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What makes Loomis Sayles 
Growth Fund (LSGRX) one of the 
best mutual funds? Manager 
Aziz Hamzaogullari not only 
seeks stocks with sustainable 
long-term growth. He wants to 
buy them at a discounted price, 
which makes it easier to rack up 
a gain.

Not surprisingly, that has 
made the coronavirus stock 
market correction a buyer’s 
market for Hamzaogullari.

“This has been one of our 
most active quarters ever,” 
said Hamzaogullari, who has 
run the $9.2 billion fund since 
June 1, 2010. “We’ve invested 
in five new companies, taking 
advantage of the dislocation. 
We reduced holdings in several 
companies to finance the new 
positions.”

Normally, the fund trades 
far less often. Annual turnover 
since Hamzaogullari took the 
reins averages a scant 8%. That 
means he holds stocks an aver-
age of 12-1/2 years each. In con-
trast, the average annual turn-
over rate for all U.S. diversified 
stock funds is 66%, according to 
Morningstar Direct.

Hamzaogullari is barred from 
naming the new holdings until 
his official monthly disclosure.

While the number of buys 

this quarter has been unusual, 
there has been nothing impetu-
ous about them. “We don’t get 
ready for market downturns 
the day before they happen,” 
Hamzaogullari said. “We do our 
homework for years so we are in 
fact ready when opportunities 
present themselves.”

“We’ve been following all five 
of the new names for roughly 
a decade. There are about 150 
companies we constantly moni-
tor. When market dislocations 
happen, because we’ve done our 
homework well in advance, we 
know the risks in each business. 
And the upside potential.”

That patience is part of what 
makes Growth one of the best mu-
tual funds. “We always buy stocks 
only when we believe they are 
trading at a significant discount 
to their intrinsic value,” Hamza-
ogullari said. “We require a 2-to-1 
upside potential to downside risk 
in each buy, and preferably a 3-to-
1 reward-to-risk opportunity.”

There’s more to the strategy 
that makes Growth one of the 
best mutual funds. It aims for 
stocks in high-quality businesses 
with sustainable competitive ad-
vantages and profitable growth.

To Hamzaogullari, high quali-
ty means a business with a hard-
to-imitate business model. “It 
would be difficult to replicate 
its process even if they had a 
lot of time and capital,” Hamza-
ogullari said. “We invest in less 
than 1% of the businesses that 
have such characteristics.”

That strategy has worked for 
this fund. It is a 2020 IBD Best 
Mutual Funds Awards winner. 

The fund topped the S&P 500 in 
calendar 2019 as well as over the 
three, five and 10 years ended 
Dec. 31 on an average-annual-
return basis.

During this coronavirus-
wracked year going into 
Wednesday, the fund lost 6.11% 
vs. a 14.79% setback for the S&P 
500 and an 9.75% loss on aver-
age for its large-cap growth 
rivals tracked by Morningstar 
Direct.
Which stocks illustrate Growth 
Fund’s appetite for stocks with 
strong and sustainable earnings 
growth, protected by a hard-

to-breach moat, which he was 
able to buy at a favorable price? 
Amazon (AMZN), Nvidia (NVDA) 
and Facebook (FB) are three.

One standout feature about 
Amazon is that it is one of the 
few stocks that not only lost 
little in the coronavirus stock 
market correction, but its share 
price has also surpassed its pre-
crisis high.

The broad market peaked Feb. 
19. By its March 23 trough, it had 
cratered 35%. Rallying off that
bottom, it is still down 16% go-
ing into Wednesday.

Amazon dropped at the 
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outset of the coronavirus cor-
rection, tumbling 25% by its 
March 16 low. But it has erased 
its entire loss and is now up 
7% from its Feb. 19 close. Ama-
zon’s solid earnings and chart 
give it a perfect 99 IBD Com-
posite Rating.

“What makes Amazon a qual-
ity stock is that in both of its 
core markets — retail sales and 
Amazon Web Services (AWS) 
— Amazon presents strong and 
sustainable competitive advan-
tages that would be very hard 
for competitors to replicate,” 
Hamzaogullari said.

Amazon’s Higher Margins
On the retail side, Amazon has 

a low-cost structure that makes 
it more profitable, with higher 
margins, than best-in-class ri-
vals, Hamzaogullari says. That’s 
largely due to having far fewer 
physical sites to operate than a 
mainly brick-and-mortar rival 
like Walmart (WMT).

Hamzaogullari said, “Amazon 
also benefits from strong opera-
tional efficiency of its fulfillment, 
delivery and logistics network 
and strong network effects of 
Prime users and third-party mer-
chants, all of which contribute to 

a structural cost advantage.”
In addition, Amazon offers 

wider selection than its rivals, 
by virtue of not being limited 
to what can fit into its physical 
stores. And its “margins benefit 
from a growing proportion of 
third-party e-commerce sales,” 
Hamzaogullari said.

And Amazon pays its suppli-
ers for merchandise only once 
goods are sold, whereas brick-
and-mortar rivals typically pay 
sooner for merchandise.

Chipmaker Nvidia has also 
shown the resilience that helps 
it make Growth one of the best 
mutual funds.

At one point Nvidia shares 
plunged 44% off its Feb. 19 high. 
It has regained all but 14% of that.

Its share-price strength stems 
from the fact that its chips pro-
vide the horsepower for several 
computer functions that are in 
high demand.

Its chips are graphics process-
ing units, or GPUs. Central pro-
cessing unit (CPU) chips are a 
more traditional design. They’re 
good at a broad range of tasks 
because they’re programmable 
and flexible.

In contrast, GPUs are more 
specialized and expensive. 

They’re far better than CPUs 
at performing fast math. That 
makes GPUs better for video 
games, computer graphics, au-
tonomous driving, cryptocur-
rency mining, machine learning 
and artificial intelligence.

In several products using 
its chips such as video games, 
Nvidia has strong brand recog-
nition and preference by end 
consumers, he adds. Nvidia, like 
Amazon, carries a perfect 99 
IBD Composite Rating.

Nvidia is even enjoying a net-
work effect where developers 
have created software products 
built on Nvidia’s chips. “That 
creates a virtuous cycle, where 
more developers create more 
applications, which in turn at-
tract a greater number of cus-
tomers,” Hamzaogullari said.

Alibaba is a third stock that 
has helped make Growth one of 
the best mutual funds.

Shares have regained most of 
their coronavirus stock market 
correction loss. At the worst, they 
lost 23%. Now share price is down 
just 7%. Alibaba also has a perfect 
99 IBD Composite Rating.

The company is a leading Chi-
nese e-commerce and consumer 
engagement provider. Its busi-

nesses include retail sales, pay-
ments, technology, advertising, 
digital media, entertainment 
and logistics. Those businesses 
form a strong, intertwined net-
work. The segments often rein-
force each other.

For example, mobile monthly 
active users grew 17% in the 
company’s latest fiscal year to 721 
million, Hamzaogullari says. Data 
culled from consumer activity on 
the company’s e-commerce and 
digital media sites gives insights 
into consumer behavior. That 
lets Alibaba personalize content, 
which in turn helps merchants 
better target customers and en-
gage them. That helped customer 
management revenue grow 23% 
in calendar 2019 Q4 vs. the prior-
year quarter.

Alibaba’s gross merchandise 
volume of $853 billion in its lat-
est fiscal year makes the com-
pany the world’s largest retail 
platform, Hamzaogullari says.

Currently, shares in the fund 
can only be bought through 
defined contribution plans like 
401(k)s and conventional pen-
sion plans and by clients of reg-
istered investment advisors and 
registered representatives that 
already offer the fund.
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