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What Growth Means to Greystone
What’s your Investment Style?
“What’s your investment style?” – it’s a common question
that is asked of institutional investment managers. It’s
an important question, especially for those institutional
investors that hire managers with different styles as
an “offset” to each other. The typical response to this
question is “growth” or “value” or “income” or “small
cap” or a whole host of other terms that essentially
group investment managers into different categories. In
fact, Morningstar created their Style Box in 1992, which
pegs a manager into one of nine squares on a grid to
determine where a manager’s style fits with regards to
size and style (as measured by where they fit along the
value-growth continuum).
At Greystone, our approach to equity investing is biased
towards a growth style. We believe that identifying
companies with sustainable growth drivers for their
businesses translates into higher future earnings,
which in turn leads to higher stock prices. How does
our growth style manifest into the types of companies
we prefer to invest in?

Business Momentum
In our equity research, we focus on a company’s business
momentum. To us, business momentum is more than just
looking at earnings growth or revenue growth: it is about
understanding what that growth is operationally driven
by and how sustainable it is. One method we employ
to start thinking about these drivers is to apply Porter’s
Five Forces model of industry competition, which
looks at the threat of new entrants and substitutes, the
bargaining power of customers and suppliers, and the

type of competition within the industry. Indicators of
sustainable growth often times appear at the company
level before they impact stock prices. Many investors
tend to underestimate the increase in value that occurs
when structural improvements in the business occur.
Structural improvements happen all the time, but do
not always coincide with earnings per share growth.
Over time though, an improved profit profile will result,
which leads to an increase in the intrinsic value of the
company. Equally important is having a sense of how
long that momentum can last – as business momentum
matures, a company’s ability to generate excess cash
flows at a high level of return on invested capital is
increasingly important.
Our aim is to assemble a portfolio of such companies
whose business momentum comes from a diversity
of factors. Some examples would include robust
organic growth, increasing market share, execution
of a disciplined M&A strategy, clearly identifiable
advantages versus peers or a strong presence in a
disruptive industry. The more diversified our portfolios’
business momentum drivers are, the more resilient the
portfolios will be in the face of changes to business and
investment environments.
By no means do we have a copyright on the term business
momentum! However, it’s a term that best describes the
type of stocks we own in our clients’ portfolio. We define
that to mean any improvement in a company’s earnings
generating capacity and the best way to illustrate that
is by looking at a couple of examples that at the time of
writing are held in the Greystone equity portfolios.

THE POWER OF DISCIPLINED INVESTING ®

Smurfit Kappa
Smurfit Kappa (Smurfit) is a world leader in paper
based packaging. Operating on a pan-European basis,
it is the European leader in containerboard, solidboard,
corrugated, and solidboard packaging. The business
momentum story is linked to the secular trends of growing
demand for bio-degradable packaging (and away from
plastic), as well as the increasing complexity of supply
chains and the growth of e-commerce, which is a large
consumer of corrugated containers. In addition, Smurfit
is still relatively small in the scope of the whole market
which is fragmented in Europe with a lot of small, familyowned companies. Smurfit’s customers are increasingly
focused on “value-add” products and logistics which
provides it the opportunity to gain market share in both
up and down markets.
Smurfit is uniquely positioned to capitalize on these
secular growth trends with industry leading business
applications and solutions to help its customers to reduce
their costs, drive sales growth or reduce their business
risk. The company recently announced a medium-term
plan to spend € 1.6bn in growth investments between
2018 and 2021. It aims to lift its return on capital from
15% to 17%, assuming a fairly benign pricing environment
(see Figure 1), which we believe is possible given a solid
track record of meeting targets.
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Source: Smurfit Kappa company reports.
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Nitori Holdings: Market Insights Driving Greater Market Share
Figure 2: Increasing Market Share (Nitori Holdings)
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Nitori Holdings (Nitori), listed on the Tokyo Stock
Exchange, is a profitable retailer of furniture and home
fashion goods mainly in Japan. Business momentum
for Nitori has been driven by their continued ability to
successfully execute cost reductions while restructuring
operations to allow them to gain market share in Japan
(see Figure 2). It has an integrated business model of
manufacturing and direct purchase relationships, which
gives the company cost and market insight advantages
that competitors do not have. Benefits of its integrated
business model include better management of inventory,
more frequent product launches, and lower production
costs. These competitive advantages will continue to
help the company’s business momentum and sustain
profitability in the longer term. Its 5-year average return
on invested capital of 15.4% is higher than its domestic
peers as well as the broader Japanese and world equity
markets, which are all in the single-digits.
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Source: Greystone, MSCI, FactSet.

