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 MARKET REVIEW

Equity markets maintained their 
positive momentum as investors 
responded to broadly positive 
economic growth around the world 
and an apparent absence of inflation 
pressures.

Positive economic and political 
developments supported returns in 
the eurozone.

Style trends in the market 
favored stocks whose businesses 
demonstrated strong growth 
characteristics.

 PORTFOLIO HIGHLIGHTS

We further increased our 
overweights in Information 
Technology and Industrials. 

The increased accessibility of 
China A-shares to foreign investors 
expands our opportunity set. This 
quarter we purchased four new 
A-share holdings. 

We remain underweight to 
Financials due to the scarcity of 
high-quality growth companies in 
this sector.

COMPOSITE PERFORMANCE (%) FOR PERIODS ENDING JUNE 30, 20171

3 MONTHS YTD 1 YEAR SINCE INCEPTION2

HL INTL EQUITY RESEARCH (GROSS OF FEES) 6.56 16.39 20.51 17.27

HL INTL EQUITY RESEARCH (NET OF FEES) 6.36 15.96 19.63 16.41

MSCI ALL COUNTRY WORLD EX-US INDEX3,4 5.99 14.45 21.00 13.06

MSCI EAFE INDEX4,5 6.37 14.23 20.83 10.38

1The Composite performance returns shown are preliminary; 2Inception Date: December 31, 2015; 3The Benchmark Index; 4Gross of withholding taxes; 5Supplemental Index.

Please read the above performance in conjunction with the footnotes on the last page of this report. Past performance does not guarantee future results. All 
performance and data shown are in US dollar terms, unless otherwise noted.

SECTOR EXPOSURE (%)

HL IER ACWI EX-US (UNDER) / OVER THE BENCHMARK

INFO TECHNOLOGY 15.5 10.8

INDUSTRIALS 15.8 12.0

HEALTH CARE 11.5 8.1

CONS STAPLES 12.6 9.9

CONS DISCRETIONARY 13.5 11.3

CASH 1.5 -

REAL ESTATE 2.2 3.2

UTILITIES 0.7 3.1

MATERIALS 4.5 7.6

TELECOM SERVICES 1.1 4.4

ENERGY 2.9 6.3

FINANCIALS 18.2 23.3

-6.0 -3.0 0.0 3.0 6.0

GEOGRAPHIC EXPOSURE (%)

HL IER ACWI EX-US (UNDER) / OVER THE BENCHMARK

JAPAN 21.5 16.3

EMERGING MARKETS 26.2 23.8

CASH 1.5 -

FRONTIER MARKETS6 1.4 -

EUROPE EX-EMU 23.1 21.9

MIDDLE EAST 1.0 0.5

PACIFIC EX-JAPAN 5.6 8.4

CANADA 1.9 6.6

EUROPE EMU 17.8 22.5

Sector and geographic allocations are supplemental information only and complement the fully compliant 
International Equity Research Composite GIPS Presentation.

Source: Harding Loevner International Equity Research Model; MSCI Inc. and S&P. MSCI Inc. and S&P do 
not make any express or implied warranties or representations and shall have no liability whatsoever with 
respect to any GICS data contained herein.

6Includes countries with less-developed markets outside the Index.

(6.0)    (3.0)        0.0           3.0                   6.0

 (6.0)     (3.0)         0.0            3.0                   6.0-6.0 -3.0 0.0 3.0 6.0
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 MARKET REVIEW

Equity markets maintained their positive momentum in the sec-
ond quarter as investors responded to broadly positive econom-
ic growth around the world and apparent absence of inflation 
pressures. Reported growth has shown most economies in the 
most synchronized advances since before the Global Financial 
Crisis a decade ago. The US Federal Reserve raising short-term 
interest rates for the third time since December was viewed as 
a confirmation of expectations for continued economic growth 
and a tightening labor market in the US. Commodity markets 
remained weak, and oil prices in particular continued to soften 
amid resilient US unconventional production and greater out-
put from Nigeria and Libya. 

