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“

Active Never Rests is more than a tagline.
It captures William Blair's culture of innovation and
describes our intellectual curiosity in the pursuit
of investment ideas. Importantly, it expresses
the firm's unwavering commitment to strong client
outcomes and speaks to our active leadership in
our profession and communities.
TM

”

Stephanie Braming, CFA, Partner, Global Head, William Blair Investment Management
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Deep Curiosity
Drives Actionable
Insights and Results
Data points cannot come close to telling the
full story of William Blair's approach to active
management; our story is one defined by our
constant evolution.

Global Equity

Dynamic Allocation
Strategies

Disruption and innovation surround us, and if we aren't
constantly adapting, if we don't change how we think
about industries and opportunity sets, we do a disservice
to our clients.
We constantly challenge the world view—in the way we think
about the changing investment landscape, in the way we think
about our opportunity set, in the way we seek to disrupt our
processes and introduce tools and technologies.
We do so because we know the opportunities that are least
obvious generally determine the best investment outcomes.
We are, and will remain, aligned with your interests. Our
long-term foundation aligns with your long-term investment
objectives. Our stable environment helps retain top talent,
ensuring the best investment minds are working on your
behalf. And being 100% active-employee-owned creates
total alignment with your interests.
To truly understand William Blair's enhanced approach
to active management, please see the following pages,
which explain how each of our five autonomous investment
teams defines it within their strategies, delivering highconviction active management in the pursuit of alpha and
better client outcomes.

U.S. Growth Equity

U.S. Value Equity

Fixed Income
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Active Never Rests™

Global Equity

Access to data is no longer a competitive advantage.
“But
having tools and processes that allow us to
focus our team’s collective brainpower on the most
meaningful information is a powerful edge.
Ken McAtamney, Partner, Portfolio Manager
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GLOBAL EQUITY

Systematic Tools Turn Data
Into Actionable Insights
When scouring a global universe of stocks, an asset
manager’s ability to find quality growth largely
depends on the team’s ability to analyze information
in a systematic, repeatable way that leads to
actionable insights and robust discussions about
what the data truly mean. Our proprietary research
management and investment process platform,
Summit, dynamically extracts, aggregates, and shares
information about the more than 12,000 companies
in our universe.
An integrated and fundamental part of our
investment process, Summit turns the four main
factors that we use to evaluate each company—
quality, valuation, earnings trends, and momentum—
into quantitative scores that are available at each
team member’s fingertips. This facilitates robust
discussions among our team about whether

those scores accurately reflect the true risks and
opportunities facing each stock. By organizing and
sharing the data in an intuitive way, Summit enables
our analysts and portfolio managers to focus their
collective energy on uncovering insights that can
create alpha for our clients.
Our fundamental research into each company
is further informed by macroeconomic and
geopolitical analysis. Our global strategist—through
daily teamwide meetings, comprehensive macro
scorecards, and economic data integrated into our
research platform—provides analysis of macro forces
affecting economic growth, corporate performance,
and equity valuations at the country and industry
level. Our portfolio managers layer these insights
throughout their portfolios.

Summit, our proprietary
research platform,
provides our analysts
and portfolio managers
insights into company
and portfolio analytics,
helping identify
potential opportunities
and risks. The tool
creates transparency
into our investment
process and outcomes.
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GLOBAL EQUITY

Going on the Offensive in the Search for Quality Growth
“We are looking for companies that have
the ability to use their excess cash flow to
drive their own growth and control their
own destiny.”
Simon Fennell, Partner, Portfolio Manager

Other asset managers tend to define “quality”
in terms of defensive characteristics, such as
balance-sheet strength and low earnings volatility.
We believe that it is equally important to look
at a company’s capacity to go on the offensive to
strengthen its ability to generate above-average
growth—for longer durations and to greater degrees
than what is priced into the market.
The market generally assumes that a company’s
growth rate will revert to the mean. While we
believe this may be true across entire sectors,
our view is that the most innovative companies
with the savviest management teams will be able
to outperform for extended periods. That is why
sustainable value creation is at the heart of how
we define quality growth.

