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Quarterly Review
• The first quarter of 2025 showed broadly negative returns for the US equity markets as core large cap indices 

outperformed small cap indices. The economy is showing resilience with employment reports somewhat stable 
and inflation over the past few reports appears to be on a better path at two plus percent. Yet the market has been 
unsettled with major policy uncertainty around tariffs, fears of stagflation and disruption in artificial intelligence 
with the “DeepSeek” announcement. Risk off has been the dominant market theme with few areas of the equity 
market escaping a negative return during the quarter. Previous market expectations for a strong rebound in small 
cap relative revenue and earnings growth in 2025 is now in question.

• The Small/Mid Cap strategy outperformed the Russell 2500™ Index during the first quarter. Our portfolio 
return topped the benchmark which as our quality fundamental theme proved more resilient in an otherwise 
difficult market. Widespread market weakness occurred after a mid-February peak, as enthusiasm regarding 
a healthy economy as well as potential long-term upside from productivity enhancing Artificial Intelligence 
(AI) applications gave way to policy uncertainty around tariffs, fears of stagflation, and AI disruption after 
the DeepSeek news event. Risk off became the dominant equity market theme for the second half of the 
quarter, with not many places to hide. Portfolio performance was led by favorable stock selection in health 
care, communication services, information technology and industrials with a modest offset from a portfolio 
underweight to interest rate sensitive sectors (such as real estate) helped by a decline in rates.

• Strong stock selection within the health care, industrials, communication services and information technology 
sectors provided positive relative performance in addition to an overweight to utilities which was the top 
performing index sector. During the quarter, positions in Option Care Health, Beacon Roofing Supply and 
Chemed Corporation added the most to performance.

• Option Care Health is a provider of infusion services both in the home and facility setting for various chronic 
and acute therapies. Outside of favorable demographics and site of care trends, the company benefits from being 
the consolidating player in a fragmented industry. The stock was a notable detractor during the fourth quarter, 
driven by an unexpected strategic decision by a pharmaceutical supplier to significantly reduce the price and 
the discount available to Option Care on a meaningful product. We stayed the course with our position and 
were rewarded with a significant rebound in the stock price once the company formally quantified the marginal 
impact of this event while reiterating their commitment to deliver on long-term annual growth rates. 

• Beacon Roofing Supply is a leading distributor of roofing materials and complimentary building products. The 
industry and Beacon both have several attractive characteristics such as: 1) steady growth potential, with 80% 
of revenue from repair & remodel into an aging housing stock; 2) a fragmented market, with opportunity for 
organic growth via share gain and greenfield expansion, as well as inorganic growth potential; 3) a large market 
size opportunity, not just in roofing supplies, but also in adding adjacent exterior building product distribution 
capability; 4) scale economy advantages such as the ability to serve national accounts, greater product depth and 
product availability, and digital order intake and inventory management capability; 5) Strong free cash flow, 
allowing for Beacon to repurchase stock and pay down debt. These attractive characteristics have garnered the 
attention of others, and during the quarter an overture to acquire the company was made public. After initial 
resistance from Beacon management, the parties came to an agreement in late January for a cash acquisition of 
the company

• Chemed Corporation is a holding company with two subsidiaries: VITAS, which provides hospice care and 
palliative care services, and Roto Rooter which provides plumbing, drain cleaning, and water restoration services. 
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The VITAS segment has experienced strong demand coming out of COVID-19, lower variable labor expenses 
and has consistently received favorable reimbursement from various healthcare payors. The company has also 
been active in acquisitions, which has strengthened their position in states that disproportionately have more 
demand for their services and has used their scale to leverage fixed costs. The company believes they can benefit 
from heightened industry growth which is expected to be consistent over the next decade. The improvement in 
the VITAS segment has offset a weaker Roto Rooter business that is experiencing softness in demand due to a 
pullback in consumer spending as well as navigating a more difficult environment to market their services with 
search engines.

• Detracting from relative return was an underweight to financials and real estate and an overweight to the 
industrials sector in addition to lagging stock selection in the utilities sector. During the quarter, positions in 
Five9, Inc, Boot Barn Holdings and Arcosa, Inc. detracted the most to performance.

• Five9 is a leading provider of cloud-based customer contact center software serving businesses worldwide. The 
company has had steady operating performance but very volatile stock performance as the market digests the 
impact of generative AI on the software industry, as well as the customer contact center industry. Despite positive 
earnings revisions and healthy organic revenue growth, the stock has experienced earnings multiple compression 
which negatively impacted the share price. We continue to see a distinct franchise selling at a discounted 
valuation and maintain an investment.  