Stocks inside the European Monetary Union (EMU) were par-
ticularly strong. GDP growth in the eurozone exceeded that 
in the US in the first quarter, showing that the post-financial 
crisis recovery in Europe is at long last gaining strength, allow-
ing the European Central Bank to shift its attention away from 
deflation and toward guiding a normalizing economy. Banks 
throughout the region continued to heal, with a number of 
large multinational lenders raising substantial capital this year, 
alongside indications of accelerating loan growth. 

Those positive economic signs combined with resounding po-
litical victories for centrist candidate Emmanuel Macron and 

SECTOR PERFORMANCE (USD %)
OF THE MSCI ACW EX-US INDEX

SECTOR 2Q 2017 TRAILING 12 MONTHS

CONSUMER DISCRETIONARY 5.8 24.4

CONSUMER STAPLES 7.3 6.9

ENERGY -2.7 6.8

FINANCIALS 5.9 34.3

HEALTH CARE 7.3 4.8

INDUSTRIALS 7.0 24.3

INFORMATION TECHNOLOGY 13.0 42.4

MATERIALS 1.8 27.6

REAL ESTATE 5.9 9.6

TELECOM SERVICES 4.2 3.8

UTILITIES 5.5 6.9

MARKET PERFORMANCE (USD %)

MARKET                                   2Q 2017 TRAILING 12 MONTHS

CANADA 0.8 12.5

EMERGING MARKETS 6.4 24.2

EUROPE EMU 8.5 29.1

EUROPE EX-EMU 6.9 15.4

JAPAN 5.2 19.6

MIDDLE EAST 6.7 -1.8

PACIFIC EX-JAPAN 1.6 19.6

MSCI ACW EX-US INDEX 6.0 21.0

Source: FactSet (as of June 30, 2017); MSCI Inc. and S&P.

his year-old En Marche! party in the French presidential and 
parliamentary elections. His success is credited (perhaps pre-
maturely) with halting the momentum of populist movements 
across the region that threatened to destabilize pan-European 
institutions, including the single currency, and a retreat from 
global trade. The euro gained 7% against the US dollar, flatter-
ing stock market returns in the eurozone.

Europe ex-EMU and emerging markets (EMs) were strong 
as well, benefiting from the confidence in broadening global 
growth. EMs were supported by stocks in Information Technol-
ogy (IT). The sector has expanded thanks to new listings and 
sustained outperformance; it now comprises more than a quar-
ter of the MSCI EM Index. 

Source: FactSet. Data as ofJune 30, 2017. MSCI Inc. and S&P.

Harding Loevner’s Quality, Growth, and Value rankings are proprietary 
measures determined using objective data. Quality rankings are based 
on the stability, trend, and level of profitability, as well as balance sheet 
strength. Growth rankings are based on historical growth of earnings, 
sales, and assets, as well as expected changes in earnings and 
profitability. Value rankings are based on several valuation measures, 
including price ratios.

MSCI ACW EX-US INDEX PERFORMANCE BY QUALITY 2Q17
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company Hexagon. Stocks in the Pacific ex-Japan region were 
also helpful, led by AIA and Oversea-Chinese Banking Corp. 
Strong stock picking in China among technology-based com-
panies such as Tencent, Weibo, Hangzhou Hikvision Digital 
Technology, and JD.com supported modest outperformance 
in EMs. 

Our weakest stock selection by region was Canada. Two of our 
three Canadian holdings, Energy companies Cenovus Energy 
and Encana, declined substantially on weaker oil prices. Partly 
offsetting this was our favorable decision to be significantly un-
derweight Canada’s market, which rose only 0.8% in the quarter.  

 PERSPECTIVE AND OUTLOOK

Price and Productivity

The investment environment has become increasingly challeng-
ing for investors concerned with the quality, growth, and price 

Resource-rich Canada, along with Australia and Russia, lagged 
the MSCI All Country World (ACW) ex-US Index. US stock mar-
ket returns once again trailed non-US returns, as in the first 
quarter.