Conclusion
From a portfolio management perspective, building a portfolio of companies with different growth drivers is important
as we know the market will not reward them all at the same time.
We believe having this diversity in the portfolios helps provides resilience to our longer term results. At Greystone,
our Public Equities team is structured to benefit from strong quantitative identifiers, such as return on invested capital,
coupled with a global approach to fundamental analysis where our sector analysts are always asking:

“What is this company’s business momentum and how does it compare to its global peers?”.
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Looking for a Multi-asset Class
Solution Investment Partner?
Chirag Patel, CFA
Vice-President, Product Specialist, Public Equities
416.309.2187 | chirag.patel@greystone.ca
Sean Collins, CFA
Senior Vice-President, Institutional Relationships
416.309.2183 | sean.collins@greystone.ca

Greystone Managed Investments Inc.
Greystone Managed Investments Inc. is an institutional
money manager with multi-asset solutions proudly
serving its clients since 1988. Headquartered in Regina,
with additional offices in Toronto, Winnipeg and Hong
Kong, Greystone manages over C$36 billion1 on behalf of
institutional clients.
Greystone has in-house expertise in the following areas:

Proud of our
Prairie Roots
REGINA (HEAD OFFICE)
300 Park Centre
1230 Blackfoot Drive
Regina, Saskatchewan S4S 7G4
Canada

MULTI-ASSET

ALTERNATIVES

• Balanced

• Real Estate

• Balanced Plus

• Infrastructure

• Target Date Plus
• Alternative Plus2

PRIVATE DEBT
• Mortgages

FIXED INCOME

PUBLIC EQUITIES

• LDI

• Canadian & U.S.

• Term

• International

• Plus

• Global

• Sector

• China

TORONTO
77 King Street West
Suite 4510, TD North Tower
Toronto, Ontario M5K 1J3
Canada
WINNIPEG
201 Portage Avenue
Suite 1907
Winnipeg, Manitoba R3B 3K6
Canada
HONG KONG
Suite 1, 12/F
International Commerce Centre
1 Austin Road West, Kowloon
Hong Kong

As at Jun 30, 2018.
The Greystone Alternative Plus Solution is an integrated open-ended alternatives mandate
where a client invests in the Greystone Infrastructure Fund (Canada) LP, the Greystone Mortgage
Fund and the Greystone Real Estate Fund Inc. or the Greystone Real Estate LP Fund. Greystone
holistically manages the underlying cash flows and liquidity of the allocation as well as the asset
mix between the underlying strategies.
Opinions reflect those of Greystone as of the date hereof. The information used in this commentary
came from sources believed to be reliable; however, we do not represent that it is accurate or
complete. This commentary is a general source of information and must not be considered
investment advice or a solicitation to buy or sell securities. Past performance is not a guarantee of
future performance. This commentary is intended for the use of Greystone clients only. Additional
distribution or use without Greystone’s written permission is prohibited.
Greystone claims compliance with the Global Investment Performance Standards (GIPS). A GIPS
compliant presentation is available upon request. Greystone has been independently verified for
the period from January 1, 2000 to December 31, 2017. The verification report(s) is/are available
upon request. Verification assess whether (1) the firm has complied with all the composite
construction requirements of the GIPS standards on a firm-wide basis and (2) the firm’s policies
and procedures are designed to calculate and present performance in compliance with the GIPS
standards. Verification does not ensure the accuracy of any specific composite presentation.
In Canada, Greystone is a registered portfolio manager, exempt market dealer and investment
fund manager. Greystone is registered as an investment adviser with the Securities and Exchange
Commission in the United States.
© Greystone Managed Investments Inc. All rights reserved.
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