Offensive
Ability to disrupt industries
Focus on innovation and research
and development
Opportunities to create or strengthen
barriers to entry

Defensive
Balance-sheet strength
Recurring revenue
Diversification of client base
Earnings volatility

Our ESG Journey: Looking Beyond Ratings
Evaluating a company’s governance and
transparency has always been a part of our quality
growth philosophy. Over the past decade, we have
significantly expanded our ability to systematically
and rigorously integrate environmental, social, and
governance (ESG) factors into our fundamental
analysis, as well.
Third-party ESG ratings play an important role in
this analysis, but we know that these metrics don’t
tell the full story.
For example, a large Philippines-based packaged
food company had a poor ESG rating primarily
because of its significant family ownership and its
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directors serving on a large number of other boards.
Rather than simply relying on the ESG score, we
talked to the company’s management team and
learned that the “overboarding” stemmed from the
family’s ownership of many other companies in the
Philippines. Thus, we based our assessment of the
company’s ESG factors on the family owners’ track
record of alignment with shareholder interests and
commitment to transparency.
“We look at ESG factors from a bottom-up
perspective, incorporating both MSCI ratings
and our own due diligence.”
Blake Pontius, CFA, Portfolio Specialist

Sustainable value creation
A company’s ability to produce excess returns on capital over time and reinvest those returns to disrupt an
industry, invest in growth projects, and reinforce a moat around the business. When looking for companies
that can generate above-average growth for extended periods, it is important to identify those that focus
on sustainable value creation.

Looking for Quality Growth
Most growth managers limit their search to
technology, healthcare, consumer, and other
growth-oriented sectors. While we certainly cover
these sectors exhaustively, we don’t stop there.
There are many companies in traditional value
sectors that fit our quality-growth profile, and we
are committed to finding them.
In addition, we seek to invest in companies with
stronger quality profiles than our benchmarks.
We believe in paying for quality, but only when a
company exhibits the type of offensive, sustainable
value creation qualities that may enable it to grow
stronger and longer than the market is assuming.

The chart below shows the quality of our three
Leaders strategies relative to the quality of their
benchmarks. A score of 1 is best and 100 is worst.
As the chart illustrates, each strategy's quality
profile is superior to that of its respective
benchmark.
“Quality-growth companies may be less
prevalent in value sectors, but that doesn’t
mean there isn’t an energy company doing
something proprietary that enables it to fend
off the competition and grow.”
Alaina Anderson, CFA, Partner, Research Analyst

Quality Profile of Our Leaders Strategies
Versus Benchmarks Quality Score ( 1= Best, 100 = Worst)

William Blair Quality Score
Benchmark Quality Score
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International World ex-USA
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William Blair MSCI Emerging
Emerging
Markets Index
Markets Leaders
Strategy

Source: FactSet, William Blair, as of December 31, 2017. The data shown is based on each strategy’s representative portfolio.
The indices are comparable to the strategies in terms of investment approach but contain significantly more securities. Scores are
based on William Blair’s quantitative model. It is not possible to invest directly in an index. Not intended as investment advice.
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Active Never Rests™

Dynamic Allocation
Strategies

Although ‘waves’ aren’t fundamentally driven, they
“are
extremely important to global macro investors.
If you don’t understand the waves, they can capsize
your boat on your journey to fundamental value.

”

Brian Singer, CFA, Partner, Head of Dynamic Allocation Strategies Team
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DYNAMIC ALLOCATION STRATEGIES

Navigating Waves on the Journey
to Fundamental Value
We employ a top-down global macro approach,
but unlike many other macro managers, we do
it using a foundation of fundamental investing.
Identifying where prices differ from fundamental
value is essential, but it isn’t sufficient. Investors
must also understand why prices differ from
fundamental value.
The analogy our team often uses is to think of
financial markets as the surface of the ocean—
influenced by tides (long-term fundamental value),
waves (medium-term influences of conventional
wisdom, macro themes, and geopolitics), and
ripples (short-term news headlines). Our
investment process is designed to ride the tides,
navigate the waves, and largely ignore the ripples.
Waves—which can be incredibly powerful in
pushing prices away from fundamental value or
pulling prices toward it—can have a significant
impact on client portfolios. That is why it is
essential to have analytical frameworks to
understand the magnitude, direction, and drivers
of these waves.
Our team uses three main frameworks to evaluate
why prices differ from value. To gauge conventional
wisdom, or what is already being “priced in” by
the marginal investor, we use a multi-dimensional
assessment of recent economic activity, monetary
policy, and the degree of risk aversion across a
number of geographical regions. We also identify
macro themes that cut across asset classes,
currencies, and geographies and are modeled as

risk factors that can alter compensation, risk, or
correlations in our forward-looking, near-term risk
model. To understand global political situations,
such as conflicts, elections, and negotiations, our
geopolitical analysis incorporates game theory,
which involves identifying key players, their
objectives, and the different powers players can wield
to achieve desired outcomes.

The Three Stages of Our
Investment Process
WHERE

Identification of value/price
discrepancies: Where do prices
differ from fundamental value?

WHY

Assessment of opportunities:
Why do prices differ from
fundamental value?

