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Key Takeaways 

 Our bias toward larger companies with strong credit 
profiles contributed to strong relative performance 
during the first quarter. 

 Volatile markets give us the opportunity to add great 
companies that were too expensive at the previous peak 
and to further upgrade the portfolio and focus on long-
term strategies. 

 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 

Today’s global humanitarian crisis has shaken us all. To our 
readers, we hope you and your loved ones are safe and healthy. 

The COVID-19 shock to global economic activity created 
unprecedented market volatility across all asset classes in the first 
quarter. Although we could discuss this topic ad nauseum, the 
S&P 500 Index’s 30% decline in 22 trading days — the fastest 
drop of this magnitude in history — does well to sum up the 
market effects. The severity and swiftness of this market selloff 
caught us by surprise. 

The current market decline differs from prior ones insofar as it 
appears no asset class or industry has been spared. Assets across 
the board have seen losses on a global basis. The U.S. equity market 
selloff is somewhat frustrating to date given little differentiation, at 
least in terms of many factors that historically indicated a defensive 
stock: quality, beta, dividends. Larger stocks have outperformed 
smaller, and companies with stronger balance sheets have done 
better than companies with leverage. Behind the record selling, 
which was highly correlated and indiscriminate, was a liquidity 
event. Commodity trading accounts, volatility funds, risk parity 
funds and other quant-oriented funds, as well as hedge funds, 
levered ETFs, MLPs — you name it — de-levered in March. Going 
forward, we expect lower stock correlations as investors re-engage 
and re-populate portfolios from the bottom up.  
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The Appreciation ESG Strategy outperformed the S&P 500 in 
the first quarter, driven by our bias toward larger companies 
with strong credit profiles. From a stock perspective, many of 
our largest active weight positions contributed strongly 
during the quarter. For example, Microsoft — our largest 
holding —outperformed the information technology (IT) 
sector by 1,200+ basis points (bps). Adobe, where we have a 
large active weight, outperformed by 800+ bps. Away from IT 
we had material outperformance over their sectors from 
Berkshire Hathaway, American Tower, Home Depot, Travelers 
and Air Products and Chemicals. Finally — and importantly — 
we were underweight or had no holdings in many of the 
hardest-hit industries such as automobiles, hotels, restaurants 
& leisure and energy equipment & services. 

Our process remains unchanged. We continue to look for high-
quality stocks with strong balance sheets, sustainable growth and 
strong ESG profiles. Volatile markets give us the opportunity to add 
great companies that were too expensive at the previous peak and 
to further upgrade the portfolio and focus on long-term strategies. 
We are dollar cost averaging our way into several new names that 
we expect to be market leaders in the next bull market and adding 
to our highest-conviction ideas. That said, we are being deliberate 
and mindful in our actions because the economy we have today 
differs significantly from the one we knew in 2019.  

During the quarter we initiated a position in Ball Corp, a company 
we have been eyeing for some time and that the market decline 
finally provided us opportunity to invest in. This leading aluminum 
beverage can manufacturer should see accelerated growth over 
the next several years as the world phases out single use plastic 
bottles. We also initiated a position in T-Mobile as we view the 
combined T-Mobile/Sprint as a long-term share gainer due to its 
cost advantage and potential as a 5G leader. We increased our 
position in Salesforce.com as we viewed the cash flow story as 
undervalued by the market, and Arista Networks as we view its 
switches as well positioned to benefit from increased cloud 
demand at key customers. We exited PNC Bank, MetLife and 
American International Group, as we believe low interest rates, 
which challenge their earnings power, are likely to persist for 
several years. Being cautious on the outlook for a quick recovery 
in autos, we sold out of a small position in Illinois Tool Works. 

 
Outlook 

Markets are trying to make a bottom, but that is a process and 
not a day. The five-day 17.4% rally off the March 23 market low 
(the second-best five-day rally in market history) helped establish 
a short-term low. Ultimately, though, before any rally can be 
sustained, we believe markets will require the spread of COVID-
19 to slow, signs of stabilization in the global economy and an 

The features that make 
a company robust in a 

slowdown are the 
same when demand 

stops — a strong 
balance sheet and a 
dominant franchise. 
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indication aggressive fiscal and monetary actions are reducing 
the overall economic fallout (especially regarding employment 
and bankruptcies). If China and South Korea are any indication, 
the U.S. may be only a couple of weeks away from a slowing 
infection rate and within two months of returning to a more 
“normal” daily routine. This is our best estimate of what the 
market currently discounts.  

As portfolio managers, we and the global markets are attempting 
to map out a path forward for which there are few if any historic 
parallels. Businesses are accustomed to demand slowdowns but 
not outright stoppages. As such, our forecasts have wider than 
usual potential outcomes. This — in turn — means a more 
challenged assessment of risk and wider asset valuations. But the 
features that make a company robust in a slowdown are the same 
when demand stops — a strong balance sheet and a dominant 
franchise. We believe the Appreciation ESG Strategy’s conservative 
approach to investing and portfolio of high-quality earnings 
compounders with quality balance sheets and durable competitive 
advantages is well-positioned in these uncertain times. 

 
Portfolio Highlights 

The ClearBridge Appreciation ESG Strategy had a negative 
return during the first quarter of 2020, outperforming the 
Strategy’s benchmark. 

On an absolute basis, the Strategy had losses in all 11 sectors in 
which it was invested during the quarter. The least negative 
contributors to the Strategy’s performance were the utilities, real 
estate and consumer discretionary sectors. The financials, 
communication services and information technology (IT) sectors 
were the main laggards. 

In relative terms, the Strategy outperformed its benchmark due to 
stock selection and sector allocation. In particular, stock selection 
in the consumer discretionary, IT, real estate and consumer 
staples sectors contributed the most to relative performance. 
Conversely, stock selection in the communication services sector 
weighed on relative results. In allocation, underweights to energy 
and industrials were positive for relative returns, while an 
overweight to materials detracted.  

On an individual stock basis, the biggest contributors to absolute 
returns during the quarter included positions in Amazon.com, 
Microsoft, Gilead Sciences, Ball Corporation and Fidelity National 
Information Services. The greatest detractors from absolute 
returns were positions in JPMorgan Chase, Comcast, PPG 
Industries, Bank of America and Walt Disney. 

In addition to portfolio activity discussed above, during the quarter 
we initiated positions in Fidelity National Information Services and 
Cognizant Technology in the IT sector, American Express in the 
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financials sector and Pinterest in the communication services 
sector. We closed positions in Viacom CBS in the communication 
services sector, DuPont de Nemours in the materials sector, 
Schlumberger in the energy sector, W.W. Grainger in the industrials 
sector and Gilead Sciences in the health care 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 
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). 



PORTFOLIO MANAGER COMMENTARY  

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.  

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 
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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. 

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.  
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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, 
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 
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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.   

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 
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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.  

 
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: Standard & Poor’s. Neither ClearBridge nor its 
i nformation providers are responsible for any damages or losses arising from any use of this information.  
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