IT was the best-performing sector by far, returning more than 
double the overall Index return, as investors pursued businesses 
with the strongest growth characteristics. The fastest-growing 
quintile of the market had the strongest returns, mirrored in 
the returns of the highest-quality fifth of the market. The less-
rarefied four-fifths of the market, sorted either for growth or 
for quality, saw stock price returns clustered together without 
much additional differentiation. Investors did not seem to care 
about the price of that rapid growth or high quality, because 
the most expensive fifth of the market enjoyed the highest re-
turns, while all the rest averaged similar below-Index returns.

 PERFORMANCE AND ATTRIBUTION

The International Equity Research composite outperformed its 
benchmark, the MSCI ACW ex-US Index, rising 6.6% versus the 
6.0% gain of the Index. The charts to the right illustrate the 
sources of relative return for the quarter by sector and region, 
respectively. For the year to date, the composite is up 16.4%, 
also ahead of the 14.5% six-month return of the Index.

The portfolio’s sector allocations were positive contributors 
overall to relative performance, especially our overweight in 
strong-performing IT and underweight in declining Energy. 
However, our stock selection was negative this quarter, particu-
larly in IT, Energy, and Industrials. In IT, Chinese stocks Weibo 
and Tencent significantly outperformed, but our positions in 
developed-market companies Check Point Software Technol-
ogies, Dassault Systèmes, Nomura Research Institute, and 
SAP lagged the sector Index. 

Our strongest stock selection was within Financials, thanks to 
holdings with significant exposure to Asia, notably Oversea-
Chinese Banking Corp, Suruga Bank, HSBC, and insurer AIA 
Group. Our holdings in Materials—helped by industrial-gas 
companies Linde and Air Liquide, as well as Indian adhesives 
maker Pidilite Industries—were also positive contributors, 
while the metals and mining stocks that dominate the sector 
posted weak performance.

Viewed by geography, the portfolio delivered positive stock 
selection overall. We had strong outperformance in Europe 
ex-EMU, helped in the UK by biotech firm Abcam and finan-
cial companies St. James’s Place and HSBC, in Switzerland 
by biopharma company Lonza Group, and in Sweden by IT 
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SECTOR PERFORMANCE ATTRIBUTION
SECOND QUARTER 2017
INTERNATIONAL EQUITY RESEARCH COMPOSITE VS. MSCI ACW EX-US INDEX
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1Includes countries with less-developed markets outside the Index. Source: 
FactSet; Harding Loevner International Equity Research Composite; MSCI 
Inc. and S&P. The total effect shown here may differ from the variance of 
the Composite performance and benchmark performance shown on page 
1 of this report due to the way in which FactSet calculates performance 
attribution. This information is supplemental to the Composite GIPS 
presentation.
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GEOGRAPHIC PERFORMANCE ATTRIBUTION
SECOND QUARTER 2017

INTERNATIONAL EQUITY RESEARCH COMPOSITE VS. MSCI ACW EX-US INDEX
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Companies held in the portfolio during the quarter appear in bold type; only 
the first reference to a particular holding appears in bold. The portfolio is 
actively managed therefore holdings shown may not be current. Portfolio 
holdings should not be considered recommendations to buy or sell any 
security. It should not be assumed that investment in the security identified 
has been or will be profitable. To request a complete list of holdings since 
inception, please contact Harding Loevner. A list of the 25 largest holdings 
at June 30, 2017 is available on page 6 of this report.
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Our portfolio response has been to redouble our attention to 
the other two legs of our philosophical stool: growth and price. 
If quality is fashionable, based on either a blind embrace of its 
prior success or a backward-looking fear of another financial 
crisis, then the fruitful way forward must be one that remains 
discerning yet is courageously forward-looking. In the past 
twelve months, this route has involved an emphasis on price, 
encompassing the strong value rally capped by the “Trump 
bump,” but it has also, in recent months, coalesced around 
companies achieving faster growth. 