HOW

Designing the portfolio:
How do we best capture
value/price discrepancies?
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Tides, waves, and ripples
An analogy for understanding the three main types of forces that affect financial markets; tides = long-term
fundamental value; waves = medium-term influences of conventional wisdom, macro themes, and geopolitics;
and ripples = short-term news headlines. Our investment process is based on the premise that investors
shouldn’t get distracted by ripples in financial markets; instead, investors should focus on the tides and
navigate the waves that are affecting prices over various time horizons.

Geopolitical Analysis: Japanese Equity and Yen Repositioning
as “Abenomics” Is Implemented
“In our post-Cold War world, geopolitical
developments have become more relevant
to investing and more frequent in their
occurrence. In the past few years, we have
seen political uncertainty in the eurozone,
increasing Russian aggressions, and tensions
in the Middle East.”
Brian Singer, CFA, Partner, Head of Dynamic
Allocation Strategies Team

The election of Shinzō Abe as Japan’s prime
minister in December 2012 and the early stages of
the implementation of his “Abenomics” strategy
created powerful signals that influenced our
positioning in Japanese equities and the yen
during the next 12 months.
One of the “three arrows” of Abe’s policy involved
targeting higher inflation and expanding the
Bank of Japan’s balance sheet—dynamics that we
believed could help Japanese equities and hurt the
yen more than what the market had priced in at the
time of Abe’s election. In response to this valuation
signal, we increased our existing long position in
Japanese equities and amplified our existing short
position in the yen in the fourth quarter of 2012.
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By April 2013, our game theory analysis, which
looks at the objectives and relative bargaining
powers of various parties within a geopolitical
development, suggested that potential future yen
devaluation was likely to pressure other Asian
governments and central banks to seek limits for
their currencies’ appreciation versus the yen. Also,
the Nikkei’s surge during the previous two quarters
indicated that Japanese equities were no longer
undervalued. As a result, we began reducing our
long position on Japanese equities and our short
position on the yen over the next several months.
By November 2013, it appeared that the Abe
government was losing momentum in its efforts
to implement reforms that would boost the
Japanese economy’s long-term sustainable growth.
This, along with our continued view that other
Asian governments would seek to limit the yen’s
devaluation relative to their currencies, led us to
believe that being short the yen created risk for
which we weren’t being adequately compensated.
As a result, we eliminated our short yen position
less than 12 months after Abe’s election.

Japanese Equity and Yen Exposures
Our strategies dynamically adjust allocations in
response to evolving geopolitical developments,
and we can take advantage of opposing market
and currency opportunities in the same country.
December 2012: Increased long equity
position and short yen position in
anticipation of “Abenomics”

This snapshot, for example, shows how we were
simultaneously long Japanese equities and short
the Japanese yen around “Abenomics.”

April 2013: Began decreasing equity
and yen exposures in response to rising
equity prices and geopolitical signals

November 2013: Eliminated short yen
position as Abe government’s stimulus
efforts began losing momentum
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Source: William Blair, as of May 2014. The information provided is for illustrative purposes only and is not intended as
investment advice or a recommendation to buy or sell a security.
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DYNAMIC ALLOCATION STRATEGIES

Currency Management: The Forgotten Alpha
“Investors’ widespread misunderstanding
of currencies helps to promote
inefficiencies—and we are happy to
operate in areas where we feel we
have uncommon expertise.”

Our research and experience show that these
widespread assumptions about currencies are
empirically false. In fact, evidence shows that the
pull of fundamental value is stronger and quicker
for currency exchange rates than for equities
or bonds.

Thomas Clarke, Partner, Portfolio Manager

The disconnect between conventional wisdom
and reality when it comes to currencies creates a
tremendous opportunity for us. Active currency
management is an important source of alpha in our
portfolios, and a significant portion of the active risk
in our portfolios is represented by active currency
exposures. Rather than focusing on just a few
currencies, we pursue opportunities across a broad
universe composed of more than 30 currencies.

Most asset managers use currency management
simply to hedge risk, not to generate alpha.
This is because managers either don’t
understand currencies or think that they
are volatile, unpredictable, illiquid, and
easily manipulated by central banks or hedge
fund managers.

Reversion to Fundamental Value
Currency prices revert to fundamental value more quickly, on average, than do equity markets—a fact that
counters the conventional wisdom of most investors.

