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Key Takeaways 

 The Strategy’s quality orientation toward companies with 
strong balance sheets, high returns, sustainable cash flows 
and leading ESG profiles helped during a turbulent quarter. 

 During the quarter we made a number of changes that we 
expect will bring more defensive exposure and strong 
franchise brands to the portfolio.  

 In our conversations with companies we own at 
ClearBridge, we are sharing our intentions and learning of 
innovative solutions already undertaken across industries 
and business models to support all stakeholders through 
the coronavirus crisis. 

 
Market Overview and Outlook 

The global outbreak of the coronavirus (COVID-19) and the 
dramatic reduction in economic activity resulting from the 
unprecedented actions taken to slow its spread led to rapid and 
severe declines in equity markets in the first quarter. The sharp 
reversal began in mid-February and marked the end of an 11-year 
bull market that began on the heels of the Global Financial Crisis. 
The benchmark Russell 3000 Index fell 21% in the quarter.  

Defensive sectors were among the best performers in the market, 
with consumer staples and utilities down 13% and 14%, 
respectively. In addition to having naturally defensive 
characteristics, the health care sector (-13%) benefited from the 
resurgence of Joe Biden’s prospects in the presidential race, and 
lower likelihood for a potentially significant overhaul of the health 
care industry. Information technology (IT; -13%) also held up better 
than the market. Meanwhile, the energy sector led the decline 
(-52%) on the back of a two-thirds collapse in oil prices from $61 
dollars to $20 dollars per barrel over the quarter. The Strategy’s 
lack of energy exposure was a boon. Cyclical areas of the market 
such as financials, industrials and materials also lagged.  

U.S. equities had reached new highs in February as U.S. 
manufacturing returned to expansion territory, but the 
subsequent growth of the virus outside China soured investor 
sentiment broadly. The yield on the U.S. 10-year Treasury 
dropped from 1.9% at the start of the year to 0.7% at the end of 
the period as investors fled risk assets and drove the U.S. dollar 
higher over the period.  
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As the quarter ended, U.S. economic data was only beginning to 
show signs of severe strain. Lockdowns of cities and countries 
intended to slow the spread of the virus involved the closure of all 
nonessential services, largely bringing economic activity to a halt, 
and raising the probability of a U.S. recession. The U.S. 
government, like governments around the world, responded to 
the crisis with aggressive monetary and fiscal actions. 

Without question, the COVID-19 pandemic has created the most 
volatile market environment we have experienced since the 
Strategy incepted and by many measures, this is the most 
turbulent time dating back to the Great Depression. During this 
period of widespread drawdowns for public equities across the 
globe, the Strategy held up well relative to the benchmark, with 
nearly all sectors exhibiting downside protection. The portfolio 
was led by strong contributions from IT names such as Microsoft 
and the IT-focused REIT Equinix. Microsoft posted terrific fourth-
quarter results on the strength of cloud/Azure and saw a nearly 
800% increase in cloud services in regions that have enforced 
social distancing or shelter-in-place orders as a result of the 
coronavirus. Equinix, a global owner and operator of data centers 
used by telecom and cloud infrastructure providers, rose on its 
defensive characteristics, with its large degree of recurring 
revenue, and tailwinds from increased data consumption. 

The Strategy’s quality orientation toward companies with strong 
balance sheets, high returns, sustainable cash flows and leading 
ESG profiles helped during the turbulence. In the fourth quarter of 
2019, we added two defensive companies to the portfolio — Ball 
Corp and Hain Celestial —that were among the top absolute 
contributors in the first quarter. Ball Corp is the largest producer 
of aluminum cans, an infinitely recyclable material that is seeing a 
positive inflection in growth as the negative environmental impact 
of single-use plastic is becoming more widely known. We expect 
Ball to benefit from increasing home consumption demand as 
more people began to work from home. Home consumption is 
the largest component of Ball’s can business. Hain Celestial, a 
maker of natural and organic food and beverages, also benefited 
as social distancing measures increased home consumption. 

