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Value Equity
1Q 2021 Commentary

Markets Review
Markets (total return) performed as follows:

The U.S. equity market rose during the first quarter, making it the 
fourth consecutive quarter of positive performance.  Overall, the 
S&P 500 Index gained 6.17% during the period.  Concurrently, 
the Bloomberg Barclays U.S. Aggregate Bond Index fell 3.37%.  In 
terms of style, the Russell 1000 Value Index outperformed its growth 
counterpart by 10.32% during the quarter, the second straight 
quarter that large-cap value stocks led large-cap growth stocks. 

On a sector basis, all eleven sectors within the Russell 1000 Value 
Index finished higher for the period, led by Energy, Financials and 
Consumer Discretionary.  The worst performers were Utilities, 
Consumer Staples and Health Care.  

The U.S. continued to make significant progress in combatting the 
spread of the COVID-19 virus, as the number of new daily cases 
fell to as low as ~39,000 in mid-March from its high of ~315,000 in 
early January.  In addition to the ongoing rollout of the Pfizer and 
Moderna vaccines, the FDA issued emergency use authorization for 
Johnson & Johnson’s single-shot vaccine.  The CDC reports that, in 
the U.S., over 180 million vaccine doses have been delivered, over 
140 million doses have been administered, and almost 30% of the 
population has received at least one dose to date. 

On the political front, the Democratic party secured control of the 
Senate after the Georgia runoffs, paving the way for Congress to pass 
another round of stimulus.  The $1.9 trillion American Rescue Plan 

issued $1,400 in direct payments to millions of individuals, extended 
unemployment benefits, expanded the child tax credit, continued 
eviction and foreclosure moratoriums, and provided additional funds 
for states, small businesses, schools, vaccine distribution and testing. 

The size of the latest round of stimulus and expectations of a 
rapid recovery sparked fears of inflation and contributed to a sharp 
increase in the 10-year Treasury yield, although at 1.74% as of 
March 31, 2021, the 10-year yield remains low.  In a continuation 
of prior actions, the Federal Reserve remains accommodative, citing 
the need for a full labor market recovery and sustained levels of 
higher inflation before a potential re-evaluation of policy. 

Performance and Attribution Summary
For the first quarter of 2021, Aristotle Capital’s Value Equity 
Composite posted a total return of 10.03% gross of fees (9.94% net 
of fees), underperforming the 11.26% return of the Russell 1000 
Value Index and outperforming the 6.17% return of the S&P 500 
Index.  Please refer to the table for detailed performance.

Performance (%) 1Q21 1 Yr 3 Yrs 5 Yrs 10 Yrs
Value Equity Composite (gross) 10.03 66.71 16.10 17.27 14.28

Value Equity Composite (net) 9.94 66.28 15.74 16.89 13.86

Russell 1000 Value Index 11.26 56.09 10.95 11.73 10.98

S&P 500 Index 6.17 56.35 16.76 16.28 13.90

Past performance is not indicative of future results. Returns are presented gross and net 
of investment advisory fees and include the reinvestment of all income. Aristotle Capital 
Composite returns are preliminary pending f inal account reconciliation. Please see 
important disclosures at the end of this document.

The portfolio’s underperformance relative to the Russell 1000 Value 
Index this quarter can be almost entirely attributed to security 
selection.  Security selection in the Information Technology, 
Energy and Health Care sectors detracted the most from relative 
performance.  Conversely, security selection in Financials, a lack 
of exposure to Utilities and an underweight in Communication 
Services contributed.  (Relative weights are the result of bottom-up 
security selection.)

