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New-economy digital business models proved resilient and defensive amid the pandemic-induced collapse in
economic activity, and this widening performance differential is particularly interesting to us as investors in
industry-leading growth companies. We are also interested in some of the more compelling structural growth
companies in cyclical industries that have been particularly affected by the economic slowdown.
Recovery Accelerates
Following the peak of the pandemic and related lockdowns, economic activity accelerated strongly in June in
China, Europe, and the United States, including both manufacturing and services.
Our preferred supply side indicator—orders in excess of inventories—registered double-digit improvement in the
euro area and is already back to positive territory in the United States. Crucially, a rebound in new orders drove
the improvement.
Unprecedented fiscal support, combined with healthy corporate and household balance sheets at the start of the
pandemic-induced recession, points to a continued strong sequential recovery, although we do not expect either
gross domestic product (GDP) or corporate profits to recover to pre-pandemic levels this year.
China, Europe, and the United States followed somewhat different approaches to containing the spread of the
virus. These differences may affect the trajectory and speed of the recovery in each of these major global demand
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centers, with the United States lagging and likely to continue to fall behind given the resurgence of cases.
From a corporate performance perspective, new-economy digital business models proved more defensive and
resilient amid the pandemic-induced collapse in economic activity.
While the majority of S&P 500 Index companies saw year-over-year revenue declines in excess of 10% during the
first quarter, the fastest growers clocked up double-digit gains. This widening performance differential is
particularly interesting to us as investors in industry leading growth companies.
While valuation multiples appear inflated due to depressed earnings, this is largely consistent with historical
recovery environments.
Looking forward, however, successful containment of the virus, combined with improving prospects for an
effective vaccine, are likely to pave the way for a broadening of market leadership to include more traditional
cyclical companies as their earnings begin to stabilize and reaccelerate.
This will be the ultimate catalyst to see a style reversal in the market, where the valuation differentials of highgrowth companies relative to all others will likely be compressed. We are monitoring this closely.
Electronic Payments
Given that backdrop and this period of high uncertainty, we are focused on understanding the durability of the
competitive advantage of those digital business model winners, the nature of the acceleration of their growth, and
how much of that future success is priced into the stocks. Electronic payments are a key focus area in that context.
The adoption of digital, electronic, and cashless payments is not a new story; it has been a decades-long
phenomena, predating e-commerce.
But online shopping has been a massive catalyst, as have mobile penetration, availability of better and easier
payment solutions, and evolving consumer habits/preferences—not to mention cleanliness.
All were in place long before COVID-19. Perhaps not surprisingly, we have material exposure to the payments
industry, both direct and indirect, in most of our investment strategies.
Before this year, electronic payments growth and penetration had been steadily increasing, growing at about two
times GDP in many major economies, including North America. McKinsey calculates that mobile transactions in
China grew at a compound annual growth rate (CAGR) of 123% from 2013 to 2018.
During the pandemic-related closures, both consumers and merchants have increasingly adopted digital
payments as they adjust to the realities of this new world. Mastercard reported “card-not-present” transactions as
a percentage of total volumes in April moving from 40% last year to 50% this year. Visa reported that similar
transactions were up 1,200 bps in April as well.
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Interestingly, PayPal said there has not been a decline from elevated levels as economies have reopened, and it
has also observed new demographics moving online. Worldline believes that COVID-19 is a “true accelerator” of
cashless trends.
We have observed an acceleration in lower-penetration categories (such as grocery, pharmacy, and furniture) and
an emergence in newer areas of the digital economy (such as education, healthcare, food delivery, gaming, and
digital media). And the consumer experience is proving to be a positive one.
Payment practices have historically proved to be sticky, so we believe this step change will create a new baseline.
In fact, we believe the electronic payments penetration growth story has accelerated by up to three or four years.
Card payments growth could increase by an additional 100 bps per year.
While these stocks have performed well in the face of altered consumer behavior, we think this industry is the
beneficiary of accelerating structural growth, and the stocks remain compelling.
Aerospace
In contrast to digital payments, the pandemic has cast a tremendous amount of uncertainty on the aerospace
industry. While there may be limited visibility, many of these stocks remain quite depressed and may represent a
significant valuation as well as growth opportunity when activity normalizes.
Air travel and aerospace manufacturing companies are good examples. Many of our portfolios have material
exposure to the commercial aerospace industry because, in our view, consumer demand, company (and product)
quality, and the industry structure have converged to be a very compelling long-term investment opportunity.
There is certainly less cyclicality to their sales and profits now than in previous decades.
Technological breakthroughs have changed the return profiles for the aerospace component manufacturers
materially. The last 20 years have seen an industry transformation: planes now run much more efficiently and
longer, not to mention more safely, and consolidation of the industry has also helped profit growth.
Many parts makers have shifted to consumption-based business models, and this combined with lower
competition and disruption makes for highly visible cash flows.
On the demand side, growth of air travel has been an inexorable trend for decades. We still see very low
penetration of air travel in most of the higher growth parts of the world, and aspirational consumption of travel is
very real.
Thus, demand has steadily risen, while the cost per seat mile has declined in similar fashion. There remains a
massive total addressable market (TAM) opportunity.
This growth has clearly been disrupted by the pandemic, with global air traffic during the second quarter
bottoming at just 10% to 15% of the January 2020 level. We have observed this to be coincident with pandemicrelated death rates.
Since then, China domestic travel has now recovered to 80% of prior peak levels, and Europe is likely to be there
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by mid-July. The United States probably has more near-term uncertainty, but even Southwest Airlines has been
planning for resuming 100% of its capacity by year-end.
There is some visibility into schedules and we believe that during the third quarter, global air traffic will be back to
40% to 50% of pre-existing capacity.
That is the near-term story, and it will not make much of a difference to the industry’s financials or likely the
stocks. We are focused here on the intermediate to long term.
Importantly, airlines around the world have not experienced many bankruptcies. They are better run, and in many
cases have received government support, so we believe the risk to the manufacturers’ customer base is low.
Thus, with some volatility expected, we believe the aerospace industry will recover to pre-COVID levels by 2022.
Prices of these stocks, however, remain about 40% to 60% below their pre-COVID levels.
Final Thoughts
In this confusing period, visibility of growth is being bid up, while uncertainty is being punished. In reality, the
actual stock risk/reward may be better where it is less visible. Twelve months from now, we would expect either
the gap in actual growth or the gap in visibility of growth to narrow. This presents a very compelling opportunity.
As growth investors, the critical point of these two examples is that we strive to strike a balance between different
types of growth in the portfolios such that we can deliver consistent performance through different economic
backdrops and market environments.
Ken McAtamney, partner, is a portfolio manager on William Blair’s Global Equity team.
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Disclosure:
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.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair &
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication,
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