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A Clearer Path for Fundamental Navigation
June 17, 2021
Entering 2021, our equity exposure was the highest it had been for several years and we had increased risk in our
currency strategy to reflect less caution—both of these reflecting our view that the gravitation of prices toward
fundamental value had a somewhat clearer path ahead. As fundamental investors, we believe this is an attractive
environment for our approach.
2020: A Year of Sizable Shifts
2020 was an unprecedented year for macro investing, and navigating its challenges involved dynamic shifts in our
portfolio exposures—shifts more sizable than in any year since our team has been at William Blair.
In the fourth quarter of 2020, we concluded that the prevailing valuation opportunities across the macro space
would be rewarded over the medium term. We believed there were reasons for optimism and that these
opportunities would be better exploited with patience rather than navigation.
Accordingly, we have not made significant navigational alterations to our strategy since then, in either the market
or currency domains. Our recent strategy changes have mostly been in response to price movements rather than
macro-thematic or geopolitical developments.
In fact, we formally neutralized the influence of two macro themes—those centered on global protectionism and
Chinese growth.
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These themes, which contributed to a higher-risk environment and valuation headwinds, had been integrated into
our investment process. But we believe the risks have now abated. Specifically, the risks related to these macro
themes had arisen primarily from the Trump administration’s trade barriers with China. Although the Biden
administration, in the near term, is unlikely to unwind those barriers, an increased level of protectionism is also
unlikely.
In addition, the macro influence of European populism (which we still retain as a theme) was reduced as a
significant headwind to valuation opportunities in the near term. The change in this theme’s intensity occurred as
the prospect of a disorderly “no-deal Brexit” was averted just before the 2020 year-end deadline.
As 2020 closed, the reduction of these headwinds was complemented by greater optimism that the economically
disruptive impact of the pandemic, while ongoing, could be overcome with the rollout of vaccines.
Notable Changes Toward Fundamental Opportunities
With fewer headwinds, there may be a less obstructed path for price to gravitate toward value, which justifies
retaining positions through good performance—or even increasing them should the opportunities widen. Our
portfolio strategy has accounted for the dispersion of these headwinds by increasing exposure to those equity
markets we believe are fundamentally attractive and stepping into the currency opportunities that presented
themselves.
One such opportunity is the Colombian peso, a classic energy-sensitive emerging currency. It has been close to the
worst performer in our currency universe through the first few months of 2021, so it is now one of the more
compelling long opportunities.
While there are reasons for that underperformance, energy sensitivity is not one of them—the peso has actually
moved in the opposite direction of energy prices this year. Instead, the underperformance is related to the
country’s public finances. Inflation is quiescent, interest rates are low, the economy is in a bit of slump, and
therefore there is weakness in the peso.
We’ve decided to step into that weakness by increasing our long exposure to the peso. That doesn’t mean we’re
more optimistic than market expectations for Colombia; it means we think the currency is priced adequately and
there is a larger valuation opportunity as a result.
The other side of that trade was a sale of the Canadian dollar, which has been strong year-to-date and has some
energy sensitivity. We remain positive on energy stocks, but crude oil prices are currently at the upper limits of
where we think they should be, and we don’t want to significantly increase our indirect exposure to energy at this
point.
Another response to the headwinds of 2020 has been selling the South African rand (which has been the strongest
currency over the last 12 months and year-to-date) and buying the Indian rupee (which has been a bit of a laggard).
India has dominated COVID-19 news during the past couple of months, with about half of all new cases worldwide
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creating a significant threat to its health system, which is tragically underequipped to respond.
Before India’s quite devastating second wave, it had been expected to grow at a double-digit rate this year—faster
than China. We’re still optimistic. Cases may be peaking, but while consensus expectations have been pared back
a bit, India’s economy might still be one of the strongest in 2021.
So, the COVID-19 caseload increase weakened the rupee, but not by much. The rupee is still, however, a more
attractive opportunity than the rand.
These currency changes have something in common: increasing our exposure where there has been increased
pessimism about the economic situation. We view these as relatively short-term situations, and not a threat to the
valuation opportunities into which we are stepping.
Looking Ahead
So, coming into 2021, our overall equity exposure was at the highest level it had been for years (although by no
means aggressively bullish, as some markets are not sufficiently attractive to justify this). Similarly, our currency
strategy was far less cautious than it had been.
Our view remains that the gravitation of prices to fundamental value has a somewhat clearer path ahead than has
been the case in the last year or so, and we’re positioning our portfolios accordingly.
Thomas Clarke, partner, is a portfolio manager on William Blair’s Dynamic Allocation Strategies team.

4

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.