Qualcomm, a leading wireless communications technology 
company, was one of the largest detractors for the period.  After 
being one of the top performers in 2020, shares pulled back as 
the company provided softer guidance for the second and third 
quarters of this year.  Management attributed the tempered 
forecasts to the seasonality of the business combined with supply 
constraints impacting the broader industry.  Furthermore, Apple’s 
announcement of a €1 billion investment in a facility that will 
focus on 5G and future wireless technologies reignited concerns 
surrounding the relationship between Qualcomm and one of its 
largest customers.  Nevertheless, first quarter results continued to 
demonstrate improving fundamentals, as the company reported 
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~60% growth in revenues, triple-digit earnings growth and ~30% 
margins for its CDMA technologies segment, well above its 
long-term target of 20%.  Additionally, the company successfully 
executed its acquisition of NUVIA, a CPU (central processing 
unit) technology company, and increased its quarterly dividend 
by 5%.  We believe these results and events reflect Qualcomm’s 
ability to realize its technological investments and its dedication 
to shareholder-friendly capital allocation, both catalysts we 
previously identified.  Lastly, the company announced that 
Cristiano Amon will succeed Steve Mollenkopf as CEO, effective 
June 30, 2021.  We take comfort in Mr. Amon’s experience and 
long tenure of over 25 years at Qualcomm and will monitor what 
should be a smooth transition. 

Johnson Controls, a building solutions, technology and services 
provider, was a leading contributor for the period.  Shares advanced 
as the company reported sequential quarterly improvement in 
sales, orders and profitability.  Despite the challenging market 
environment, Johnson Controls has benefited from various cost-
cutting initiatives in 2020 and expects to generate an additional 
$300 million in annualized pre-tax savings by fiscal year-end 
2023.  Furthermore, the company has continued to reinvest in 
the business and furthered strategic growth initiatives during 
the period.  Due to Johnson Controls’ improving operating 
performance and the strength of its balance sheet, the board 
announced an increase in share repurchase authorization of $4 
billion and raised the annual dividend.  Although the industry 
may continue to face short-term headwinds, we are encouraged 
by Johnson Controls’ resilient results and its successful execution 
of various operational objectives.  We believe the company is 
well positioned to capitalize on these improvements and its 
investments as conditions normalize. 

Contributors and Detractors for 1Q 2021
Relative Contributors Relative Detractors
Lennar ANSYS

East West Bancorp Qualcomm

Capital One Financial Adobe

Johnson Controls Novartis

Corteva Agriscience Elanco 

Recent Portfolio Activity
Buys Sells
Crown Castle BOK Financial

Michelin Oshkosh

Pioneer Natural Resources

During the quarter, we sold our investments in BOK Financial, 
Oshkosh and Pioneer Natural Resources.  We invested the proceeds 
in two new positions: Crown Castle and Michelin.

We fi rst invested in BOK Financial during the third quarter of 2015.  
At that time, we recognized that having a decentralized structure for 
each of its eight banks (each with its own CEO, brand and tailored 
off erings), while having a centralized operations and risk platform, 
was a source of competitive advantage.  We continue to admire its 
long-term focused management team, the bank’s expertise in the 
Energy sector, as well as its ability to attract and retain clients 
given its local focus approach.  Catalysts that were realized over our 
investment period include the bank’s continued expansion outside of 
Oklahoma and Texas and into new industry verticals (e.g., Health 
Care) and signifi cant expansion of its fee businesses (e.g., wealth 
management).  We decided to sell this quarter in favor of what we 
view as a more optimal investment.

Our investment in Oshkosh dates back to the fourth quarter of 2013.  
During that period, we felt that headwinds from cuts in the U.S. 
Department of Defense (DoD) budget masked the strength and 
quality of the overall company.  Since then, Oshkosh has leveraged its 
service infrastructure and experience in product innovation to gain 
market share across its business units, including winning a joint light 
tactical vehicle ( JLTV) contract from the DoD and, more recently, 
a major USPS truck contract.  Furthermore, company management 
has focused on enhancing manufacturing effi  ciencies through cost-
optimization eff orts, which has improved the profi tability of the 
business.  While we still consider Oshkosh a high-quality company, 
we exited the position in favor of what we view as a more attractive 
opportunity for our Value Equity portfolio at this time. 

We fi rst invested in Pioneer Natural Resources in the fourth quarter 
of 2011.  We have long admired the company’s advantageous low-
cost/high-return Permian Basin assets and its management team’s 
fi nancial discipline.  A key catalyst that occurred during our holding 
period was the company’s transition to a pure-play Permian producer.  