 
Portfolio Positioning 

During the quarter we made a number of changes that we expect 
will bring more defensive exposure and strong franchise brands 
to the portfolio. We initiated a position in Comcast, a leading 
media and technology company that we believe is undervalued 
relative to its industry peers. Broadband strength in recent 
quarters has been broad-based across geographies and customer 
segments and cable continues to represent >100% of net ad 
growth in the broadband market, with telecommunication 
providers’ broadband bases shrinking. Comcast has collaborated 

Defensive names added 
late in 2019 made 

strong contributions 
amid first-quarter 

market turbulence. 
 



PORTFOLIO MANAGER COMMENTARY  

to improve the energy efficiency and recyclability of household 
cable boxes and has one of the largest low-emission service 
technician fleets. Since 2011, Comcast has offered attractively 
priced broadband to lower-income households and has expanded 
the program 11 times since the program was launched. 

We also added Gilead Sciences, an attractively valued biotech 
company with a relatively stable and leading HIV franchise that 
accounts for the majority of its revenue. Now that its Hepatitis 
franchise has normalized, we are looking forward to a number of new 
pipeline opportunities that we believe a revamped management team 
can successfully develop. One near-term opportunity is a treatment 
for COVID-19, which is in late-stage development. 

In IT, we opened small positions in Enphase Energy and Synopsys. 
Enphase Energy designs and manufactures microinverters for 
residential and small commercial solar PV systems and has made 
strides in evolving from a solar inverter maker into a “home 
energy management” company that can act as the brains for the 
home’s energy system, including microinverters for solar, as well 
as storage and energy management software.  

Synopsys is a leading provider of electronic design automation 
software and services to the semiconductor industry, a very 
attractive niche market. While the semiconductor industry is 
cyclical and volatile, Synopsys has a more predictable business 
due to a recurring revenue model and its exposure to R&D versus 
capital expenditure spending by customers. Synopsys plays a 
pivotal role in innovation by helping shrink chip sizes and 
increasing computing power. Its software solutions address 
quality and security issues, helping companies write code faster 
with less vulnerability. It invests heavily in R&D and has a 
reputation of treating employees well as evidenced by very high 
worker satisfaction. 

We exited some companies with more cyclical exposure, such as 
Evoqua Water Technologies and Lyft, part of an overall reduction 
in our industrials allocation, while we added to our health care, 
communication services, and consumer discretionary allocations. 

 
Outlook 

The market selloff has been the swiftest in history and there is not 
great visibility into when conditions will normalize. The impact of 
the pandemic will almost certainly tip the economy into recession, 
if it hasn’t already, and we are making appropriate changes to the 
portfolio while also maintaining our long-term investment 
perspective. We are confident that in time the virus will run its 
course and economic activity will rebound. While we understand 
these are unprecedented times, our focus on high-quality 
companies with leading ESG attributes should help preserve 
capital in these severe market conditions. 
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Portfolio Highlights 

The ClearBridge Sustainability Leaders Strategy outperformed its 
Russell 3000 Index benchmark during the first quarter. On an 
absolute basis, the Strategy had losses in all 10 sectors in which it 
was invested (out of 11 sectors total). The least negative 
detractors were the utilities and materials sectors. The financials 
and industrials sectors were the primary detractors.  

On a relative basis, overall stock selection and sector allocation 
contributed positively to performance. Stock selection in the 
financials, industrials, materials and consumer staples sectors helped 
relative results the most. Conversely, stock selection in the 
communication services sector detracted from relative returns. In 
terms of sector allocation, a lack energy exposure proved beneficial.  

On an individual stock basis, Microsoft, Enphase Energy, 
Synopsys, Equinix and Lyft were the largest contributors to 
absolute performance in the quarter. The main detractors from 
absolute returns were positions in Bank of America, Hartford 
Financial, Jones Lang LaSalle, U.S. Bancorp and Apple. 