Faster economic growth has long been associated with rising 
labor productivity. Traditionally, labor productivity and wage 
growth were joined at the hip: as productivity grew, both com-
panies and workers shared the benefits. However, the relation-
ship between wage growth and productivity has steadily sepa-
rated since the late 1970s, pressuring labor’s share of profits. 

The fall of trade barriers over decades has dramatically in-
creased consumer choices and lowered prices for those goods, 
while the outsourcing of manufacturing jobs from the devel-
oped world to the developing world enabled staggering gains 

tripod that forms the foundation of Harding Loevner’s invest-
ment philosophy. Quality as a standalone factor has become 
expensive in stock-price terms, in spite of the surge in value 
stocks last year. We have noted the investment industry’s ef-
forts to reverse-engineer the successful performance that high-
quality portfolios have enjoyed over the past decade by con-
structing “smart beta” portfolios that use quantitative tools to 
identify companies with similar high-quality attributes. These 
approaches implicitly promise future outperformance similar 
to that observed in the past. Smart beta approaches overlap 
with other managers employing optimization software to cre-
ate “low volatility” portfolios that appeal to investors fearful of 
the inherent ups and downs of stock market investing, overlap-
ping simply because the stocks of high-quality companies have 
traded with much more restrained gyrations than the average 
stock in past market tempests. The broader emphasis on qual-
ity, enshrined in the documenting by academics of a quality fac-
tor effect, and commercialized through the creation of “quality 
indexes” as benchmarks for passive money, has meant increas-
ingly persistent and decreasingly price-sensitive demand for 
the stocks of high-quality companies. 

NOT YOUR FATHER’S SEMICONDUCTOR INDUSTRY
Lakshman Venkitaraman, CFA

My view of the semiconductor industry is changing to become more positively inclined. Historically, the industry has suffered from 
a poor competitive structure. Periodic boom and bust cycles were the norm, driven by the cyclical overcapacity that resulted from 
the large increments of capital expansion with each major technological advance. This unattractive industry structure was exacer-
bated by the product cycles of semiconductor companies’ main customers, personal computer and mobile-phone manufacturers, 
who were in turn subject to the general business cycles affecting the end users: companies and individuals. In response, manufac-
turers strove ruthlessly to standardize production, moving to semiconductor components that were undifferentiated in order to 
lower costs. That standardization reduced costs of switching between suppliers, and PC manufacturers had a strong incentive to 
play off one chipmaker against another since the microprocessor represented a high fraction of the end-product’s cost. Additionally, 
a move to outsourced manufacturing at foundries such as Taiwan Semiconductor (TSMC) lowered barriers to entry for new chip-
design firms, further increasing competition. Industry growth, at times rapid, was dependent on a few key consumer products, but 
that demand could be volatile and unpredictable, since, as mobile phones gained prominence, demand was increasingly based on 
fashion and design. Investing in semiconductors was not for the faint of heart. 

Today, the complexity of manufacturing contemporary semiconductor chips, whose components can be 500 times smaller than a 
blood cell, has risen dramatically, and the capital investment required to compete at the highest technological level has increased 
significantly throughout the semiconductor value chain. TSMC, for example, announced last year that its latest foundry will carry a 
price tag of US$15.7 billion. However, low and volatile returns have made new capital much less available for both semiconductor 
start-ups and existing players. An inevitable consolidation among chipmakers has seen the weak being subsumed by the strong, and 
the strong merging to become stronger. Products are becoming more customized for a broadening variety of end uses, and thus cus-
tomers are becoming a more fragmented bunch, weakening their bargaining power against the reduced set of powerful survivors. 
The industry is now led by a new breed of managers who pay close attention to returns instead of chasing growth or market share. 

