LOOMIS SAYLES GLOBAL EQUITY
STRATEGY:
A LONG-TERM, BEST-IDEAS APPROACH

AUTHORS
EILEEN RILEY, CFA
VP, PORTFOLIO MANAGER
LEE ROSENBAUM
VP, PORTFOLIO MANAGER

Unless otherwise stated, this article discusses the strategy and
performance history of the Loomis Sayles Global Equity Opportunities
Composite which is managed by Loomis Sayles & Company. LP. The
Loomis Sayles Global Equity Fund (“Fund”), distributed in
Australia by Investors Mutual Limited (AFSL 229988), is managed
using the same investment strategy. You should be aware that the Fund
itself is relatively new and has a limited performance history – the past
composite performance information is NOT the past performance of the
Fund. Past performance is not a reliable indicator of future performance.
Any reference in this article to the words ‘strategy’ or ‘portfolio’ are in
relation to the Loomis Sayles Global Equity Opportunities Strategy
and not the Fund. All returns are in AUD unless stated otherwise.
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IN 2013, WE ASSUMED LEADERSHIP OF THE LOOMIS
SAYLES GLOBAL EQUITY OPPORTUNITIES STRATEGY.
WE WERE ENERGISED BY THE OPPORTUNITY
TO CONTINUE DELIVERING ON THE STRATEGY’S
MANDATE: SEEKING ATTRACTIVE LONG-TERM
RESULTS THROUGH A HIGHLY COLLABORATIVE,
BEST-IDEAS APPROACH GROUNDED IN
FUNDAMENTAL RESEARCH.
Our “go anywhere” philosophy can provide the
flexibility to invest without constraints across sectors,
regions and market capitalisation and pursue potential
opportunities wherever we find them.

LOOMIS SAYLES GLOBAL EQUITY STRATEGY: A LONG-TERM, BEST-IDEAS APPROACH

By diligently researching companies that exhibit our core alpha drivers, we have been able to identify
companies that we believe can deliver outperformance for our investors. Aligning our risk budget with our
core competency of security selection has helped us effectively manage risk within highly concentrated
portfolios. In this paper, we will explore the key elements that drive the Global Equity Strategy.

Idea Generation: Targeting Alpha Drivers and Market Inefficiencies
Our goal is to find opportunities that align with our three alpha drivers: quality, intrinsic value growth, and
valuation. We believe that targeting these alpha drivers allows us to capture two market inefficiencies that
can lead to sustainable long-term outperformance:
“Duration effect:” We define the duration effect as a company’s ability to add value over time through the
compounding of its free cash flow (FCF) generation. Our quality and intrinsic value growth alpha drivers
allow us to identify the potential for this duration effect to play out in each company.
Mispricing: The valuation alpha driver allows us to find companies whose current pricing does not reflect
our projections for the company’s long-term performance.
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EXAMINING OUR THREE ALPHA DRIVERS
Our three alpha drivers serve as the pillars of our fundamental, bottom-up research process. Examining
the characteristics we use to define each of these alpha drivers provides valuable insight into how we
identify potential opportunities and assess a company’s fit for our portfolios.
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FINDING COMPANIES THAT MEET OUR CRITERIA
To identify companies that possess our targeted alpha drivers, we employ a fundamental, bottom-up
research process that is defined by the following characteristics:
No constraints: We firmly believe that a best-ideas strategy must be supported by an approach that gives us
the ability to search for potential equity opportunities wherever they exist across the investment universe.
Our approach to research and portfolio construction is not limited by any sector, geography or style
constraints.
Highly collaborative: We have built a team structure that supports our view that capital needs to be
fungible across sectors, geographies and market capitalisation in a best-ideas strategy. We have a
minimum of three people involved in the research process for each stock—both portfolio managers
and at least one analyst; the portfolio managers make the ultimate investment decisions unanimously.
Importantly, all investment team members are compensated based on long-term strategy performance,
rather than individual performance.
Concentrated: We invest only in our best ideas. This means that the strategy typically holds only 35 to
65 names. This approach allows us to fully understand and quantify the opportunities and risks of each
company. Each analyst maintains a tracking list of 50 to 70 companies, which focuses and prioritises our
research process.
Continuous: While our research process is consistent, market conditions facing companies, their
customers and their suppliers are constantly evolving. We continuously apply our research process to
ensure that existing holdings maintain their alpha drivers, as well as to uncover new opportunities to
consider adding to the portfolio.

Mitigating Risk: Spending Our Risk Budget on Our Core Competency
We believe that our risk budget should align with our core competency—conducting deep fundamental
research. Therefore, we want idiosyncratic risk, or stock-specific risk, to be the largest factor in the
portfolio because this is where we believe we have the ability to add value for our clients.
Our approach to risk management is centered on seeking to fully understand and manage idiosyncratic risk
and ensuring that only companies that possess our core alpha drivers are included in the portfolio.
We strengthen this approach through scenario analysis, a relative risk profile tool and diversifying among
alpha drivers.
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SCENARIO ANALYSIS
In addition to informing our view on valuation as an alpha driver, the scenario analysis that we perform
for each company guides our decisions on individual position weighting. We believe that this is essential in
helping us achieve an optimal portfolio.
The base case is our view of the most probable trajectory of the business; the downside case reflects the
possible risks to the base case; and the best case is the possible outcome if events exceed our base-case
assumptions. If we cannot quantify the risks facing the company, we will not make the investment. To
establish these scenarios, we use our proprietary DCF methodology. The figure below provides an example
of how assessing a company’s current valuation relative to our projected downside-, base- and best-case
scenarios guides our decision-making.