Besides portfolio activity discussed above, during the quarter we 
initiated positions in Hasbro and Vail Resorts in the consumer 
discretionary sector. 

 
ESG Highlights 

Investors as well as businesses are coping with the health and 
economic effects of the coronavirus outbreak (COVID-19) and 
seeking to implement best practices. Many ClearBridge holdings 
are well-positioned to aid in the crisis, whether it is by providing 
immediate health care solutions or adapting to meet the needs of 
a variety of stakeholders in their businesses.  

Our conversations with portfolio companies include proactively 
inquiring and encouraging company managements on how they 
can prevent or mitigate social and economic hardships related to 
COVID-19. We are glad to see many public companies focusing or 
redirecting their expertise and capabilities into helping society get 
through the pandemic. No response will be perfect, but some will 
better position companies to sustain their stakeholders during the 
crisis and emerge from it in a more durable condition to succeed 
over the long term. 

 
Health Care Companies Are on the Front Lines 

Health care companies will play a pivotal role in the solution to 
the COVID-19 pandemic. This global crisis will require a 
multipronged strategy, including more testing, effective antiviral 
treatments, better supportive care and eventually, effective 
vaccines. Many of our health care holdings are taking leading 
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roles in these efforts. Gilead’s remdesivir has been identified as 
one of the most promising near-term antiviral medicines for 
COVID-19, and the company is currently conducting pivotal 
clinical trials to demonstrate safety and efficacy. Novartis has 
committed to donating up to 130 million doses of 
hydroxochloroquine, another antiviral that may be effective 
against COVID-19. Roche is testing Actemra to help manage 
severe cases of COVID-19. To help identify patients, Thermo 
Fisher, Roche, Danaher (through its operating company Cepheid) 
and Becton Dickinson are among the first companies to launch 
commercially available COVID-19 tests (Exhibit 1). 

Exhibit 1: Health Care Companies are Ramping up Testing 

 

As of April 12, 2020. Source: Our World in Data. Note: There are substantial differences across countries in 
terms of the units, whether or not all labs are included, the extent to which negative and pending tests are 
i ncluded and other aspects. Details for each country can be found at ourworldindata.org/covid-testing. 

 
An Approach that Values All Stakeholders 

A time of crisis in which all stakeholders in a business are affected 
involves a difficult balancing of the needs of employees, 
management, customers, suppliers, the communities in which 
businesses operate and shareholders. Each of these groups will 
endure hardships in the coming months. Consistent with 
ClearBridge’s long-term approach to investing and active 
ownership, we have already elicited information around the positive 
steps that many of our companies have implemented to support 
these stakeholders on a long-term basis. We also recognize each 
business is different and stands to be uniquely impacted according 
to the nature of its products, inputs and capital structure.  
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In our conversations with companies we own, we are sharing our 
intentions and learning of innovative solutions already 
undertaken across industries and business models to support all 
stakeholders through the COVID-19 crisis. 

 
Supporting Workforces and Taking  
a Long-Term View of Retention 

Portfolio companies in all sectors are taking steps to ensure 
employee physical and financial safety and taking a long-term view 
of retention. Financial services companies with large employee 
bases can make a difference here: American Express’ CEO recently 
told employees that while the company is actively looking for ways 
to reduce operating expenses in response to the sharp declines in 
revenues, there will be no layoffs in 2020. Amex, which employs 
60,000 people, is implementing a temporary hiring freeze and will 
likely benefit from lower employee travel, lower rewards costs (a 
result of lower spending), lower marketing spending and lower 
consulting fees. The CEO of Visa, which employs 20,000, also 
announced that there will be no coronavirus-related layoffs at Visa. 
CEOs of Citibank (200,000 employees) and Morgan Stanley (60,000) 
have made the same commitments. 