Half-Life of Price Reversion to Value (in Years)
9
8
7
6
5
4
3
2
1

Currencies

Equity Markets

Currency Average

Equity-Market Average

Source: William Blair. Half-life reversion to value is shown based on a 40-year observation period ended April 2014.
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Equilibrium vs. Outlook:
Our Approach to Active Risk Management
“Through our dynamic approach to risk
management, we are able to dial up our risk
exposures when opportunities increase, and
dial back when opportunities decrease.”
Renato Staub, Ph.D., Senior Analyst

Our approach to active risk management starts
with assessing the Equilibrium, or “normal,” state
of risk over several decades. Knowing that we
rarely—if ever—are in a normal state of risk, we seek
to understand the non-fundamental influences
that move risks from the Equilibrium state to the

nearer-term reality. This understanding informs
our forward-looking Outlook risk model.
The Outlook model, which we continually revisit
and update, guides our dynamic risk allocations
within the portfolio. For example, in the summer
of 2012, our material long global equity exposure
was based on attractive fundamentals and our
understanding of shifting geopolitical forces
affecting European markets. But, by June 2014, we
had decreased our global equity exposure by nearly
half as Japanese and U.S. equities reached fair value
and geopolitical risks increased in the eurozone.

Never Satisfied. Always Evolving.
“If we still want to be ahead of the curve five
years from now, we need to start thinking
about the things that will set us apart today.”
Brian Singer, CFA, Partner, Head of Dynamic
Allocation Strategies Team

We realize that many of the approaches and
strategies that have worked consistently for us
during the past two decades likely won’t provide the
same level of efficacy during the next two decades.
That is why we continually revisit our work
through a fresh set of eyes.
This goes beyond just refining our models. When
debating topics in our daily team meetings, we
ask the team members who have opposing views
and are furthest from the mainstream to lead the
discussions. We have found that the rationales that
underpin the “tail opinions” often contain the most
valuable information for the rest of the team.
Another example is Critical Advocacy Thinking—
what we call our internal book club—which

empowers us to explore topics (that, at times, may
be only tangentially related to financial markets)
and then share relevant insights from those books
with our teammates.
Similarly, when Renato Staub, Ph.D., who oversees
our risk management, felt that he was becoming
too focused on the science of asset management
at the expense of fully embracing the artistic
aspects of the craft, we supported his request to
take a short sabbatical to visit art museums and
recharge his creative juices. This time off spurred
new ideas that Renato has used to strengthen our
team and process. One takeaway he gained involved
connecting impressionism with asset allocation.
An impressionistic painting eliminates details;
your brain fills them in. Similarly, broad asset
allocation ignores granular details; the portfolio
manager's expertise and experience fills them in.
Thus, Renato came to think of asset allocation as
the “impressionism” of investing—best utilized
to determine the overall risk of a portfolio from a
broad perspective.
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Active Never Rests™

U.S. Growth Equity

Many growth managers fall in love with a growth
“story
and valuation becomes an afterthought. As

growth managers with a strong valuation discipline,
this is an exploitable inefficiency for us.
Dan Crowe, CFA, Partner, Portfolio Manager
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U.S. GROWTH EQUITY

Using a Long-Term Lens to
Search for Sustainable Growth
“If we can sort through the short-term noise
and get the long-term perspective right, we
believe we can add value for our clients.”
David Ricci, CFA, Partner, Portfolio Manager

In our search for quality growth, we must have a
deep understanding of a company before we can be
confident that we have identified a durable business
franchise. We immerse ourselves in getting to know
the company beyond what financial statements can
tell us—interviewing management teams, talking
to competitors and suppliers, and touring facilities,
for example. This process could take only days or
weeks if we are already familiar with the company,
but could also take months if a company is not well
understood at the outset of our research.
We believe this investment of time and energy is
essential to fulfilling our mandate. While other
asset managers may be eager to make a decision
on-the-spot, we are willing to take our time to
assess the company’s sustainable earnings growth
potential. Our approach is based on a belief that if
a company is truly a durable business franchise it
will be able weather short-term storms and deliver
above-average growth over the long term.

Valuation Discipline
During the process of identifying a quality growth
company, we also are assessing whether the stock
is attractive from a valuation perspective.

