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Investor behaviour responds to 
emotions. That is particularly true of 
retail investors, but also applies to the 
institutional world. Even sophisticated 
investors can be swayed by market 
gyrations and can over-react to positive 
or negative trends. 

If investors can rely on more consistent 
returns, with lower volatility and fewer 
shocks, they are more likely to act 
rationally over both short and long time 
horizons. 

Consistent returns can be achievable 
by focusing on high-quality companies 
with growth potential and therefore 
less likelihood of sudden value loss. If 
investors also meaningfully engage 
with those companies and incorporate 
ESG measures into their assessment of 
them, downside risk is further reduced.

Honing consistency
IML, an affiliate of Natixis Investment 
Managers, has spent the last 25 years 
honing a process which produces this 
kind of consistency. 

IML trains its sights on ASX-listed 
companies which have a clear 
competitive advantage and which 
invest to maintain and extend that 
advantage. “With these kinds of 
companies, it is much easier to 
forecast the value they will create, 
so the risk of getting things wrong 
diminishes,” says Daniel Moore, 
portfolio manager at IML.

The companies Moore and his 
colleagues target typically have a 
highly-experienced and passionate 
management team which is aligned 
with shareholders over the long term.

It looks to buy the companies at a 
“reasonable price”. Moore says: “That 
doesn’t necessarily mean a low PE, but 
a low price relative to our definition of 
quality. We are willing to pay an above-
average multiple as long as the quality 
is above average too.” 

It’s a conservative approach, which 
focuses as much on minimising 
downside risk as on seeking upside. 

How downside capture boosts 
portfolios
Depuis un quart de siècle, IML est 
For a quarter century, IML has been 
recognised for its market-leading 
downside capture ratios. “This is IML’s 
hallmark; it has been doing this for 25 
years and is a major reason IML’s  
flagship large and small cap strategies 
have outperformed the index over 
that time,” says Louise Watson, 
Natixis Investment Managers’ head of 
Australia and New Zealand. 

The downside capture ratio for IML’s 
flagship strategy, is 65% (as at 30 June 
2023)1, meaning if the ASX falls 10%, 
the portfolios of IML investors decline 
by only 6.5%. The protection is evident 
(below) during all of the major market 
declines of the last 20 years. 

Key takeaways: 
•  ��If investors can rely on more 

consistent returns, with lower 
volatility and fewer shocks, they 
are more likely to act rationally 
over both short and long time 
horizons. 

•	� IML focuses on minimising 
downside risk – investing 
in companies with a clear 
competitive advantage and 
employing active ownership 
to ensure boards create, not 
destroy, value.

•	� ESG is part of its rigorous 
fundamental analysis: IML 
invests in companies with 
lower ESG scores as long 
as they are on a pathway to 
improvement and have a fully-
capitalised plan to reduce 
emissions.

Consistency trumps cool in the 
search for alpha
It may not be fashionable, but focusing on downside protection 
can help beat the index

Louise Watson  
Managing Director,  
Head of Australia  
and New Zealand
Natixis IM

Daniel Moore  
Portfolio Manager
IML

  1  Source: IML, September 2023. Past performance is not an indicator of future results.



Fabrice Chemouny
The HUB

2
DOCUMENT INTENDED EXCLUSIVELY FOR PROFESSIONAL CLIENTS (IN ACCORDANCE WITH MIFID)
MARKET INSIGHT

 

And downside protection does not 
come at the expense of capturing 
market upside. Upside capture in IML’s 
flagship strategy is some 83% and the 
standard deviation is 11.1, compared 
to 13.5 for the ASX index overall (at 31 
December 2022). 

“Downside protection is really important 
for long-term returns mathematically,” 
notes Watson. “If your portfolio falls 
50%, you need it to return 100% just to 
get back to where you were.”

Downside protection is also paramount 
for investors close to retirement who 
are still invested heavily in stocks. “In 
Australia, the Great Financial Crisis 
pushed out retirements by three to four 
years on average,” she adds.

Active ownership can prevent 
erosion of value   
Performance can be further enhanced, 
IML believes, through active ownership. 
“Active ownership is another area we are 
known for,” says Moore. If companies 
fail to act in the best interests of their 
shareholders, IML is not afraid to act and 
steer boards in the right direction.

