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Buy quality companies. It seems intuitively like a 
straightforward path to investment success, and history 
supports the argument. As an investment style, however, 
quality does not get nearly the attention of value (buying 
cheap companies) or growth (buying fast-growing 
companies). Yet, quality has outperformed both value and 
growth in global markets for decades (Exhibit 1).

Even more curious than the fact that such a successful 
strategy is often sidelined in investment debates is that 
the definition of “quality” is often, at least in our view, 
profoundly misunderstood. MSCI defines quality as a 
combination of financial productivity, low leverage, and 
stability. We do not believe these factors are created equal, 
however. Financial productivity—as measured by cash flow 
return on investment, and return on equity—is the most 
important metric, in our view, and the driver of the other 
two components used by MSCI. Importantly, companies 
with high financial productivity have also consistently 

outperformed other companies since the early 1990s, based 
on our analysis.

The market often undervalues financially productive 
businesses because it assumes, based on economic theory, 
that competitors will slowly (or not so slowly) nibble away 
a company’s edge, and therefore, its outsized profitability. 
In our view, however, certain companies have such strong 
barriers to competition that they can maintain high financial 
productivity for longer than the market expects. The length 
of time a company can maintain its competitive advantage, 
and therefore its extraordinary financial productivity, is 
the critical element of the International Quality Growth 
investment philosophy.

Financially productive businesses generate a lot of cash, and 
we care a great deal about what management does with 
that cash. We want to buy companies that not only generate 
high levels of financial productivity, but that also reinvest that 
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Exhibit 1
Relative Performance versus MSCI World Index
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cash back into the business without eroding the high rates of 
return that attracted us there in the first place. Done properly, 
this can help solidify the firm’s competitive advantage and 
set it up for participation in a virtuous circle, which we call the 
Compounding Cycle (Exhibit 2). The more cash the business 
generates, the more the company can reinvest in itself. If its 
investments are the right ones, they will help the business 
generate more cash to reinvest, and so on. A manufacturing 
company can invest in automation and optimization that 
makes it more efficient and lowers costs beyond what 
competitors can match. A technology company can invest 
in improving its product to make sure it stays cutting-edge. 
Healthcare companies can invest in the basic research that 
keeps their pipelines flowing. Each investment that stands to 
increase the future rate of return on each dollar of cash flow 
or that keeps competitors at bay a little longer stacks on top 
of the one before, with the potential to compound cash flow.

In selecting companies for our International Quality Growth 
strategy, we require that every company has:

• a highly profitable business model now, as opposed to 
plans to grow into one later

• the ability to grow its cash flow over time by reinvesting 
back in its business while sustaining a high rate of return

• barriers to competition that we believe will allow it to 
maintain high financial productivity longer than the market 
expects, which in turn makes it undervalued.

In the end, we believe a quality company is one that 
generates a lot of cash and reinvests it wisely so that it can 
defend and grow its competitive advantage. It’s as simple 
and as complicated as that. Investing according to this 
definition has allowed our strategy to perform consistently in 
a wide range of market environments. 

So, as investment managers try to engage you in the debate 
over value versus growth, we suggest considering the style 
that has historically beat them both: quality.

Exhibit 2
Sustained Financial Productivity Is the Heart of the Compounding Cycle

Higher
Cash Flow

Larger Invested
Capital

Increased
Reinvestment

High Financial
Productivity

Financial productivity 
determines how much cash 
flow is generated from an 
invested capital base.

Management decisions 
and growth opportunities 

determine the amount of cash 
flow that is reinvested into the 

business.

Enabled by long-term 
competitive advantage

Reinvestment drives a larger capital base.

This information is for illustrative purposes only.

Source: Lazard



International Quality Growth:  The Power of Quality Investing

HBX78499

Important Information
Published on 21 September 2023.

The performance quoted represents past performance. Past performance does not guarantee future results. Mention of these securities should not be considered a recommendation or 
solicitation to purchase or sell the securities. It should not be assumed that any investment in these securities was, or will prove to be, profitable, or that the investment decisions we make in the 
future will be profitable or equal to the investment performance of securities referenced herein. There is no assurance that any securities referenced herein are currently held in the portfolio or 
that securities sold have not been repurchased. The securities mentioned may not represent the entire portfolio.

The MSCI World Growth Index captures large and mid-cap securities exhibiting overall growth style characteristics across 23 Developed Markets (DM) countries. The growth investment style 
characteristics for index construction are defined using five variables: long-term forward EPS growth rate, short-term forward EPS growth rate, current internal growth rate, long-term historical 
EPS growth trend, and long-term historical sales per share growth trend.

The MSCI World Value Index captures large and mid-cap securities exhibiting overall value style characteristics across 23 Developed Markets (DM) countries. The value investment style 
characteristics for index construction are defined using three variables: book value to price, 12-month forward earnings to price, and dividend yield.

The MSCI World Quality Index is based on MSCI World, its parent index, which includes large and mid-cap stocks across 23 Developed Market (DM) countries. The index aims to capture the 
performance of quality growth stocks by identifying stocks with high quality scores based on three main fundamental variables: high return on equity (ROE), stable year-over-year earnings 
growth, and low financial leverage. The MSCI Quality Indexes complement existing MSCI Factor Indexes and can provide an effective diversification role in a portfolio of factor strategies.

The indices are unmanaged and have no fees. One cannot invest directly in an index.

This document reflects the views of Lazard Asset Management LLC or its affiliates (“Lazard”) based upon information believed to be reliable as of the publication date. There is no guarantee 
that any forecast or opinion will be realized. This document is provided by Lazard Asset Management LLC or its affiliates (“Lazard”) for informational purposes only. Nothing herein 
constitutes investment advice or a recommendation relating to any security, commodity, derivative, investment management service or investment product. Investments in securities, 
derivatives and commodities involve risk, will fluctuate in price, and may result in losses. Certain assets held in Lazard’s investment portfolios, in particular alternative investment portfolios, 
can involve high degrees of risk and volatility when compared to other assets. Similarly, certain assets held in Lazard’s investment portfolios may trade in less liquid or efficient markets, 
which can affect investment performance. Past performance does not guarantee future results. The views expressed herein are subject to change, and may differ from the views of other 
Lazard investment professionals.  

This document is intended only for persons residing in jurisdictions where its distribution or availability is consistent with local laws and Lazard’s local regulatory authorizations. Please visit  
www.lazardassetmanagement.com/globaldisclosure for the specific Lazard entities that have issued this document and the scope of their authorized activities.

This content represents the views of the author(s), and its conclusions may vary from those held elsewhere within Lazard Asset Management. 
Lazard is committed to giving our investment professionals the autonomy to develop their own investment views, which are informed by a 
robust exchange of ideas throughout the firm.