Total Contribution to Relative Return by Sector
versus Russell 1000 Value Index

First Quarter 2021

Total Contribution to Relative Return (%)

Source: FactSet
Past performance is not indicative of future results. Attribution results are based on sector 
returns, which are gross of investment advisory fees and include the reinvestment of all income.
Please see important disclosures at the end of this document.
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We decided to sell given Pioneer’s recent all-stock acquisition of 
independent oil and natural gas company Parsley Energy, which 
includes the assumption of Parsley's existing and not insignifi cant 
debt.  Th is acquisition strikes us as contradictory to Pioneer’s 
conservative use of debt, something we prefer to understand better 
from the sidelines.  

Crown Castle International Corp.
Crown Castle, a ~$74 billion market cap company, is one of the largest 
independent shared communications infrastructure companies in 
the U.S.  Th e company was founded in 1994 and transitioned to a 
REIT in 2014.  Crown Castle owns the towers that house critical 
infrastructure for wireless communications providers (e.g., AT&T, 
T-Mobile and Verizon).  Th e company generates revenue ($5.84 
billion in 2020) by charging its tenants rent based on the equipment 
placed on Crown Castle assets.  Crown Castle’s assets play a critical 
role in allowing businesses and individuals to connect to the data, 
technology and wireless services relied on every day.  

Roughly 70% of sales are generated from rental revenues tied to 
Crown Castle’s towers.  Fiber and small cells account for roughly 30% 
of sales but more than two-thirds of planned capital expenditures.  
In recent years, the company’s competitors have focused on 
expanding their tower businesses internationally.  By contrast, 
Crown Castle has remained 100% focused on the U.S. and deployed 
capital into fi ber and small cells.  Its portfolio now consists of more 
than 40,000 cellular towers, approximately 80,000 small cell nodes 
and approximately 80,000 route miles of fi ber.  Th is diff erentiated 
strategy is one we believe delivers a compelling value proposition as 
Crown Castle’s customers seek to utilize shared infrastructure while 
making multi-billion-dollar investments in spectrum assets.

High-Quality Business
Some of the quality characteristics we have identifi ed for Crown 
Castle include:

 •  Oligopoly industry (top three companies control >75% of towers 
in the U.S.) with high consistency of revenue (leases are fi ve to 
15 years in length with 1.5%-3.0% annual price increases);

 •  Barriers to entry are high given permitting challenges and 
multi-tenant requirements for attractive returns;

 •  Switching costs are high given the cost to remove equipment, 
resulting in low churn (~1%); and

 •  Capital intensity is low and operating expenses are mostly fi xed, 
resulting in high incremental ROIC and FREE cash fl ow.

Attractive Valuation
Valuation is attractive based on our estimates for higher normalized 
cash earnings power.  More specifi cally, we believe the tower business 
should experience margin expansion as tenancy ratios rise, as well as 
increased contributions from the small cells business.

Compelling Catalysts
Catalysts we have identifi ed for Crown Castle, which we believe 
will cause its stock price to appreciate over our three- to fi ve-year 
investment horizon, include:

 •  Continued increase in tenancy ratios for the tower business 
(e.g., recently signed agreement with Dish Network) can lead 
to margin expansion;

 •  Further market share gains as favorable lease extensions roll off  
at Crown Castle’s competitors;

 •  Integration of previously acquired fi ber assets supports an 
improved competitive position and the ongoing expansion of 
small cells; and

 •  Uniquely positioned to benefi t from the shift to 5G networks.  
Th e company’s portfolio skews toward urban areas where 
densifi cation of populations, infrastructure and networks 
enhances the value proposition of small cells. 

Compagnie Générale des Établissements Michelin
Founded in 1889, Compagnie Générale des Établissements 
Michelin (Michelin) is a France-based tire manufacturer.  With 126 
research and production facilities, over 7,600 dealerships, and sales 
representatives across 171 countries, the company has established 
itself as the second-largest tire manufacturer in the world. 

Michelin designs and manufactures automotive (~50% of revenue 
– Automobiles), road transportation (~25% – Trucks) and specialty 
tires (~25% – Mining, Aircraft, Off -the-Road, etc.) for various 
customers and end markets.  With over a century of operational 
history, the company’s dedication to innovation and effi  ciency has 
made Michelin an industry leader. 

