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I’ve written previously about the forces of disruption in investing, but the question is, what can investors do to
combat and capitalize on these forces?
Our job as investors is to analyze the impact of innovation on the companies we own and on industries as a whole,
being ever mindful of evolving competitive dynamics. Investors look for growth created by radical innovations, but
we must understand the nature of the growth and how long it will continue.
Having a framework to assess the changing nature of growth and its impact on corporate returns is important
because value creation follows a cycle of innovation and changing returns. While many individuals get mired in the
day-to-day news, as long-term investors, we know that the sources of growth and returns change, but the
methodology of identifying them endures. This framework is applicable to companies, industries, and even
countries.
Consistent alpha generation is paramount. According to eVestment Alliance, actively managed, U.S. all-cap equity
strategies that performed in the top peer group quartile over a five-year period have seen $20 billion in net inflows
over the past three years, a significant contrast to the $104 billion lost over the same period by the active
strategies in the bottom three quartiles. International equity managers in the top quartile have enjoyed $42 billion
in net inflows, while those in the bottom three quartiles lost $46 billion in assets.
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How do investment firms generate consistent alpha and garner these positive inflows? Alpha generation requires
innovation at every level of the firm, from the investment process to the fundamental business model and
distribution.
From an investment perspective, it is important to have a core philosophy. What do we believe are the key drivers
of company and stock returns? Only if we have strong investment beliefs that are part of the very fabric of our
teams can innovation occur. To paraphrase one of my former colleagues, “The key to long-term investment
success is to combine a sound, unwavering philosophy within a dynamic, flexible approach. This requires
continuous introspection that leads to innovation and process evolution. Not only is change good, it is required to
remain relevant.”
Unlike in virtually any other industry, change is frowned upon in the investment world. Thirty years ago access to
information was the competitive edge; now information is ubiquitous. The key differentiator today is how
investors cut through the data and the noise and understand the short- and long-term drivers of both companies
and stocks. Innovation in the process and in the tools is paramount. As investors, we look at disruption within
industries; likewise, we need to disrupt our own processes and innovate.
It is important to innovate in terms of business models as well. Business models and distribution/delivery models
are driven by the historical constructs of industry structure, but companies also adjust their business models given
their competitive strengths and weaknesses. Investment firms need to reassess their business models and
distribution/delivery models and ask questions. What are the core strengths of the firm and how should we
capitalize on them? How do our teams interact with each other, and is there a better way? How do we deliver
consistent alpha in strategies that clients need? How are client objectives compatible or in contrast with the firm’s
strategies? Where are our target clients, and how do they make decisions? It is important to think about global
shifts, shifts in wealth creation, and shifts in industry structure in deciding upon innovative solutions to address
these needs.
Above all else, client focus is also important. How do clients communicate? How can we as investors partner with
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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,
without express written consent.