We believe that many growth managers simply
don’t pay enough attention to valuation or use a
valuation process that is too rigid and narrow.
Our approach is flexible and allows us to value
a company based on the metrics that are most
appropriate for that specific company, industry,
etc. Examples include discounted cash flow
analysis, multiple analysis relative to a stock’s
history and its peers, and value to strategic
buyers.
In addition, we make comparisons to other
companies that may not appear comparable on
the surface but have similar business and financial
characteristics (such as companies in different
sectors that are similar with respect to return and
growth profiles, quality of management, and levels
of cyclicality). Our goal is to form a more complete
picture of what a company is worth and what price
investors should be willing to pay for it.
For example, we evaluated a small healthcare
company with rapid growth and a high price-toearnings (P/E) ratio. The company had a sales
staff whose costs represented about 80% of the
company’s revenue. Realizing that the stock
appeared expensive on the surface, we considered
what it would look like from the perspective of a
potential acquirer. We determined that the stock
may, in fact, seem cheap to a large pharmaceuticals
company that could streamline the sales staff and
capitalize on other synergies.
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U.S. GROWTH EQUITY

Touring a Company’s “Mortuary Room” of Fallen Competitors
In our search to identify opportunities before
they are on the radar of other investors, we meet
with many companies. They may not always seem
compelling on the surface, but we have found a
number of hidden gems over the years by digging
deeper.
One such example is a 60-year-old company that
sells a ubiquitous lubricant spray. While we were
skeptical about the potential opportunity before
our meeting, it turned out to be the first step in
identifying a mispriced quality growth company
that was largely overlooked by other investors.
During our meeting with management, we raised
concerns about the company’s seemingly low
barriers to entry and limited growth opportunities.
To explain how its brand created a surprisingly
powerful barrier to entry, the CEO brought us to
14 | Holding Active Management to a Higher Standard

the “mortuary room” when we visited company
headquarters. The room was filled with cans of
competitors’ products that had tried to duplicate
the market leader’s success but had gone out
of business. When combined with further due
diligence, this was an indication of a strong brand
and a keen focus within the company to maintain
its competitive position.
To address our concerns about the growth
opportunities for a product that is already found
in most consumers’ and mechanics’ garages, the
CEO outlined the company’s plan to expand into
the industrial maintenance, repair, and operations
(MRO) market. After diving into the details of the
company’s successful entry into the MRO market
in France, we gained confidence that the company
had a proven playbook for this growth strategy that
should translate to other geographies.

Durable business franchise
A company that 1. is led by a strong management team whose interests are aligned with long-term shareholders,
2. has a sustainable business model with high barriers to entry, pricing power, and growth opportunities, and
3. exhibits solid financial performance with strong cash flow and high return on investment. Our investment
process seeks to differentiate between durable business franchises and companies that aren’t able to
sustain above-average growth over the long term.

Seeking to Exploit Market Inefficiencies
Discussions about the sources and potential
resolutions of market inefficiencies are occurring at
all times and among all members of our investment
team. Our analysts are encouraged to debate and
challenge the views of our portfolio managers and
vice versa.
In seeking companies that can deliver superior
long-term earnings growth and attractive returns
for our clients, there are three primary market
inefficiencies that we seek to exploit: companies
that we believe will grow faster and for longer
than the market expects; companies that are
dealing with a short-term issue that the market

may be overacting to; and companies that remain
undiscovered by the market because they are not
well understood.
“Before investing, we perform a
comprehensive assessment of the company’s
long-term value-creation potential. This
gives us the conviction to remain patient and
to capitalize on alpha generating opportunities
when others overreact to short-term or nonfundamental issues.”
Corey Tobin, Partner, Research Analyst,
Co-Director of Research

Traditional
Quality Growth

Fallen Quality
Growth

Undiscovered
Quality Growth

Companies whose growth
is faster and/or more durable
than the market appreciates
due to most investors’
shorter-term focus

Companies exhibiting
non-linear growth or facing
a short-term issue that
causes investors who have
less extensive knowledge of
the company to overreact

Companies that
remain undiscovered
because of minimal
analyst coverage or low
institutional ownership
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Active Never Rests™

U.S. Value Equity

Above all, we are searching for companies that exhibit
“superior
capital stewardship and whose management

”

teams are disciplined about driving shareholder value.
David S. Mitchell, CFA, Partner, Portfolio Manager
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U.S. VALUE EQUITY

Searching for
Capital Stewardship
Balancing Valuation
and Fundamentals

Valuation

We believe it is important to strike the right
balance between valuation and fundamentals by
seeking attractively priced opportunities where
fundamentals have stabilized or are improving.
To strike that balance, we use proprietary,
company-specific modeling and valuation
work to rigorously analyze management’s track
record of capital stewardship and the company’s
opportunities to generate returns for shareholders.

Free cash flow focus

Often, we find that in striving to become larger
companies, small-cap companies fall into the
growth-myopic trap of trying to get bigger without
creating shareholder value in the process. The
best example of this is when a management team
overpays for acquisitions and overleverages a
company’s balance sheet in order to grow the
business. This can lead to future write-downs
and result in a destruction of shareholder value
over time.

