
As companies’ market values are increasingly driven by intangible assets, 
we believe it’s crucial to look beyond traditional shorthand valuation metrics 
and instead focus on how innovation drives company value and long-term 
potential. This approach, in our view, is essential for identifying long-term 
opportunities in today’s innovation-driven businesses. 

Accounting rules treat tangible and intangible assets di�erently, leading 
to what we believe are financial distortions:

Given today’s accelerating pace of innovation and the
increasing shift of companies toward intangible investments, 

we believe a di�erent approach is needed to investing in 
innovation-driven companies.

At Alger, we go beyond traditional valuation metrics to
develop a deeper understanding of how innovation

can impact a company’s long-term potential. 
This approach allows our investment team to form a more 

comprehensive view of businesses and seek out opportunities 
from today’s most forward-thinking companies.

Innovation is accelerating across many areas of the economy, causing
new products and services to di�use through society faster and disrupt 
businesses at a greater pace.

YEARS FROM MARKET ENTRY
TO 50% PENETRATION

THE UNDERLYING ACCOUNTING 

PROBLEM

SO WHAT’S THE INVESTMENT

CONSEQUENCE?

Innovative companies, which are often growth stocks, 
may appear overvalued, potentially leading investors

to miss investment opportunities.

PRICE-TO-
EARNINGS (P/E) 

PRICE-TO-BOOK
(P/B) 

INTANGIBLES 
ACCELERATING INNOVATION

INTANGIBLES HAVE NEARLY TRIPLED AS A
 SHARE OF COMPANY INVESTMENT

Source: Share of U.S. investment is based on gross private nonresidential domestic investment from the Bureau of Economic Analysis.

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 November 2024. 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.

The views expressed are the views of Fred Alger Management, LLC (“FAM”) and its a�liates as of April 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. Past performance is not indicative of future performance. Investors whose 
reference currency di�ers from that in which the underlying assets are invested may be subject to exchange rate movements that 
alter the value of their investments. 

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 com-
panies to assess these risks and opportunities.

Important Information for US Investors: This material must be accompanied by the most recent fund fact sheet(s) if used in 
connection with the sale of mutual fund and ETF shares. Fred Alger & Company, LLC serves as distributor of the Alger mutual funds.

Important Information for UK and EU Investors: 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 o�er or solicitation to any person in any jurisdiction in which it is not authorized 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 
authorized persons for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and this mate-
rial has not been approved by an authorized person for the purposes of Section 21(2)(b) of the FSMA.

Important information for Investors in Israel: Fred Alger Management, LLC is neither licensed nor insured under the Israeli Regu-
lation of Investment Advice, of Investment Marketing, and of Portfolio Management Law, 1995 (the "Investment Advice Law"). This 
document is for information purposes only and should not be construed as an o�ering of Investment Advisory, Investment Marketing 
or Portfolio Management services (As defined in the Investment Advice Law). Services regulated under the Investment Advice Law 
are only available to investors that fall within the First Schedule of Investment Advice Law ("Qualified Clients"). It is hereby noted that 
with respect to Qualified Clients, Fred Alger Management, LLC is not obliged to comply with the following requirements of the Invest-
ment Advice Law: (1) ensuring the compatibility of service to the needs of client; (2) engaging in a written agreement with the client, 
the content of which is as described in section 13 of the Investment Advice Law; (3) providing the client with appropriate disclosure 
regarding all matters that are material to a proposed transaction or to the advice given; (4) a prohibition on preferring certain Securi-
ties or other Financial Assets; (5) providing disclosure about "extraordinary risks" entailed in a transaction (and obtaining the client's 
approval of such transactions, if applicable); (6) a prohibition on making Portfolio Management fees conditional upon profits or 
number of transactions; (7) maintaining records of advisory/discretionary actions. This document is directed at and intended for 
Qualified Clients only.

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

FactSet is an independent source, which Alger believes to be a reliable source. FAM, however, makes no representation that it is com-
plete or accurate. Alger pays compensation to third party marketers to sell various strategies to prospective investors.

Price-to-earnings (P/E) ratio is a company's share price compared to earnings per share.

Price-to-book (P/B) ratio is a company’s market capitalization compared to its book value.

The S&P Composite 1500 combines three indices, the S&P 500, the S&P MidCap 400, and the S&P SmallCap 600, to cover approxi-
mately 90% of U.S. market capitalization. The S&P 500 Index is an unmanaged index considered representative of the U.S. stock 
market without regard to company size. S&P MidCap 400 Index is an unmanaged index considered representative of mid-sized US 
companies. S&P SmallCap 600 Index is an unmanaged index considered representative of small-cap stocks.

The S&P indexes are a product of S&P Dow Jones Indices LLC and/or its a�liates and has been licensed for use by Fred Alger Man-
agement, LLC and its a�liates. Copyright 2025 S&P Dow Jones Indices LLC, a subsidiary of S&P Global Inc. and/or its a�liates. 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 a�liates 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 a�liates 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. Index performance does not reflect deductions for taxes. The 
performance data quoted represents past performance, which is not an indication or a guarantee of future results.

Fred Alger Management, LLC 100 Pearl Street, New York, NY 10004 / 212.806.8800 / www.alger.com
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Source: Asymco, Visual Capitalist, company disclosures, Alger estimates.

Uses $100 million to
purchase land and

build branch locations. 

BANK B
Uses $100 million to 

expand its virtual bank via 
building digital software

and services.

BANK A

CASE IN POINT: Two banks trying to attract more customers.

This may cause innovation-driven companies which typically invest in 
intangible assets to appear less profitable on their income statements 
and to have lower asset values on their balance sheets.

Due to outdated accounting standards, we believe key valuation metrics 
often misrepresent innovative companies, including:

Over the past 40 years, U.S. businesses have shifted their investment 
focus—from tangible assets to intangible assets.

P/E ratios seem inflated 
and growth companies look 

more expensive.

Intangible investments
are generally expensed 

immediately, lowering reported 
earnings artificially.

P/B ratios appear high, 
making companies seem 

asset-light—even when they 
own valuable intellectual 
property or proprietary 

technology.

Because intangibles are 
not typically recorded on the 

balance sheet as assets, a 
company’s book value may
be understated. Book value 

represents the net worth
of a company based on its 

financial statements
(assets minus liabilities). 

INVESTING IN INNOVATION REQUIRES
A DIFFERENT 

Over the past decade, the most innovative companies have consistently 
outperformed the least innovative, highlighting the potential missed 
opportunities when innovation isn’t properly assessed.
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Least Innovative
-2% per year

Cumulative Excess Return

RETHINKING HOW 
WE ACCOUNT FOR 
INNOVATION

TANGIBLE EXAMPLEINTANGIBLE EXAMPLE

WHY?INVESTMENT
CONSEQUENCE

METRIC

Generally expensed Capitalized

Costs deducted 
in the year incurred

(if internally developed)

Can be spread out 
over several years
via depreciation

Yes
No

(unless the software
is acquired)

APPEARS ON 
BALANCE SHEET

ACCOUNTING 
RULE
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TANGIBLE ASSETS INTANGIBLE ASSETS

Brand-BuildingCopyrights

Drug
Development

Trademarks

Internal SoftwarePatents

TrucksMachineryBuildings

FactoriesEquipmentLand

Non physical assets like intellectual 
property, brand or innovation e�orts.

Physical assets or property
owned by the company.