• Boot Barn is the leading retailer of Western/Country apparel and cowboy boots in the US. The company 
operates 400 stores as of December 2024 but plans to more than double its store count to 900 over time. The 
fast pace of new store openings is supported by strong demand and very attractive new store economics. The 
company’s most recent earnings report in January this year was strong but earnings guidance for the next quarter 
did not meet lofty investor expectations following the stock price rally in the three months prior to the report. 
Also, the company disclosed that it sources roughly 30% of its goods from China and 25% from Mexico. As 
a result, Boot Barn is expected to be negatively impacted by the implementation of tariffs. The stock was also 
negatively impacted by the sharp decline in consumer sentiment in February and March. We added to our 
position in February on price weakness because we believe Boot Barn will be able to mitigate the impact of tariffs 
better than most retailers given their market leadership/scale will give them pricing power and leverage over 
suppliers. Valuation is also cheap compared to other retailers growing store count at a similar pace.

• Arcosa has been strategically simplifying its business to focus on construction materials. In August 2024, it 
announced the acquisition of a US based materials company which increased its construction materials segment 
to nearly two-thirds of total earnings while increasing margins. The share price rallied on the news during the 
fourth quarter, but during the first quarter of 2025, the share price declined due to concerns about weaker 
construction spending and the impact on construction aggregates demand. In addition, investors have become 
cautious regarding its wind power business which could be negatively impacted by policy changes under the new 
administration. We maintain a positive pricing outlook for the aggregates business, even with a more modest 
construction outlook and believe Arcosa will continue reshaping its business into a more durable and better 
valued enterprise.

Outlook
• We remain committed to identify inefficiencies in the small/mid cap market resulting in stock prices and 

valuations not accurately reflecting our assessment of the underlying value of the corporate enterprise. This 
approach is applied consistently over time, regardless of the current market environment.

• While many forms of inefficiency may exist, we focus on companies that are misunderstood, underfollowed or 
in the midst of a “special situation” where we believe we can use our strengths in the form of our time horizon, 
resource deployment or a willingness to solve complex situations. We require fundamentally sound business 
models, capable management teams and financial stability. Fundamental to our process are distinct, company 
specific catalysts on the horizon to help sustain, enhance, or highlight the fundamental outlook.  

• These principles are applied consistently over time, regardless of the current market environment. With a “margin 
of safety” and a proper time horizon, our goal is to achieve an attractive total return for our investors, while 
managing to an appropriate level of risk.  
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Important Disclosure

Key Risks: Equity Risk, Market Risk, Non-US Securities Risk, Liquidity Risk. Investing involves risk including possible loss of 
principal.

This marketing communication was originally published as of the date stated above. It is provided for informational purposes 
only and should not be construed as investment advice. Any opinions or forecasts contained herein reflect the subjective judgments 
and assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles & Company, L.P. Investment 
recommendations may be inconsistent with these opinions. There is no assurance that developments will transpire as forecasted and 
actual results will be different. Data and analysis does not represent the actual or expected future performance of any investment 
product. Information, including that obtained from outside sources, is believed to be correct, but Loomis Sayles cannot guarantee its 
accuracy. This information is subject to change at any time without notice.

Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.

Commodity interest and derivative trading involves substantial risk of loss.

Top two and bottom two holdings may not be representative of current or future holdings and will evolve over time. The examples above 
do not represent all securities purchased, sold or recommended for client accounts. They should not be considered specific investment 
recommendations or representative of other investments made by Loomis Sayles. A list showing the contribution of each holding to the 
overall performance of the representative account during the measurement period is available upon request.

Holdings analysis is shown for a representative account as supplemental information. Due to systems limitations it is difficult to analyze 
sector distribution on a composite basis. This representative account was selected because it closely reflects the Loomis Sayles Small/Mid 
Cap investment strategy. Due to guideline restrictions and other factors, there is some dispersion between the returns of this account and 
other accounts managed in the Small/Mid Cap investment style.

Market conditions are extremely fluid and change frequently.

Diversification does not ensure a profit or guarantee against a loss.

Any investment that has the possibility for profits also has the possibility of losses, including the loss of principal.

There is no guarantee that the investment objective will be realized or that the strategy will generate positive or excess 
return.

Past performance is no guarantee of future results.
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