Innovation in semiconductors will be essential to future advances in artificial-intelligence applications. Parallel-processing chips 
are used to train computer programs to improve via self-learning in a much shorter time frame. Such programs are already as 
good as human beings at tasks like classifying images and identifying words. Semiconductors are also integral to making cars 
intelligent and fully electric; cars can see by using radars, understand by processing, and take action by harnessing actuators, all 
semiconductor-dependent components. Semiconductors will likely permeate a plethora of devices around us in the future. Trac-
tors, planes, machines, watches, and more should soon incorporate a voice user interface using semiconductor chips. The industry 
should sustain attractive growth for many years as a result of these abovementioned factors. We seek to capitalize on this more 
benign competitive environment by investing in companies that have wide moats of manufacturing and process know-how. These 
companies supply core products that should see strong demand given the trends that we see emerging. 
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in employment, and therefore per capita income, in developing 
countries. That weakened the bargaining position of less-skilled 
workers in the US and other developed economies. That labor 
arbitrage is essentially complete. Now, instead of low-skilled 
workers being replaced by cheaper labor abroad, their manu-
facturing jobs risk substitution by the application of industrial 
automation, robotics, and computing power. That substitution 
results in a similar dampening of wage growth. Furthermore, 
the service sector is no longer immune from the threat of tech-
nology. For example, in financial services the use of algorithmic 
trading and robo-advisors has begun eliminating high-paying 
jobs, while mobile phone apps have replaced human brokers.

Contrary to populist rhetoric, this is not solely an American or 
even a developed-world phenomenon. In their global company 
research travels, our analysts have seen the same application 
of industrial automation and robotics in Guangdong Province, 
China or Hwaseong, Korea as they have in Peoria or Columbus. 
Wenting Shen, one of our China analysts, recently returned 
from a month in the country and noted as much: “Standing 
in the middle of China’s largest furniture factory last month, 
one can only hear the rhythms of machines, but hardly see any 
workers around…As frequently reported, China’s blue-collar 
wages have been soaring, [while] automation equipment has 
become cheaper because of localized production of global 
brands, as well as the improvement of substitute local brands.”

Companies that can facilitate faster, more efficient manufac-
turing (i.e., enable productivity gains) have enjoyed sustained 
and profitable growth, and many of them find a place in our 
portfolio. Increasingly, their devices—such as  Keyence’s op-
tical sensors—are integrated more fully with software and 
embedded with more semiconductor chips to gather informa-
tion and precisely measure output, flows, temperatures, and 
tolerances. The prospect of machine learning has driven the 
capture of even more data, which will allow computers to use 
algorithms increasingly to make decisions independently. Lak-
shman Venkitaraman, CFA, one of our technology analysts, has 
lately updated his views of the semiconductor industry, and his 
comments are on the previous page.

We note that IT is the only sector within the EM Index to match 
the strong performance of its US counterpart over the past five 
years. The majority of EM technology companies are either 
domiciled in China or tied to the country’s new consumption-
led, mobile internet-enabled economy. The high growth rates 
posted by the mega-cap EM IT heavyweights (Tencent, for ex-
ample, has grown its revenues at more than 40% annualized 
in the last five years) are rooted in the rising wealth of the 
growing Chinese middle class, the acceleration of smartphone 
usage, and the migration of large segments of economic activ-
ity from offline to online, especially in entertainment, social 
communication, and consumer and financial transactions. Our 
research analysts have been diligent in their efforts to identify 
the emerging winners in these spaces and, indeed, we own a 
number of them in the portfolio.

Opportunities in the China A-Share Market

Until recently, foreign investors seeking to invest in the diver-
sity of Chinese companies contributing to China’s economic 
transformation had limited access to the large number of lo-
cally listed stocks known as A-shares. As if viewing a vast room 
through a keyhole, equity managers have had to restrict their 
investment choices essentially to Chinese companies with list-
ings in Hong Kong (H-shares) and a handful traded as ADRs. 
The establishment of the mutual market access trading facil-
ity known as Shanghai-Hong Kong Connect in November 2014 
and the follow-on Shenzhen-Hong Kong Connect in Decem-
ber 2016 has made approximately 1,200 Chinese companies 
investable only through A-shares readily available to foreign 
institutional investors. 