Over 200 letters to company boards 
over the last couple of decades are a 
testament to this. 

“We have achieved some great outcomes,” 
adds Moore. 

Outcomes include preventing companies 
from making poor acquisitions, ousting 
underperforming chairs and CEOs, 
changing the composition of boards, 
opposing remuneration structures 
and proposing demergers and sales of 
businesses. Boards are challenged on 
their CSR policies too. 

Engagement adds value for many 
asset owners, including Australian 
superannuation funds, which are 
relatively new to realising that they have 
a seat at the table and can agitate for 
change.

Moore says: “Asset owners are realising 
that stocks are more than a line item, 
they indicate your economic interest 
in a company and confer the right to 
vote in the long-term interests of all 
shareholders.”

IML’s engagement usually starts with 
meeting companies and engaging 
directly, right through to formal letters 
to the board, where an issue will be 
minuted and therefore opened up to 
public scrutiny. “That usually focuses the 
attention of boards,” Moore says.

One of the keys to successful 
engagement, Moore says, is to ensure 
communication is evidence-based. To 
strengthen its case and resources, IML 
may collaborate with like-minded fund 
managers and asset owners. 

  

Engagement in action
IML has managed to extract significant 
additional value over the years through 
its extensive engagement activities.  

These include convincing Ansell, a 
personal protective equipment maker, 
that it was trading well below IML’s 
estimate of fundamental value. One 
way to crystallise that value was by 
selling Ansell’s condom division for a 
high multiple of its earnings. The whole 
company had previously traded at a 
modest multiple. The sale proceeds were 
used for a year-long buyback program, 
after which the market substantially 
rerated Ansell.

Another successful engagement program 
was focused on Tabcorp, a gaming 
company which had separate betting and 
lottery businesses. The lottery business 
had grown its earnings over a multi-year 
period and was considered by IML to be 
the jewel in Tabcorp’s crown. 

“We assessed that the lottery business 
was worth more than the whole 
company,” says Moore. The other 
business was losing market share and 
because it facilitated betting, ESG-
conscious investors were not investing in 
the company as a whole. 

A two-year battle with the chairman 
ensued, with IML leading a group of 
fund managers to demand the lottery 
business was demerged. The day of the 
demerger, the two demerged companies 
were immediately valued at a combined 
8% more than when they were as a single 
entity and carried on rising afterwards. 
As of 28 July, they were worth 20% more.

  

ESG: focus on real-world impact 
ESG analysis forms part of the downside 
protection armoury and is embedded in 
the investment process. 

Moore says: “Our investment checklist 
for companies includes a major ESG 
component.” ESG is part of the quality 
scoring of a company alongside the 
franchise, management and financials, as 
can be seen on the next page. 

If the ESG score is low, the company 
will be excluded or the investment case 
report will require a detailed section 
arguing why the stock should still be 
considered. 

IML will invest in companies with lower 
ESG scores as long as they are on 
a pathway to improvement and can 
demonstrate that. Moore says: “If we only 
include perfectly green companies, we 
are not helping to lower emissions, which 
is essential to  real-world ESG impact.” 

IML prefers, companies with a concrete, 
fully-capitalised plan to reduce emissions 
or their carbon footprint, and this plan 
should be linked to the remuneration of 
the management teams.
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Staying the course 
It may not be fashionable in a world 
where many investors like to identify new 
and emerging trends, but capital growth 
allied to downside protection, consistent 
income, and low volatility is a proven way 
to grow a portfolio over the long term. 

It’s unflashy and will underperform the 
market in some periods. But over the 
long-term, 

it’s a formula that helps reassures 
investors in times of volatility and keeps 
them invested throughout the cycle. It is 
instructive that, over the last 40 years, the 
S&P 500 has delivered median returns of 
15% the month following the end of a bear 
market.

Moore says: “Investors tend to sell when 
volatility is extreme and that’s historically 
the worst time to sell. Our aim is to invest 
conservatively so that they will stay the 
course.” 