Bank of America (BofA) (200,000) has also announced that it will 
not have any layoffs in 2020. Consistent with its strategy of 
“responsible growth,” BofA added more than 2,000 new employees 
in March. BofA also raised its U.S. minimum hourly wage to $20 
and is paying branch employees for their full regular schedule even 
if the hours of the branch where they work have been reduced. It is 
also ensuring qualifying employees get free COVID-19 testing and 
unlimited telehealth. (BofA has been covering health care costs for 
its lower paid employees as an enhanced benefit). The company 
disclosed in late March that it already had 150,000 customer 
requests for assistance because of the pandemic and is working to 
make it easier for customers to make those requests digitally (in 
two clicks on BofA’s app). It also announced it plans to donate 
$100 million to help communities hurt by the coronavirus. Notably, 
BofA is seeing significant deposit inflows, which are exceeding the 
strong loan growth it is experiencing. 

Other large employers are also taking necessary steps to care for 
employees. Apple is offering its retail staff unlimited paid sick 
leave to anyone experiencing coronavirus symptoms; Alphabet 
created a COVID-19 fund to provide sick leave to affected 
workers globally, including all temporary staff, contractors and 
vendors. Uber will provide 14 days of sick pay for its drivers sick 
with the virus or needing to be isolated. Starbucks has extended 
its mental health benefits. 
  



PORTFOLIO MANAGER COMMENTARY  

Amazon.com was also quick to add 100,000 new roles so it 
could both continue providing its services as more social 
distancing drove demand for home delivery of essential goods 
and employ some workers furloughed from other pressured 
industries. It also increased wages in many countries. 

 
Management Sharing Responsibility 

We understand the stress and strain these times place on senior 
management teams, yet management is expected to provide 
leadership and guidance and recognize there is a shared outcome 
for all levels of the company. This will require an unprecedented 
focus on transparency and an unwavering dedication to 
communicate with all layers of their respective organizations.  

Small and mid cap companies may not have the scale of large 
companies in the financials sector and may have to make tougher 
choices to remain solvent through a sharp downturn. Among 
ClearBridge holdings, we are encouraged to find examples of 
CEOs and leadership taking pay cuts to show shared financial 
responsibility, help morale and bridge the gap to a recovery. 
Among actions to reduce costs and preserve liquidity, for 
example, furniture designer and manufacturer Herman Miller’s 
CEO and executive leadership team will defer additional levels of 
salary for a minimum of six months, including an incremental 
salary deferral of 50% for its CEO, and 15% for the rest of the 
leadership team. Similarly in manufacturing, Rockwell Automation, 
the CEO will take a 25% salary reduction, other leadership and 
nonmanufacturing employees will take 7.5%–15% salary 
reductions, while manufacturing associates are not impacted by 
the temporary pay reductions and are receiving a one-time 
additional payment in recognition of their work during this 
difficult period. Taking shared financial responsibility further, the 
CEO and brand heads at Booking.com, which operates online 
travel marketplaces, are foregoing salaries, with the board of 
directors also reducing pay during this period. 

 
Supporting Customers, Suppliers and Communities 

Customers, suppliers and communities are vitally important to the 
long-term vitality of any business. We think this period offers 
companies a unique opportunity to distinguish themselves by 
increasing production of now vitally essential products and 
redeploying production capability to support health care workers 
and their patients. These private sector efforts are essential to the 
success of the broader effort.  

For companies that provide essential services such as drug stores, 
food distributors and retailers, many are now taking extra steps to 
ensure they continue to deliver important services to customers. 
An immediate creative example we have seen are supermarkets, 
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such as holdings Costco, Walmart and Amazon.com’s Whole 
Foods, organizing safer early access for seniors to shop for 
necessary goods. To help with the safe delivery of food, UberEats 
and DoorDash have waived commission fees for independent 
restaurant partners. 