Proprietary “free cash flow ROIC*”

We seek companies whose management drives
shareholder value by improving operational
efficiency, asset utilization, and profit margins.
At the same time, we avoid those management
teams that have a history of not deploying capital
in the best interests of their investors.
We believe opportunities for value investors
present themselves in two forms: quality companies
at discounted prices and corporate transformation
opportunities—and with both, the key to finding
undervalued companies is rigorously balancing
valuation and fundamentals.

Peer and historical comparisons
Industry transaction comparisons
Forecast financial results
Downside risk assessment

Fundamentals
Superior cash flow generation
Improving, sustainable ROIC*
Management focus on
shareholder value
Strict corporate governance
Defensible competitive position

* ROIC refers to return on invested capital, which
gives a sense of how well a company is using its money
to generate returns.
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U.S. VALUE EQUITY

High-Quality Bias
“We’re interested in buying good companies
that can generate strong cash flow and ROIC
and have a solid balance sheet. You’re not going
to get that with low-quality stocks.”
Mark T. Leslie, CFA, Partner, Portfolio Manager

Across market cycles, our portfolios have reliably
reflected this high-quality bias. Because we seek to
invest in companies with solid balance sheets and
strong cash flows, our portfolios are designed to
provide investors with greater downside protection.
Our focus on downside protection and persistent
bias toward higher-quality stocks with larger
market capitalizations has historically allowed our
strategies to outperform during market pullbacks
and underperform in rallies favoring lower-quality,
smaller-cap stocks. Periods such as these are why
clients frequently tell us that our portfolios perform
the way they expect them to.

YEARS
Average tenure of
the team’s portfolio
managers

YEARS
Time the portfolio
management team
has worked together

CONTINUITY BREEDS SUCCESS

The experience and continuity of our team
are unique and, we believe, offer a distinct
advantage for our clients. Our familiarity with
the companies in our coverage universe and their
management teams allows us the opportunity to
uncover insights. For example, when a uniform
rental company brought in a new CEO who
pledged to improve the business operationally
by shutting down the existing M&A efforts,
exiting unprofitable businesses, and focusing on
improving asset utilization before pursuing any
new growth opportunities, we had confidence in
the CEO’s ability to execute this game plan. Why?
Because we had seen him do it at his previous
company, a stock we were also familiar with.

Kicking the Tires
“Is improving asset utilization part of a
company’s DNA? Are they truly focused on it,
or are they just paying lip service to the idea
and using buzzwords from a slide deck?”
Chad M. Kilmer, CFA, CPA, Partner, Portfolio Manager

Management meetings are a critical component of
our investment process. In these meetings, we seek
to ascertain how committed the management team
is to improving the fundamental metrics we look
at, which define being good stewards of capital and
creating shareholder value over time.
Sometimes, we walk away from these meetings
with increased conviction. An industrial company
we owned, for example, publicly indicated that it
had only 50 basis points of incremental margin
improvement remaining from planned initiatives.
But after meeting with management and doing
additional research on industry trends, we believed
that the opportunity was much larger.
Other times, a company might look good on paper,
but after meeting with management, we realize
they aren’t focused on the right metrics. For
example, a healthcare services company scored
well in our quantitative modeling. After talking
with management, however, we believed it lacked
discipline around its ROIC strategy, potentially
overpaying for acquisitions in order to grow
the business.

LEVERAGING THE RESOURCES OF
A GLOBAL BOUTIQUE
“Being part of a firm that is global in reach
but independent in its mindset has distinct
advantages. Because the high-quality end of the
value universe overlaps with growth, we are
constantly sharing ideas with William Blair’s
U.S. Growth Equity team. But we have
complete autonomy in how we structure
and manage our strategies.”
David S. Mitchell, CFA, Partner, Portfolio Manager

Capital stewardship
Investing in projects that create sustainable improvements to return on invested capital and free cash flow,
or returning money to shareholders when such opportunities do not exist. The CEO’s commitment to capital
stewardship was reflected in the company’s improving asset utilization levels.

Chemical Reaction
HOW AN INDUSTRIAL COMPANY’S SHIFT TOWARD HIGH-MARGIN,
SPECIALTY PRODUCTS IS DRIVING ROIC ENHANCEMENT
Our search for corporate transformation
opportunities led us to an underperforming
chemicals company in 2008 that had recently
brought in new management. We were impressed
with the new CEO’s plan to improve ROIC by
shedding unprofitable customers, consolidating

plants, selling non-core assets, and shifting the
company’s focus to higher-margin specialty
products. The successful execution of this vision has
translated into significant increases in ROIC and
earnings-per-share growth over time.

