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Why Industrials Can Be “Growth” Stocks
September 13, 2021
Our overweight to industrials is unique for growth investors, but there are good reasons for it.
These companies offer high barriers to entry, strong and durable competitive advantages, and a long runway for
growth. Moreover, environmental, social, and governance (ESG) considerations can strengthen their advantages.
In an earlier post, we discussed three reasons we’re overweight industrials: long-duration growth, strong cash
generation and value-creating capital allocation, and strategic use of financial leverage. Here are five more
reasons we seek to overweight industrials.
1. High Barriers to Entry
Industry structure is important because it influences how value is created and distributed, and how it can be
destroyed, and a hallmark of industrial companies is high barriers to entry and consolidated markets.
Railways offer a good example of a highly consolidated market with high barriers to entry. The cost of building a
rail network is prohibitive at today’s real-estate prices, resulting in a consolidated market structure with lower
overlap on individual shipping lanes.
Favorable market structures also exist in aircraft production, airlines, and HVAC manufacturing.
2. Value Proposition Strengthened by ESG Considerations
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An increasing focus on environmental and social considerations has also strengthened the industrials value
proposition. Energy efficiency and safety have been cornerstones of most industrial companies’ value proposition
from the beginning.
Many of these companies, for example, are reducing emissions and waste through more efficient products.
Consider airlines. Fuel is typically an airline’s largest expense, giving these companies high incentives to lower fuel
burn. The industry has delivered, with nearly 60% to 70% improvement in efficiency over the past four decades. In
a competitive industry, these savings have largely been passed on to consumers in the form of lower fares, which
has driven industry growth.
3. Company-Specific Drivers Can Add Value
Idiosyncratic company drivers—including portfolio management, business model transformation, and intangibles
such as corporate cultures, brand equity, and process and domain knowledge—can be another source of value
creation.
4. Stock-Specific Drivers Can Add Value
Many industrial companies’ stocks can be volatile because the market tends to overreact to the economic cycles
that influence industrial companies. This can create opportunities for active managers to deploy capital into
mispriced value creators and protect value when the market is too enthusiastic over the near term.
Aerospace is a good example. The COVID-19 crisis nearly halted air travel, and market values of aerospace stocks
fell 60% in a month. This created a once-in-a-generation opportunity to buy what we believe are some of the best
industrial assets in the world at a significant discount to intrinsic value. We expect growth in aerospace to return to
trend as health concerns recede and the removal of restrictions releases pent-up demand for travel. Over the
longer term, we believe secular growth in aerospace will be driven by a growing middle class in emerging markets,
greater affordability, and an overall shift in spending to services.
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5. Strong and Durable Competitive Advantages
We believe the strength and durability of competitive advantages in industrials provides a strong foundation for
long-term value creation.
We use a proprietary framework to analyze the competitive advantages of the companies we are considering for
our portfolios. This framework is informed by a number of drivers, such as hard-to-develop products that require
domain knowledge, scale, manufacturing expertise, route to market, capital allocation, and installed base (a
measure of the number of units of a product or service in use).
Ken McAtamney, partner, is a portfolio manager on and head of 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.
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