STOCK EXAMPLE

SELL CANDIDATE

Possible outcome if events
exceed our base case

BEST CASE:

TRIM CANDIDATE
Our view of the most probable
trajectory of the business

BASE CASE:

Reflects the possible risks
to the base case

DOWNSIDE CASE:

ADD CANDIDATE
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RELATIVE RISK PROFILE TOOL
We have developed a data visualisation tool that assists us in the risk
management process. The tool, as shown below, charts a stock’s contribution to
downside risk on the Y axis and its attractiveness (base-case/downside return)
on the X axis. The tool assists us in determining the optimal position size for a
security.

Source: Loomis Sayles.

POTENTIAL ADD

Best Return – Base Return

Chart is for illustrative
purposes only as a sampling of
risk management tool output.
Some or all of this information
on this chart may be dated,
and, therefore, should not be
the basis to purchase or sell any
securities. Graphic is shown
for illustrative purposes only to
show downside risk vs. overall
attractiveness. Dots represent
actual stock holdings at a point
in time.

+
Contribution to Downside Risk
(Relative Portfolio Weight * Downside Return)

CONTRIBUTION TO
DOWNSIDE RISK VS.
ATTRACTIVENESS

POTENTIAL TRIM

Attractiveness
(Base Return/Downside Return)

DIVERSIFICATION AMONG ALPHA DRIVERS
Finding our best opportunities for risk-adjusted alpha is a leading driver of our
portfolio positioning. Diversification is also a consideration, albeit a secondary
one. While every stock we own possesses all three alpha drivers, some stocks
may lean more heavily on one driver at any given time; our goal is to have a
portfolio that is balanced among all three alpha drivers. We also strive for
sector and geographic diversification. It is important to note, however, that we
do not set sector or geographic limits; as mentioned above, we believe that
doing so would limit our ability to pursue our best ideas.
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Performance: Supported by Our Convictions
We believe the strategy’s long-term outperformance versus the MSCI All Country
World Index is the proof point of our approach.

COMPOSITE PERFORMANCE - TRAILING RETURNS AS OF 31 MARCH 2021
1 YEAR

3 YEARS*

5 YEARS*

7 YEARS*

10 YEARS*

GLOBAL EQUITY
OPPORTUNITIES (NET)

+23.0%

+15.9%

+16.3%

+15.5%

+14.7%

GLOBAL EQUITY
OPPORTUNITIES
(GROSS)

+24.4%

+17.3%

+17.8%

+17.0%

+16.1%

MSCI ALL COUNTRY
WORLD INDEX

+24.2%

+12.3%

+13.4%

+12.5%

+12.5%

-1.2%

+3.6%

+2.9%

+3.0%

+2.2%

EXCESS RETURN (NET)

*% Performance per annum.
Since inception date is October 1, 2004. Source: Loomis Sayles, MSCI. Returns for multi-year periods are annualised. All
returns are in AUD. Returns are calculated net of management fees, and assuming all distributions are re-invested. Given the
Fund is new, the table above summarises the performance of the Composite, which may be a useful reference point for the
Fund. However, you should be aware that the Fund itself is new and has limited performance history– the past composite
performance information is NOT the past performance of the Fund. Investors should be aware that past performance is not a
reliable indicator of future performance.
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Performance: The Global Equity Fund
The Loomis Sayles Global Equity Fund, launched into the Australian market on
November 1 2018, has continued this success, having delivered outperformance of
3.7% p.a. since inception, when compared to the index. For more information on the
Fund and to view the Product Disclosure Statement please go to our website
loomissayles.com.au/
GLOBAL EQUITY FUND PERFORMANCE - TRAILING RETURNS AS OF 31 MARCH 2021
3 MONTHS

6 MONTHS

1 YEAR

2 YEARS*

SINCE INCEPTION*

GLOBAL EQUITY
FUND (NET)

+4.9%

+7.5%

+22.4%

+16.1%

+17.2%

MSCI ALL COUNTRY
WORLD INDEX

+5.9%

+12.9%

+24.2%

+13.1%

+13.5%

-1.0%

-5.4%

-1.8%

+3.0%

+3.7%

EXCESS RETURN (NET)

*% Performance per annum.
Since inception date is November 1, 2018. Source: Loomis Sayles, MSCI. Returns for multi-year periods are annualised. All
returns are in AUD. Returns are calculated net of management fees, and assuming all distributions are re-invested. Investors
should be aware that past performance is not a reliable indicator of future performance.