Percentage of Operating Income* Received from Specialty vs. Non-Specialty Products
2006

2008

2010

2013

2014

2015

2020

80%
62%

ROIC
5.0%

34%

69%

43%
ROIC
11.0%

2%
LEGACY

65%

TRANSFORMATION

Source: Company data, William Blair, as of April 30, 2015.
For illustrative purposes only.
Specialty products are customized products.
*Excludes corporate charged and special items.
**2020 figures are estimates.

ROIC
15.0%

VISION**

Non-Specialty Products

Specialty Products
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Active Never Rests™

Fixed Income

We aren’t plagued by size or liquidity biases. That is
“why
we are free to fully participate in the portions of
the market that provide the most value.”
Christopher T. Vincent, CFA, Partner, Portfolio Manager
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FIXED INCOME

Pursuing Reliable Sources
of Return Without Bias
We have conviction in what we do because we
operate only in what we believe are the most
attractive segments of the fixed-income market
and we do it in a way that is unhindered by the
biases that affect larger asset managers and
other fixed-income investors. To understand our
approach to active management, however, it is
important to first understand what we don’t do.
When it comes to our investment universe, we
don’t operate in the approximately 80% of the
market that we believe provides little to no risk
spreads. This means that we avoid U.S. Treasury
notes and bonds, agency mortgage-backed
securities purchased by the Federal Reserve, and
credit instruments with risk spreads of fewer than
100 basis points. Instead, we spend 100% of
our energy on the 20% of the market that offers
compelling value characteristics.
We also don’t rely on interest-rate timing and
illiquidity risk as the primary drivers of return
for our investors. This allows us to focus on
minimizing risks unique to the securities we
target: prepayment and extension risk for agency
mortgage-backed securities, and downgrade and
default risk for corporate bonds. We believe this
focus affords investors a more reliable source of
return that is available across market cycles.
Our size allows us to focus our time and energy
on the liquid segments of the market that provide
the most attractive return potential for our clients
and seek to capitalize on the inefficiencies created
by mega-managers, institutional biases, and creditrating rigidities.

We spend 100% of our
energy on the 20% of
the fixed-income market
that offers compelling
value characteristics.

“Our version of the 80/20
rule means that 20% of the
fixed-income market
provides virtually all of the
most compelling valuation
opportunities for investors.”
Tom Brennan, CFA, Portfolio Specialist
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FIXED INCOME

Why We Aren’t Interested in
Timing Interest Rates
“When it comes to interest-rate timing
strategies, you have to be right—and you have
to be right now. That’s extremely difficult to
do quarter after quarter, year after year.”
Christopher T. Vincent, CFA, Partner, Portfolio Manager

When constructing portfolios, we seek to minimize
the impact of active duration and yield-curve
positioning decisions. Opportunities to generate
returns through these strategies are very shortlived, difficult to time properly, and unpredictable.
As a result, it is very hard for managers to deliver
consistent returns using these strategies.

GROCERY STORE EXHIBITS SUPERIOR
CASH FLOW GENERATION FROM
INVESTED CAPITAL
Although companies exist for the benefit
of their equity shareholders, we want to
know how much they focus on protecting
bondholders, as well. That is why our corporate
bond screening process focuses on finding
companies that generate superior cash flow
from invested capital relative to their peers.
For more than 10 years, we have owned bonds
issued by one of the largest grocery store
chains in the United States. Throughout this
period, the company has consistently ranked
in the top quartile of the more than 12,000
companies that we analyze using the William
Blair quality model. The company also has
what we believe to be the ideal strategy, from
a bondholder’s perspective, for deploying
free cash flow: approximately one-third gets
returned to shareholders as a dividend, onethird is reinvested in growth opportunities,
and one-third is used to pay down debt.
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Another important reason we eschew trying to time
interest rates has to do with the diversification
benefits our clients expect to receive from fixedincome investing. We believe that core fixed-income
portfolios should serve as a ballast against riskier
asset classes, and managers who use interest-rate
timing strategies may be sacrificing much of the
diversification benefits that bonds offer—and
investors expect.

A Nimble Team Backed by
Deep Resources
We believe that our streamlined team structure,
highly selective approach, and access to William
Blair’s vast institutional resources uniquely
position us to create value for our clients. We are
able to nimbly pursue opportunities and focus
our energy on the segments of the bond market
that present the most attractive opportunities. As
part of William Blair’s platform, we are supported
by the firm’s infrastructure of human capital and
quantitative tools, which include daily data on
more than 12,000 companies.

Reliable sources of return
Return-generating dynamics within fixed-income markets that aren’t related to interest-rate timing
or illiquidity risk; dynamics that can be expected to provide compensated risk across market cycles.
The investment managers didn’t consider yield-curve positioning to be a reliable source of return.