By sheer numbers, the two “Connects” provide a significant ex-
pansion of the China investing opportunity set. Moreover, A-
shares populate numerous industries and sub-industries within 
each sector that are not well represented by companies with 
listings outside China. We have been preparing for the A-share 
opportunity for several years, including expanding our research 
resources dedicated to China. We now have two China special-
ists, Jingyi Li and Wenting Shen, and our global sector analysts 
are taking additional Chinese companies under coverage. Last 
year, we initiated the administrative and operational processes 
necessary to invest via both Shanghai Connect and Shenzhen 
Connect for suitable accounts. 

This quarter we made four investments in A-share companies 
for the strategy, including air-conditioner manufacturer Gree 
Electronic Appliances, video-surveillance-equipment maker 
Hangzhou Hikvision, home-appliance manufacturer Midea 
Group, and industrial-automation-controls manufacturer Shen-
zhen Inovance Technology.

 PORTFOLIO HIGHLIGHTS

The portfolio’s holdings are directly determined by analysts’ 
recommendations among Harding Loevner’s collection of re-
searched companies. During the quarter, changes in these 
recommendations (both upgrades and downgrades) resulted 
in some changes in sector weightings compared to the first 
quarter—including an increase in Industrials and a reduction 
in Health Care—while regional weights remained fairly steady. 
The portfolio’s largest overweights by sector continue to be In-
dustrials, IT, and Health Care.

We raised our number of Industrials holdings from 22 to 25. 
The three new purchases were China’s Shenzhen Innovance 
Technology, Swedish machinery maker Atlas Copco, and Bra-
zil’s WEG. WEG was founded in 1961 as a manufacturer of 
electric motors used in a broad array of industrial applications. 
The company enjoys about 80% market share in Brazil in the 
motor business, which still accounts for the majority of rev-
enues. However, WEG also serves the power sector, produc-
ing transformers, control panels and automation systems for 
hydro-, thermo-, and wind-power stations. The company has 
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PORTFOLIO CHARACTERISTICS

QUALITY & GROWTH HL IER ACWI EX-US RISK & VALUATION HL IER ACWI EX-US

PROFIT MARGIN1 (%) 11.4 9.1 PRICE/EARNINGS3 22.0 16.9

RETURN ON ASSETS1 (%) 7.2 4.5 PRICE/CASH FLOW3 15.7 9.7

RETURN ON EQUITY1 (%) 14.8 12.1 PRICE/BOOK3 2.7 1.7

DEBT/EQUITY RATIO1 (%) 39.0 64.0 DIVIDEND YIELD4 (%) 1.9 2.9

STD DEV OF 5 YEAR ROE1 (%) 3.1 3.6 SIZE HL IER ACWI EX-US

SALES GROWTH1,2 (%) 3.0 -0.9 WTD MEDIAN MKT CAP (US $B) 16.1 33.5

EARNINGS GROWTH1,2 (%) 9.7 5.1 WTD AVG MKT CAP (US $B) 34.1 62.0

CASH FLOW GROWTH1,2 (%) 11.1 6.8

DIVIDEND GROWTH1,2 (%) 5.8 2.7

1Weighted median; 2Trailing five years, annualized; 3Weighted harmonic mean; 4Weighted mean. Source: FactSet (Run Date: July 6, 2017); Harding Loevner International Equity Research Model, based on the underlying 
holdings; MSCI Inc.
Characteristics are supplemental information only and complement the fully compliant International Equity Research Composite GIPS Presentation.

achieved success in Brazil operating a vertically integrated pro-
duction model and differentiating itself through the quality and 
customized natured of its products, as well as the strength of its 
after-sales service. WEG is pursuing the same strategy world-
wide, which, according to the analyst, should allow it to benefit 
from increasing capital investment in developed markets.