In a public emergency, information is essential too. Comcast, 
Charter, Verizon, Google and Sprint have signed a pledge to keep 
Americans internet-connected for the next 60 days, even if people 
cannot afford to pay. In early March, as panic and anxiety rose in 
the U.S., Amazon announced it had removed more than one 
million products making false claims related to the virus. 
Facebook, meanwhile, has partnered with the World Health 
Organization to ensure coronavirus information on its platform is 
correct and remove any false or harmful information. Maintaining 
reliable information on social media platforms is all the more 
important given their surge in use along with social distancing 
measures (Exhibit 2). 

Exhibit 2: More Social Media Stories, More Impressions 

 

 

As of March 21, 2020. Source: Klear.com. The study was calculated using Klear’s Instagram Influencer 
Analysi s technology.   
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In other cases, we urge companies to understand customer and 
supplier challenges and work collaboratively to cope with them. 
For some businesses this might involve offering forbearance so far 
as possible on contracts. ClearBridge insurance holding Travelers, 
for example, is accelerating commission payments of more than 
$100 million to eligible agents and brokers to help them address 
the liquidity impacts of the COVID-19 crisis, a significant cash flow 
boost to its distribution partners when they need it most. Facebook 
will be giving away $100 million in grants and ads to 30,000 small 
businesses. Google and Etsy will also be providing advertising 
credits to small and medium sized businesses to support 
advertising spend. Google’s full COVID-19 relief package totals an 
impressive $800+ million of support, including aid to NGOs and 
financial institutions around the world helping provide small 
businesses with access to capital, educators and researchers 
studying potential vaccines and therapies, and increased 
production of personal protective equipment and ventilators. 

Some companies are going above and beyond to respond directly 
to the threat of COVID-19, though some of these investments 
may not be immediately economic. Hygiene and sanitation 
companies are working overtime to provide necessary products 
even if it will create capacity they will not need in six or 12 
months. ClearBridge holding Ball Corp, which makes aluminum 
cans, continues to support the beverage, food and 
pharmaceutical industries. It is also donating masks, gloves, 
gowns and canned water to the COVID-19 effort. In addition, U.S. 
and Canada employees also have made nearly $150,000 in 
COVID-19-related donations to nonprofits, including a 100% 
company match, since March 1. 

 
Investors Should Seek Long-Term Value 

ClearBridge remains convinced that, in these challenging times, 
advancing basic issues of sustainability — in particular, taking care 
of all stakeholders — will support more positive long-term 
outcomes. As we manage through this crisis, we are keeping our 
focus on preserving and growing our client’s wealth by investing in 
high-quality companies and maintaining this long-term perspective.  

We are sending the message to our companies that in a period of 
stress it is important to still take a long-term view. Shareholders, 
and we hope bondholders as well, will look beyond the current 
tumult and reward management teams that make good decisions 
for all stakeholders. We are also aware of the value of capitalizing 
on lessons learned during the current pandemic in order to build 
resources and develop best practices to prepare for the next one. 
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Pas t performance is no guarantee of future results. Copyright © 2020 ClearBridge Investments.  
All opi nions and data included in this commentary are as of the publication date and are subject to 
change. The opinions and views expressed herein are of the portfolio management team named above 
and may differ from other managers, or the firm as a whole, and are not intended to be a forecast of 
future events, a guarantee of future results or investment advice. This information should not be used as 
the sole basis to make any investment decision. The statistics have been obtained from sources 
beli eved to be reliable, but the accuracy and completeness of this information cannot be guaranteed. 
Performance source: Internal. Benchmark source: Russell Investments. Frank Russell Company 
(“Russell”) is the source and owner of the trademarks, service marks and copyrights related to the Russell 
Indexes. Russell® is a trademark of Frank Russell Company. Neither Russell nor its licensors accept any 
li abi lity for any errors or omissions in the Russell Indexes and/or Russell ratings or underlying data and no 
party may rely on any Russell Indexes and/or Russell ratings and/or underlying data contained in this 
communication. No further distribution of Russell Data is permitted without Russell’s express written 
consent. Russell does not promote, sponsor or endorse the content of this communication. 
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