High-Quality Business
Some of the quality characteristics we have identifi ed for Michelin 
include:

 •  Global scale and market-leading position with ~14% share of 
all global tire sales;  

 •  One of the world’s most iconic brands and mascots, the 
“Michelin Man;”

 •  Robust profi tability driven by the company’s expertise in large 
diameter tires and the higher-margin specialty tires segment; 
and

 •  Consistency in earnings power relative to the overall auto 
industry due to the critical need for tires.

Attractive Valuation
Given our estimates of normalized earnings, we believe Michelin’s 
current stock price is off ered at a discount to our estimate of 
the company’s intrinsic value.  Specifi cally, we believe various 
initiatives will lead to higher market share and normalized 
margins for the business. 
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Compelling Catalysts
Catalysts we have identifi ed for Michelin, which we believe will 
cause its stock price to appreciate over our three- to fi ve-year 
investment horizon, include:

 •  Improvements to profi tability from product mix shifts toward 
larger diameter and specialty tires;

 •  More effi  cient management of SG&A through initiatives such 
as process enhancements and simplifi cations, deployment of 
the company’s business management program, and digitization 
of HR and CRM platforms; and 

 •  Further progress on the company’s four-pronged growth plan 
(i.e., improve market share and profi tability through product 
innovation of tires; provide unique mobility experiences through 
maps, guides and digital services; deepen understanding of 
customer needs to off er best-in-class services and solutions; and 
leverage expertise in high-tech materials to create sustainable 
products and expand in high-potential growth markets).

Conclusion
Whether it be the improving vaccination rates in the U.S., the rise 
in the 10-year Treasury yield or the uncertainty regarding fi scal and 
monetary policy, there continues to be no shortage of headlines 
that can create volatility in the markets.  Rather than becoming 
preoccupied with the news of the day, at Aristotle Capital, we 
remain focused on company fundamentals and the long term.  Our 
investment process is not dependent on the realization of fi scal 
or monetary policies or the speed of a recovery.  We seek to fi nd 
companies with quality characteristics that can allow them to 
succeed over full market cycles, regardless of macroeconomic and/
or political events.  Our goal is to deliver for our clients through a 
disciplined, research-oriented approach to fi nding what we believe 
to be great companies and a consistent, well-executed portfolio 
management process.

The opinions expressed herein are those of Aristotle Capital Management, LLC (Aristotle Capital) and are subject to change without notice.  Past performance is not a guarantee or indicator of future results.  
This material is not financial advice or an offer to purchase or sell any product.  You should not assume that any of the securities transactions, sectors or holdings discussed in this report were or will be 
profitable, or that recommendations Aristotle Capital makes in the future will be profitable or equal the performance of the securities listed in this report.  The portfolio characteristics shown relate to the 
Aristotle Value Equity strategy.  Not every client’s account will have these characteristics.  Aristotle Capital reserves the right to modify its current investment strategies and techniques based on changing 
market dynamics or client needs.  There is no assurance that any securities discussed herein will remain in an account’s portfolio at the time you receive this report or that securities sold have not been 
repurchased.  The securities discussed may not represent an account’s entire portfolio and, in the aggregate, may represent only a small percentage of an account’s portfolio holdings.  The performance 
attribution presented is of a representative account from Aristotle Capital's Value Equity Composite.  The representative account is a discretionary client account which was chosen to most closely reflect the 
investment style of the strategy.  The criteria used for representative account selection is based on the account’s period of time under management and its similarity of holdings in relation to the strategy.  
Recommendations made in the last 12 months are available upon request.

Returns are presented gross and net of investment advisory fees and include the reinvestment of all income.  Gross returns will be reduced by fees and other expenses that may be incurred in the 
management of the account.  For example, a 0.5% annual fee deducted quarterly (0.125%) from an account with a ten-year annualized growth rate of 5.0% will produce a net result of 4.4%.  Actual 
performance results will vary from this example.