Our weight in IT increased this quarter—despite the sale of Ad-
vantech, Keyence, Weibo, and Baidu—through our purchase 
of UK online real-estate service provider Rightmove as well as 
three Chinese stocks: Hangzhou Hikvision, NetEase, and AAC 
Technologies. AAC is a leading manufacturer of smartphone 
components with a focus on acoustics and haptics (systems for 
communicating through touch sensation). The company is one 
of Apple’s key suppliers and is also growing market share among 
Chinese phone makers. Over its 24-year history, AAC has mi-
grated from making simple components to more-sophisticated 
and higher-value modules. Our analyst believes the company 
is set to benefit from the push to incorporate stereo sound and 
waterproof functionality into the leading smartphone models. 

We reduced our overweight weight in Health Care by selling 
Fresenius, Hikma Pharmaceuticals, and Sun Pharmaceuti-
cal Industries. 

The Financials sector continued to be our largest underweight 
relative to the benchmark. Most developed-market Financials 
lack the quality and growth characteristics we seek, though we 
are able to identify some exceptions. We also find that being 
underweight stocks in this sector is beneficial for portfolio risk 
characteristics.

We reduced the portfolio’s exposure to Materials by selling two 
larger positions that our analysts downgraded—French indus-
trial-gas company Air Liquide and German lubricants maker 
Fuchs Petrolub—and despite adding three smaller EM com-
panies: cement makers CEMEX Latam of Colombia and Lucky 
Cement of Pakistan as well as Asian Paints of India. 

Viewed by region, we remain significantly underweight to 
Canada and Europe EMU, where our analysts have found few 
attractive companies. We significantly decreased our Europe 
EMU weight this quarter through sales of Fresenius, Fuchs 
Petrolub, and Air Liquide.

The portfolio is overweight Japan and EMs. We purchased three 
new Japanese holdings—property developer Daito Trust, cos-
metics maker Shiseido, and sportswear company Asics—while 
selling three others—convenience-store operator Lawson, 
industrial-automation manufacturer Keyence, and baby-goods 
maker Pigeon. Our EM weight increased slightly, primarily 
due to new Chinese holdings (including the aforementioned 
A-share stocks). China now represents 6% of the portfolio, just 
below the Index weight. 

While executing these portfolio changes in response to analyst 
recommendations, we adjusted individual position weights to 
maintain our desired risk profile of moderately lower expected 
volatility in comparison to the Index and restrained expected 
tracking error.

PM Team Update and Changes to Portfolio Guidelines 

Moon Surana has been promoted to Portfolio Manager of the 
International Equity Research strategy. Andrew West continues 
to lead the strategy’s portfolio management team of two.  

Each of Harding Loevner’s investment strategies complies with 
a set of internal guidelines designed to ensure portfolio diversi-
fication. Effective June 30, 2017, we adjusted the International 
Equity Research strategy’s guidelines to reflect shifts in the 
relative sizes and risk profiles of the markets within its invest-
ment universe. For further information, please contact Harding 
Loevner.
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INTERNATIONAL EQUITY RESEARCH 25 LARGEST HOLDINGS (AS OF JUNE 30, 2017)

Model Portfolio holdings are supplemental information only and complement the fully compliant International Equity Research Composite GIPS Presentation. 
The portfolio is actively managed therefore holdings shown may not be current. Portfolio holdings should not be considered recommendations to buy or sell 
any security. It should not be assumed that investment in the security identified has been or will be profitable. To request a complete list of portfolio holdings 
for the past year contact Harding Loevner. 

The portfolio holdings identified above do not represent all of the securities held in the portfolio. It should not be assumed that investment in the securities identi-
fied has been or will be profitable. The following information is available upon request: (1) information describing the methodology of the contribution data in the 
charts above; and (2) a list showing the weight and contribution of all holdings during the period. Past performance does not guarantee future results. In the charts 
above, “weight” is the average percentage weight of the holding during the period, and “contribution” is the contribution to overall performance over the period. 
Contributors and detractors exclude cash and securities in the Composite not held in the Model Portfolio. Quarterly data is not annualized. Portfolio attribution and 
characteristics are supplemental information only and complement the fully compliant International Equity Research Composite GIPS Presentation.

