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Some investors believe that it can be difficult for active managers to add value in the large-cap segment of the equity
market. Jim Golan, CFA, and David Ricci, CFA, who co-manage our Large Cap Growth strategy, have a different
perspective.
Their investment philosophy is centered on identifying growing companies in growing industries—what they call
structurally advantaged companies—whose long-term growth is underappreciated by the market. They believe this
approach can deliver a differentiated large-cap portfolio that provides a diversity of growth drivers and a smoother
ride for investors, and has the potential to provide outperformance over time.
What is a structurally advantaged company?
David: Simply put, it is a company that we believe will be better off in three to five years than it is today. More
specifically, a structurally advantaged company is likely to grow its share of an industry growing at least as fast as
the overall economy.
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Can you elaborate on the characteristics of a structurally advantaged company?
Jim: We evaluate not only a company’s position within an industry, but also the industry itself. We have to build
confidence, through our deep and intensive research process, that a company can sustain an increasing share of
its industry’s profit pool over the next three to five years. In addition, the industry’s profits must be growing at
least as fast as the overall economy—preferably faster.
Can you provide an example of a structurally advantaged industry?
David: A good example would be the global animal health industry, which serves companion animals as well as
livestock. Companies in this industry provide diagnostic tests, vaccines, and antibiotics to veterinarian clinics and
farmers.
The industry is exposed to two secular growth tailwinds. First, with a growing middle class across the globe,
especially in emerging economies, people’s diets are evolving to include more protein, resulting in steady growth
in demand for livestock. Second, coincident with the decline in human birth rates, we have seen an increasing
propensity for households to include companion animals and with that, heightened attention to the healthcare of
pets. In addition, treatments for companion animals do not have the same type of reimbursement issues as human
healthcare, so downward pricing pressure isn’t as significant.
As a result of these tailwinds, in addition to new product development and slightly greater corporate
concentration, this industry is growing revenue faster than the overall economy with healthy margins.
How does cyclicality impact your three- to five-year industry outlook?
Jim: First and foremost, we evaluate long-term secular drivers to gain confidence about the durability of an
industry. Every industry in which we seek to invest exhibits a long-term growth profile that is “up and to the right.”
However, some industries will have more cyclicality—both in terms of revenue and margins—around that longterm growth trajectory. As a result, we are mindful of where an industry lies on its profit life cycle.
David: For example, the U.S. home-improvement industry is correlated to existing home sales as well as overall
consumer discretionary income; both are influenced by interest rates. In late 2008, following the Great Recession,
the housing industry was hard hit and home improvement spending was depressed significantly. While the
recovery of the industry was likely to be slow, the U.S. Federal Reserve committed to supporting the economy with
sustained low interest rates. As a result, we had good visibility on a long-term recovery in home-improvement
spend from levels that were not only below peak, but also below the long-term trend.
How do you evaluate whether a company is likely to take share of industry profit pool?
David: We look at a variety of historical and forward-looking measures to both quantitatively and qualitatively
assess the durability of a company’s competitive advantage. Some examples include the effectiveness of researchand-development spend, strong company culture, product patents, unique distribution, pricing power, and
financial strength.
Ultimately, these attributes allow a company to build a competitive moat that can generate above-average
revenue growth, margins, free cash flow, and investment returns over a multiyear period. Our team’s collective
experience of more than 100 years is critical in determining the leaders in favored industries.
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Why is buying only structurally advantaged companies critical to the success of the strategy?
David: We believe that buying the right companies and holding them for several years is the single most important
way we add value. Our intention is to hold companies that create their own economic value, and participate in
that value creation as shareholders.
In essence, the companies are working for us and in turn our clients. Companies in healthy industries that are
taking share of the industry profit pool typically achieve faster profit growth than the overall market. As emerging
and current market leaders, these companies tend to exhibit healthy return on capital and cash flow
characteristics, two metrics of importance to us.
Is a structurally advantaged company an automatic buy in your investment process?
David: Not necessarily. While we buy only structurally advantaged companies, we do not buy all structurally
advantaged companies. The key question is whether we believe the stock is priced such that it can exceed the
return of the index over five years. We don’t spend much time discussing near-term multiples of earnings or cash
flow. Instead, our focus is on earnings growth potential and where we think the stock can trade in the future.
We need to have deep conviction in the ability of these companies to deliver total shareholder returns that exceed
the market rate of return, which in turn gives us the opportunity to outperform. Our batting average has to be high,
so we set a high bar for all new purchases.
Are there other reasons why you wouldn’t buy a structurally advantaged company?
Jim: Portfolio diversification is critically important. We typically own only 30 to 40 stocks, so each has to stand on
its own as well as add to the overall diversification of the portfolio. We seek to identify stocks with unique
economic drivers relative to other holdings in the portfolio.
For example, if an oligopolistic industry exhibited strong secular growth, we would likely choose to hold only one
of the companies—where our confidence in the durability of growth is highest and/or the risk/reward opportunity
is most attractive.
Our focus is on identifying the best opportunities within each sector and across market capitalizations, resulting in
a portfolio that tends to be broadly neutral relative to the benchmark across sectors and market capitalizations.
Diversification across these dimensions has helped provide a smoother experience from a relative performance
perspective. Further, it has allowed for our selection of stocks and industries to be the primary driver of relative
performance.
This focus on growing companies and industries has been key to our ability to deliver compelling investment
outcomes over the years.
David Ricci, CFA, partner, and Jim Golan, CFA, partner, are portfolio managers on William Blair’s U.S. Growth Equity
team.
Past performance is not indicative of future returns. Investing involves risks, including the possible loss of
principal. The strategy invests most of its assets in equity securities of large cap domestic growth companies
where the primary risk is that the value of the equity securities it holds might decrease in response to the activities
of those companies or market and economic conditions. Individual securities may not perform as expected or a
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strategy used by the Adviser may fail to produce its intended result. Different investment styles tend to shift in and
out of favor depending on market conditions and investor sentiment, and at times when the investment style used
by the Adviser is out of favor, the strategy may underperform strategies that use different investment styles.
Diversification does not ensure against loss. Any investment or strategy mentioned herein may not be suitable for
every investor.
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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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