Mortgage-Backed Securities:
Where We Find Value
The Federal Reserve’s large-scale asset purchase
programs have resulted in unattractive valuations
for lower-coupon mortgage-backed securities
(MBS) that comprise more than 85% of the
MBS market. That is why we focus on highercoupon MBS segments that haven’t been

purchased by the Fed. Within this sliver of the
MBS market, we look to mitigate prepayment
and extension risk by focusing on smaller-balance
loans, which should result in more consistent
payments regardless of the prevailing interestrate environment.

Bloomberg Barclays U.S. Aggregate Index

area of
“This
the market will

Credit

34.9%

Treasuries

37.0%

Agency
MortgageBacked
Securities

28.1%

Purchased by Fed =

84.1%

15.9%
Not
Purchased
by Fed

always be there.
The question is,
‘Can you be 100%
focused on it?’
Paul J. Sularz,
Portfolio Manager

”

Source: Bloomberg Barclays, BlackRock Solutions, William Blair, as of December 31, 2017. Credit primarily includes corporate
bonds, as well as agency and quasi-sovereign debt, commercial mortgage-backed securities, and asset-backed securities. It is
not possible to invest directly in an index. Not intended as investment advice.
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Important Disclosures
This content is for informational and educational
purposes only and not intended as investment advice
or a recommendation to buy or sell any security.
Investment advice and recommendations can be
provided only after careful consideration of an
investor’s objectives, guidelines, and restrictions.
Before entering into any transaction each investor
should consider the suitability of a transaction to his
own situation and, if need be, obtain independent
professional advice as to risks and consequences of
any investment. William Blair will accept no liability
for any direct or consequential loss, damages, costs
or prejudices whatsoever arising from the use of this
document or its contents.
Any discussion of particular topics is not meant to be
complete, accurate, comprehensive or up-to-date and
may be subject to change. Factual information has
been taken from sources we believe to be reliable, but
its accuracy, completeness or interpretation cannot
be guaranteed.
The issuers referenced are examples of issuers William
Blair considers to be well known and that may fall into
the stated sectors. William Blair may or may not own
any securities of the issuers referenced and, if such
securities are owned, no representation is being made
that such securities will continue to be held.
Information and opinions expressed are those of
the author and may not reflect the opinions of other
investment teams within William Blair. Information is
current as of the date appearing in this material only
and subject to change without notice.
Investing involves risk, including the possible loss
of principal. There can be no assurance that any
strategy’s investment objectives will be achieved.
Diversification does not protect against loss. Past
performance is not indicative of future results.

This material is distributed in the United Kingdom
and the European Economic Area (EEA) by William
Blair International, Ltd., authorized and regulated
by the Financial Conduct Authority (FCA), and
is only directed at and is only made available to
persons falling within articles 19, 38, 47, and 49 of the
Financial Services and Markets Act of 2000 (Financial
Promotion) Order 2005 (all such persons being
referred to as “relevant persons”).
This document is distributed in Australia by
William Blair & Company, L.L.C. (“William Blair”),
which is exempt from the requirement to hold an
Australian financial services license under Australia’s
Corporations Act 2001 (Cth) pursuant to ASIC
Class Order 03/1100. William Blair is registered as
an investment advisor with the U.S. Securities and
Exchange Commission (“SEC”) and regulated by the
SEC under the U.S. Investment Advisers Act of 1940,
which differs from Australian laws. This document is
distributed only to wholesale clients as that term is
defined under Australia’s Corporations Act 2001 (Cth).
This material is not intended for distribution,
publications or use in any jurisdiction where such
distribution or publication would be unlawful.
The Bloomberg Barclays U.S. Aggregate Index
is a broad-based benchmark that measures the
investment-grade, U.S.-dollar-denominated, fixed-rate
taxable bond market. The MSCI ACWI Investable
Market Index (IMI) captures large-, mid- and
small-cap representation across 23 developed markets
and 24 emerging markets. The MSCI AC World
ex-USA IMI Index captures large-, mid- and
small-cap representation across 22 of 23 developed
markets (excluding the United States) and 24
emerging markets. The MSCI Emerging Markets
Index consists of 24 countries representing 10% of
world market capitalization.

Copyright © 2018 William Blair. “William Blair” refers to William Blair & Company, L.L.C., William Blair Investment Management, LLC,
and affiliates. William Blair is a registered trademark of William Blair & Company, L.L.C.
6250607 (2/18)
24 | Holding Active Management to a Higher Standard

Active Never Rests
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U.S. | williamblair.com/active
Non-U.S. | sicav.williamblair.com/active
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