.

• Growth stock earnings have far outpaced value stock earnings since 2000 and have 

historically proven more durable in recessions

• Going forward, we expect growth stocks to post stronger earnings growth than value 

stocks as they have over the prior two decades
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Growth Stocks Have Historically Had Better Fundamentals
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A Powerful New Investing Factor?

• Innovation may be an important component of equity returns
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Source: FactSet. Excess performance of the quintiles of R&D as a percentage of revenue with the most innovative being top quintile and the least innovative being bottom quintile of 

the stocks in the S&P 1500 index. Stocks were divided into quintiles based on R&D spending-to-revenue and data was calculated monthly for the 10-year period ended February 

2025. The performance data quoted represents past performance, which is not an indication or a guarantee of future results. Innovative companies may be defined as 

those companies with a high ratio of annual R&D investment to revenue. Investing in innovation is not without risk and there is no guarantee that investments in research 

and development will result in a company gaining market share or achieving enhanced revenue.

Innovative Companies Have Outperformed Over the Past Decade
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Disclosure

The views expressed are the views of Fred Alger Management, LLC (“FAM”) and its affiliates as of May 2025. These views are subject to change at any time and 
may not represent the views of all portfolio management teams. These views should not be interpreted as a guarantee of the future performance of the markets, any 
security or any funds managed by FAM. These views are not meant to provide investment advice and should not be considered a recommendation to purchase or 
sell securities.

Risk Disclosures: Investing in the stock market involves risks, including the potential loss of principal. Growth stocks may be more volatile than other stocks as their 
prices tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Foreign securities and 
Emerging Markets involve special risks including currency fluctuations, inefficient trading, political and economic instabili ty, and increased volatility. Investing in 
companies of small and medium capitalizations involves the risk that such issuers may have limited product lines or financial  resources, lack management depth, or 
have limited liquidity. Past performance is not indicative of future performance. Investors whose reference currency differs from that in which the underlying 
assets are invested may be subject to exchange rate movements that alter the value of their investments. 

Companies involved in, or exposed to, AI-related businesses may have limited product lines, markets, financial resources or personnel as they face 
intense competition and potentially rapid product obsolescence, and many depend significantly on retaining and growing their consumer base. These 
companies may be substantially exposed to the market and business risks of other industries or sectors, and may be adversely affected by negative developments 
impacting those companies, industries or sectors, as well as by loss or impairment of intellectual property rights or misappropriation of their technology. Companies 
that utilize AI could face reputational harm, competitive harm, and legal liability, and/or an adverse effect on business operations as content, analyses, or 
recommendations that AI applications produce may be deficient, inaccurate, biased, misleading or incomplete, may lead to errors, and may be used in negligent or 
criminal ways. AI companies, especially smaller companies, tend to be more volatile than companies that do not rely heavily on technology. 

Investing in innovation is not without risk and there is no guarantee that investments in research and development will result in a company gaining 
market share or achieving enhanced revenue. Companies exploring new technologies may face regulatory, political or legal challenges that may adversely 
impact their competitive positioning and financial prospects. Developing technologies to displace older technologies or create new markets may not in fact do so, 
and there may be sector-specific risks. There will be winners and losers that emerge, and investors need to conduct a significant amount of due diligence on 
individual companies to assess these risks and opportunities.

FactSet is an independent source, which Alger believes to be a reliable source. FAM, however, makes no representation that it  is complete or accurate. 

Alger pays compensation to third party marketers to sell various strategies to prospective investors.

Important Information for Investors in the UK and EU: This material is directed at investment professionals and qualified investors (as defined by MiFID/FCA 
regulations). It is for information purposes only and has been prepared and is made available for the benefit investors. This material does not constitute an offer or 
solicitation to any person in any jurisdiction in which it is not authorised or permitted, or to anyone who would be an unlawful recipient, and is only intended for use 
by original recipients and addressees. The original recipient is solely responsible for any actions in further distributing this material and should be satisfied in doing 
so that there is no breach of local legislation or regulation.  Certain products may be subject to restrictions with regard to certain persons or in certain countries under 
national regulations applicable to such persons or countries.  Alger Management, Ltd. (company house number 8634056, domiciled at 85 Gresham Street, Suite 
308, London EC2V 7NQ, UK) is authorised and regulated by the Financial Conduct Authority, for the distribution of regulated financial products and services. FAM, 
Weatherbie Capital, LLC, and/or Redwood Investments, LLC, U.S. registered investment advisors, serve as sub-portfolio manager to financial products distributed 
by Alger Management, Ltd.  Alger Group Holdings, LLC (parent company of FAM and Alger Management, Ltd.), FAM, and Fred Alger & Company, LLC are not an 
authorized persons for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and this material has not been approved by an 
authorized person for the purposes of Section 21(2)(b) of the FSMA.
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Disclosure

Earnings Per Share (EPS) is the portion of a company's earnings or profit allocated to each share of common stock. 

The S&P 500 Index is an unmanaged index generally representative of the U.S. stock market. The S&P Composite 1500 is an unmanaged index that covers 
approximately 90% of the U.S. market capitalization. The S&P 500 Growth Index is an unmanaged index considered representative of large-cap growth stocks. The 
S&P 500 Value Index is an unmanaged index considered representative of large-cap value stocks.

The S&P indexes are a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by Fred Alger Management, LLC and its affiliates. 
Copyright 2025 S&P Dow Jones Indices LLC, a subsidiary of S&P Global Inc. and/or its affiliates. All rights reserved. Redistribution or reproduction in whole or in 
part are prohibited without written permission of S&P Dow Jones Indices LLC. S&P® is a registered trademark of Standard & Poor’s Financial Services LLC and 
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their 
affiliates nor their third party licensors make any representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class 
or market sector that it purports to represent and neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party 
licensors shall have any liability for any errors, omissions, or interruptions of any index or the data included therein. 

Investors cannot invest directly in any index. 

ALINOVDRESCHER-0525

Fred Alger Management, LLC 100 Pearl Street, New York, NY 10004  /  800.992.3863  /  www.alger.com
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