Published in September 2023

Score range Quality
>13.5 Very high

12-12.5 High
10-12 Average
8.5-10 Low

<10 Very low

FRANCHISE MANAGEMENT ESG FINANCIAL
Competition & Bargaining 

Power Operational Execution Environmental Balance Sheet

Capital Intensity Capital Deployment Social Transparency
Exogenus Alignment Governance Earnings predictability

Total Score out of 5 Total Score out of 5 Total Score out of 5* Total Score out of 5

AIM: �To rank stocks based on the analyst's assessment of a company's:

- Franchise/competitive position
- Management
- ESG
- Financial strength

Scoring is based on ten factors with a score range of 4-20

IML
This publication (the material) has been prepared and distributed by Natixis Investment Managers Australia Pty Limited ABN 60 088 786 289 AFSL 246830 and includes 
information provided by third parties, including Investors Mutual Limited ("IML") (ABN 14 078 030 752, AFSL 229988). IML is the investment manager and responsible 
entity for the IML Funds. Prospective investors should read the relevant Product Disclosure Statement, Investment Guide and Target Market Determination before deciding 
whether to invest, or continue to invest, in the Fund.  
While the information contained in this publication has been prepared with all reasonable care, IML accepts no responsibility or liability for any errors, omissions or 
misstatements however caused. The material is for general information only and does not take into account your personal objectives, financial situation or needs. You 
should consider, and consult with your professional adviser, whether the information is suitable for your circumstances. 
Past performance is not a reliable indicator of future performance and that no guarantee of performance, the return of capital or a particular rate of return is provided. 
This publication may not be reproduced, distributed or published, in whole or in part, without the prior written consent of Natixis Investment Managers Australia Pty 
Limited and IML.
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This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required 
by local regulation, only at their written request.  This material must not be used with Retail Investors. To obtain a summary of investor rights  in the official language of your 
jurisdiction, please consult  the legal documentation section of the website (im.natixis.com/intl/intl-fund-documents)
In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment Managers International is a portfolio management 
company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) 
registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. Germany: Natixis Investment 
Managers International, Zweigniederlassung Deutschland (Registration number: HRB 129507): Senckenberganlage 21, 60325 Frankfurt am Main. Italy: Natixis Investment 
Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands: Natixis Investment Managers International, Nederlands 
(Registration number 000050438298). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en 
España, Serrano n°90, 6th Floor, 28006  Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration number 516412-8372- Swedish Companies 
Registration Office). Registered office: Covendrum Stockholm City AB, Kungsgatan 9, 111 43 Stockholm, Box 2376, 103 18 Stockholm, Sweden. Provided by Natixis Investment 
Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de 
Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue 
Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, 
Belgium. In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its 
representative office in Zurich, Schweizergasse 6, 8001 Zürich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by 
the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, 
the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or 
directed at investment professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only;  
in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services 
Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be 
communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 
8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the 
DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the 
DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material.  Registered office: Unit  L10-02, Level 
10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General 
of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment advisory and agency business 
and Type II Financial Instruments Business as a Financial Instruments Business Operator. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting 
(Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, 
Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment 
Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, #22-05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors 
and qualified investors for information purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services Licence to conduct 
fund management activities and is an exempt financial adviser. Mirova Division (Business Name Registration No.: 53431077W) and Ostrum Division (Business Name Registration 
No.: 53463468X) are part of NIM Singapore and are not separate legal entities. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only. In Australia: Provided by Natixis Investment 
Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only .  In New 
Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer 
for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the 
FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. In Colombia: Provided by Natixis 
Investment Managers International Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. 
Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is 
addressed to less than 100 specifically identified investors. In Latin America: Provided by Natixis Investment Managers International. In Uruguay: Provided by Natixis Investment 
Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. 
The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de 
C.V., which is not a regulated financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and 
is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require 
authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing 
does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is 
an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment 
Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any 
other Mexican authority.In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers International. This 
communication cannot be distributed other than to the identified addressee. Further, this communication should not be construed as a public offer of any securities or any related 
financial instruments. Natixis Investment Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial 
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. 
Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management 
and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions 
in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment 
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or 
an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment 
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the 
date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be 
forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers. 
Past performance information presented is not indicative of future performance. 
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, 
adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the relevant legislation