The Russell 1000 Value® Index measures the performance of the large cap value segment of the U.S. equity universe.  It includes those Russell 1000 Index companies with lower price-to-book ratios and 
lower expected growth values.  The S&P 500® Index is the Standard & Poor’s Composite Index of 500 stocks and is a widely recognized, unmanaged index of common stock prices.  These indices have 
been selected as the benchmarks and are used for comparison purposes only.  The Russell 1000® Growth Index measures the performance of the large cap growth segment of the U.S. equity universe.  
It includes those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values.  The Russell 2000® Index measures the performance of the small cap segment of the U.S. 
equity universe.  The Russell 2000 Index is a subset of the Russell 3000® Index representing approximately 10% of the total market capitalization of that index.  It includes approximately 2,000 of the 
smallest securities based on a combination of their market cap and current index membership.  The Dow Jones Industrial Average® is a price-weighted measure of 30 U.S. blue-chip companies.  The Index 
covers all industries except transportation and utilities.  The NASDAQ Composite Index measures all NASDAQ domestic and international based common type stocks listed on The NASDAQ Stock Market.  
The NASDAQ Composite includes over 3,000 companies, more than most other stock market indexes.  The Bloomberg Barclays U.S. Aggregate Bond Index is an unmanaged index of domestic investment 
grade bonds, including corporate, government and mortgage-backed securities.  The WTI Crude Oil Index is a major trading classification of sweet light crude oil that serves as a major benchmark price 
for oil consumed in the United States.  The 3-Month U.S. Treasury Bill is a short-term debt obligation backed by the U.S. Treasury Department with a maturity of three months.  The volatility (beta) of the 
Composite may be greater or less than its respective benchmarks.  It is not possible to invest directly in these indices.

Aristotle Capital Management, LLC is an independent registered investment adviser under the Advisers Act of 1940, as amended.  Registration does not imply a certain level of skill or training.  More 
information about Aristotle Capital, including our investment strategies, fees and objectives, can be found in our ADV Part 2, which is available upon request.  ACM-2104-28
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  Value Equity Composite Value Equity Composite Russell 1000 S&P 500
 Year (Gross %) (Net %) Value Index (%) Index (%)

 2021 YTD 10.03 9.94 11.26 6.17

 2020 15.29 15.00 2.80 18.40

 2019 33.50 33.07 26.54 31.49

 2018 -8.25 -8.58 -8.27 -4.38

 2017 22.74 22.34 13.66 21.83

 2016 17.61 17.20 17.34 11.96

 2015 3.58 3.23 -3.83 1.38

 2014 11.63 11.26 13.45 13.69

 2013 30.82 30.41 32.53 32.39

 2012 22.11 21.49 17.51 16.00

 2011 -3.21 -3.61 0.39 2.11

 11/1/10 - 12/31/10 5.30 5.21 7.32 6.70

 Supplemental Performance

 1/1/10 - 10/31/10 13.22 12.97 7.63 7.84

 2009 32.49 32.14 19.69 26.46

 2008 -36.35 -36.53 -36.85 -37.00

 2007 10.97 10.67 -0.17 5.49

 2006 22.26 21.93 22.25 15.79

 2005 12.07 11.77 7.05 4.91

 2004 30.12 29.77 16.49 10.88

 2003 35.05 34.68 30.03 28.68

 2002 -19.30 -19.52 -15.52 -22.10

 2001 -11.94 -12.18 -5.59 -11.89

Composite returns for all periods ended March 31, 2021 are preliminary pending fi nal account reconciliation.
Past performance is not indicative of future results. Performance results for periods greater than one year have been annualized. Returns presented are gross and net of investment advisory fees and 
include the reinvestment of all income. The Aristotle Value Equity strategy has an inception date of November 1, 2010; however, the strategy initially began at Mr. Gleicher’s predecessor fi rm in October 
1997. A supplemental performance track record from January 1, 2001 through October 31, 2010 is provided above. The returns are based on two separate accounts and performance results are based on 
custodian data. During this time, Mr. Gleicher had primary responsibility for managing the two accounts. Mr. Gleicher began managing one account in November 2000 and the other December 2000. 
Please see important disclosures enclosed within this document.

Aristotle Value Equity Composite Performance
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