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Focus on value, not price 

Coronavirus fears have consumed the global equity markets and resulted in a 

significant increase in volatility. While it is impossible to say how long this issue 

will disrupt the global economy, this situation has quickly evolved into one that will 

certainly affect short-term results for many global businesses.

Focus on business value, not price

At Harris Associates, we buy stocks at substantial discounts to our estimates of 

their intrinsic value, taking the perspective of being the sole owner of a private 

business. We estimate these intrinsic values by forecasting future cash flows and 

discounting them to today. Mathematically, most of the total value of a growing 

company comes from the aggregate cash it will generate in the years 2023-2050 

and beyond. We measure the long-term value of a business, not the current 

market price.

The chart below illustrates how we measure business value and our long-term 

focus.

Source: Harris Associates as at 28.02.2020. *Forecasted free cash flow calculated for a typical 

company, defined as a company with a 20% return on equity, a discount rate of 8% and net income 

growth of 4% for 10 years and 1% into perpetuity.

http://www.harrisassoc.com/
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Paying attention to fundamentals during periods of volatility has allowed us to successfully navigate past market 

crises. These periods, as distasteful as they are, often allow our investment teams to purchase stocks at 

significant discounts, which can lead to sharp rebounds. We are taking advantage of this current volatility to 

increase our holdings in businesses whose stock prices have declined more than their business values.

We continue to do what we always have: engage with companies and price businesses. Recently, we met with 

management teams from three of our largest holdings – Glencore, Credit Suisse Group and Lloyds Banking 

Group.

Glencore – Stock price down 21% through February 29

Glencore was the top holding in the portfolio at the end of 2019. We have held the stock at differing weights 

since 2015 because its price is very volatile. In 2019, it was down while much of the portfolio was up, so we 

significantly increased our stake. Weak commodity prices have hurt the company’s earnings and share price. 

Although commodity prices are out of its control, management has done an excellent job of maintaining margins 

across most of its business. They have repaired the company’s balance sheet and the company continues to 

generate a strong cash flow stream, despite weak commodity prices. We like that management is using the 

cash generated to repurchase stock at a very attractive price. Further, Glencore mines the commodities 

required for alternative energy. Copper, cobalt and nickel are all used in batteries for electric vehicles, which 

are a key component of Glencore’s business. At current valuations, we believe Glencore to be extremely 

attractive and worthy of a top position in the portfolio.

Credit Suisse Group – Stock price down 17.5% through February 29

We met with new Credit Suisse CEO Thomas Gottstein in our offices in Chicago last week. Despite the recent 

resignation of CEO Tidjane Thiam, we believe changes implemented by him and his team made the company a 

stronger and vastly improved organization and paved the way for further progress. We believe Gottstein to be a 

talented and capable leader. We discussed management’s intent to keep strategic initiatives intact, despite the 

leadership change. Gottstein and other members of the executive board were actively involved in setting the 

strategy and there remains strong collective commitment for its success. Credit Suisse reported fourth-quarter 

results with revenue that had exceeded market expectations, while net profit and pretax income fell below 

forecasts. We saw results as mixed as total profit before tax increased 40% from a year earlier, though core 

operations performance was somewhat disappointing, owing to a number of one-time items that management 

included in underlying results.

Lloyds Banking Group - Stock price down 22.6% through February 29

The operating environment in 2019 was dominated by uncertainty surrounding Brexit and the formation of a 

U.K. government, which resulted in both corporate and individual investors postponing investment decisions. 

This circumstance pressured economic and loan growth and the Bank of England responded with keeping base 

interest rates low, which put further pressure on bank profitability. Lloyds’ management offered a more 

optimistic view of the U.K. economy going forward. CEO António Horta-Osório noted several indicators of 

improvement, including evidence of a significant pickup in business confidence throughout the country, 

spending power of households that continues to rise, and early signs of an upturn in housing market activity and 

prices. Importantly, management presented 2020 targets that were roughly in line with our expectations.
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Outlook

No one knows how long the coronavirus epidemic will last, which is largely why we have recently seen such a 

dramatic selloff. However, we are witnessing evidence of cases plateauing in China. It seems plausible that the 

measures taken in China are working to some degree. Further, as of March 4, of the roughly 94,000 confirmed 

cases, more than 51,000 people have recovered. In addition, while there have been more than 3,000 total 

deaths, the vast majority of them occurred in the elderly or those with underlying health conditions.

Over the past 25 years, we have seen SARS, the bird flu, Ebola and the West Nile virus cause panic in global 

stock markets. In each case, the fears were short-lived and did not have a long-term impact on businesses’ 

ability to generate cash. Following brief periods of volatility and stock price weakness, markets eventually 

recovered and went on to new highs.

As we have seen stock prices drop significantly, the gap between business value and market prices has once 

again widened. This can be troubling for investors who see the value of their portfolios swing up and down. 

During these periods, our job is to stick to our investment approach and take advantage of the opportunities 

presented.

To learn more:

Visit: im.natixis.com
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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
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Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 

20122 Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). 

Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment 
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Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered 

office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Registered office:

Serrano n°90, 6th Floor, 28006 Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue 

Louise, 1000 Brussel/Bruxelles, Belgium. ● In France: Provided by Natixis Investment Managers International – 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 registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre 

Mendès France, 75013 Paris. ● In Switzerland: Provided 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.



FOR INVESTMENT PROFESSIONALS ONLY

Additional Information (Ctd.)

● 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 
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general information of New Zealand wholesale investors only. 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 

Latin America: Provided by Natixis Investment Managers S.A. ● In Chile: Esta oferta privada se inicia el día de la fecha de la presente 

comunicación. La presente oferta se acoge a la Norma de Carácter General N° 336 de la Superintendencia de Valores y Seguros de Chile. 

La presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la 

Superintendencia de Valores y Seguros, por lo que los valores sobre los cuales ésta versa, no están sujetos a su fiscalización. Que por 

tratarse de valores no inscritos, no existe la obligación por parte del emisor de entregar en Chile información pública respecto de estos 

valores. Estos valores no podrán ser objeto de oferta pública mientras no sean inscritos en el Registro de Valores correspondiente. ● In 

Colombia: Provided by Natixis Investment Managers S.A. 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 
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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 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. ● 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 authorised. 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.

In the United States: Provided by Natixis Distribution, L.P., 888 Boylston St., Boston, MA 02199 for U.S. financial advisors who do business 

with investors who are not U.S. Persons (as that term is used in Regulation S under the Securities Act of 1933) or persons otherwise present 

in the U.S. It may not be redistributed to U.S. Persons or persons present in the U.S. Natixis Investment Managers includes all of the 

investment management and distribution entities affiliated with Natixis Distribution, L.P. and Natixis Investment Managers S.A.

This document may contain references to copyrights, indexes and trademarks that may not be registered in all jurisdictions. Third party 

registrations are the property of their respective owners and are not affiliated with Natixis Investment Managers or any of its related or 

affiliated companies (collectively “Natixis”).  Such third party owners do not sponsor, endorse or participate in the provision of any Natixis 

services, funds or other financial products. 

The index information contained herein is derived from third parties and is provided on an “as is” basis.  The user of this information assumes 

the entire risk of use of this information. Each of the third party entities involved in compiling, computing or creating index information, 

disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, 

merchantability and fitness for a particular purpose) with respect to such information.

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. 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. May not be 

redistributed, published, or reproduced, in whole or in part. Amounts shown are expressed in USD unless otherwise indicated. 