The nature of this performance reflects the tenets of our investment philosophy and
the consistency with which we have applied our research process. This is shown
in the charts on the following pages, which analyse characteristics of the strategy’s
performance for the period since we assumed portfolio management responsibilities
in April 2013 through to 31 December 2020.
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CONTRIBUTIONS FROM MOST SECTORS
Historically, the strategy’s performance drivers have been well diversified. Since 2013, all sectors
have positively contributed to alpha.
PERFORMANCE ATTRIBUTION – 11 APRIL 2013 THROUGH 31 DECEMBER 2020 (%)
REPRESENTATIVE ACCOUNT

MSCI AC WORLD INDEX (GROSS)

ATTRIBUTION ANALYSIS

Source: Factset. Benchmark sectors reflect S&P sectors.
Data is gross of fees and expenses. For periods longer than one year, all returns are annualised. Attribution analysis is shown for a representative
account as supplemental information. This representative account was selected because it closely reflects the Loomis Sayles Global Equity
Opportunities investment style. Due to guideline restrictions and other factors, there is some dispersion for the returns of this representative
account and other accounts managed in the Global Equity Opportunities style. Returns may increase or decrease as a result of currency
fluctuations.
Past performance is no guarantee of future results.
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STOCK SELECTION IS THE PRIMARY DRIVER
In a best-ideas strategy, we believe stock selection should be the primary
source of alpha. We have worked diligently to ensure that this is true for our
portfolios. Factor attribution using the Barra risk models shows that the
majority of relative performance has been attributed to stock-specific returns.
30

MAY 2013 - DECEMBER 2020
Factor attribution using the
Barra risk models shows
that the majority of relative
performance has been
attributable to stock-specific
returns.

Contribution to Excess Return,
Cumulative (%)

25

REPRESENTATIVE
ACCOUNT CUMULATIVE
ATTRIBUTION BY FACTOR
CATEGORY

20
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0

-5
Cash Drag
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Industries
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Currencies

Stock Specific

Source: Barra and Factset as of 31 December 2020.
Performance is shown for a representative account as supplemental information. Due to system limitations, it is difficult to
analyse this data on a composite basis. This representative account was selected because it closely reflects the Loomis Sayles Global
Equity Opportunities investment strategy. Due to guideline restrictions and other factors, there is some dispersion between the
returns of this account and other accounts managed in the Global Equity Opportunities investment style. Past performance is
not a reliable indicator of future performance.
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A DIFFERENTIATED PORTFOLIO
Since we began managing the portfolio in April 2013, our approach has consistently delivered a high-activeshare1 portfolio, with higher return on equity and less leverage relative to the benchmark.
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Source: Loomis Sayles and Factset,
as of 31 December 2020.
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CONSISTENT OUTPERFORMANCE
The strategy has delivered consistent outperformance over the long term with an average rolling 36-month
excess return of 3.77% since we began managing the portfolio in April 2013.

Global Equity Opportunities Composite

Average

GLOBAL EQUITY
OPPORTUNITIES
EXCESS RETURNS
(ROLLING 36 MONTH
PERIODS)
Source: Loomis Sayles, as of 31
March 2021.
Past performance is no guarantee
of future results.
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Conclusion: Pursuing Our Best Ideas Through Deep Fundamental Research
We believe the consistent performance of the Global Equity Strategy is the result of our collaborative and
disciplined investment process. By focusing on our three core alpha drivers—quality, intrinsic value growth, and
valuation—and aligning our risk budget with our core competency of stock selection, we will continue building
high-conviction, concentrated portfolios comprised of our best ideas.
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Endnote
Active share indicates the proportion of portfolio’s holdings (by market value) that are
different than the benchmark. A higher active share indicates a larger difference between
the benchmark and the portfolio.
1

Disclosure
The information in this paper is provided for general information purposes only and does not take into
account the investment objectives, financial situation or needs of any person. Investors Mutual Limited
(AFSL 229988) is the issuer and Responsible Entity of the Loomis Sayles Global Equity Fund
(‘Fund’). Loomis Sayles & Company, L.P. is the Investment Manager.
EILEEN RILEY, CFA
VP, Portfolio Manager

This information should not be relied upon in determining whether to invest in the Fund and is not a
recommendation to buy, sell or hold any financial product, security or other instrument. In deciding
whether to acquire or continue to hold an investment in the Fund, an investor should consider the
Fund’s Product Disclosure Statement, available on the website loomissayles.com.au or by contacting us
on 1300 157 862. Past performance is not a reliable indicator of future performance.
Investments in the Fund are not a deposit with, or other liability of, Investors Mutual Limited and
are subject to investment risk, including possible delays in repayment and loss of income and principal
invested. Investors Mutual Limited does not guarantee the performance of the Fund or any particular
rate of return.

LEE ROSENBAUM
VP, Portfolio Manager

Given the Fund is relatively new and has limited performance history, some of the performance
information discussed in this paper reflects the Loomis Sayles Global Equity Opportunities strategy.
Characteristics and performance are shown for a representative account as supplemental information.
Due to system limitations, it is difficult to analyse this data on a composite basis. This representative
account was selected because it closely reflects the Loomis Sayles Global Equity Opportunities
investment strategy. Due to guideline restrictions and other factors, there is some dispersion between the
returns of this account and other accounts managed in the Global Equity Opportunities investment
style.
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