COMPANY/DESCRIPTION SECTOR COUNTRY END WT.(%)

MISUMI GROUP  Machinery parts distributor Industrials Japan 1.2

SHISEIDO  Cosmetics company Cons Staples Japan 1.1

BAYER  Crop chemicals and pharmaceuticals Health Care Germany 1.1

HEXAGON  Measurement technology and software Info Technology Sweden 1.1

KAO  Home, beauty, and personal care products Cons Staples Japan 1.1

SURUGA BANK  Retail bank Financials Japan 1.1

AMADEUS  Global distribution systems Info Technology Spain 1.1

RECKITT BENCKISER  Home and hygiene products Cons Staples United Kingdom 1.1

LONZA GROUP  Biopharmaceuticals/pharma manufacturing Health Care Switzerland 1.1

RINNAI  Household gas equipment maker Cons Discretionary Japan 1.1

JGC CORP  Industrial facilities engineer Industrials Japan 1.1

TEMENOS  Banking software Info Technology Switzerland 1.1

GRIFOLS  Biopharmaceutical and diagnostics Health Care Spain 1.1

BANCO SANTANDER  Commercial Bank Financials Spain 1.1

NOMURA RESEARCH INSTITUTE  IT consulting company Info Technology Japan 1.1

ATLAS COPCO  Industrial compressors and mining equipment Industrials Sweden 1.1

OVERSEA-CHINESE BANKING CORP  Commercial bank Financials Singapore 1.1

SAP  Enterprise software provider Info Technology Germany 1.0

BANKINTER  Diversified bank Financials Spain 1.0

NIDEC  Motor manufacturer Industrials Japan 1.0

ASSA ABLOY  Locks, doors, and access control equipment manufacturer Industrials Sweden 1.0

RICHEMONT  Luxury goods company Cons Discretionary Switzerland 1.0

ALIMENTATION COUCHE-TARD  Convenience stores operator Cons Staples Canada 1.0

ALLIANZ  Multiline insurance Financials Germany 1.0

LINDE  Industrial gases and engineering Materials Germany 1.0

2Q17 CONTRIBUTORS TO ABSOLUTE RETURN (%)

LARGEST CONTRIBUTORS SECTOR AVG. WT. CONTRIBUTION

MISUMI GROUP INDU 1.1 0.26

LONZA GROUP HLTH 1.0 0.23

HEXAGON INFT 1.1 0.19

AMADEUS INFT 1.0 0.18

RINNAI DSCR 1.0 0.16

2Q17 DETRACTORS FROM ABSOLUTE RETURN (%)

LARGEST DETRACTORS SECTOR AVG. WT. CONTRIBUTION

CENOVUS ENERGY ENER 0.5 -0.22

ENCANA ENER 0.5 -0.14

NGK INSULATORS INDU 0.9 -0.12

TPG TELECOM TCOM 0.6 -0.12

DENTSU DSCR 0.9 -0.10

LAST 12 MOS CONTRIBUTORS TO ABSOLUTE RETURN (%)

LARGEST CONTRIBUTORS SECTOR AVG. WT. CONTRIBUTION

ARM HOLDINGS INFT 0.2 0.58

HSBC FINA 1.0 0.50

KOMATSU INDU 1.0 0.49

ASM PACIFIC TECHNOLOGY INFT 0.7 0.46

TEMENOS INFT 0.7 0.44

LAST 12 MOS DETRACTORS FROM ABSOLUTE RETURN (%)

LARGEST DETRACTORS SECTOR AVG. WT. CONTRIBUTION

TPG TELECOM TCOM 0.6 -0.60

HIKMA PHARMACEUTICALS HLTH 0.7 -0.36

CENOVUS ENERGY ENER 0.5 -0.31

PARK24 INDU 0.7 -0.22

JOLLIBEE FOODS DSCR 0.6 -0.20
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1Benchmark Index; 2Supplemental Index; 3Variability of the Composite and the Index returns over the preceding 36-month period, annualized; 4Asset-
weighted standard deviation (gross of fees); 5The 2017 YTD performance returns and assets shown are preliminary; 6N.A.–Internal dispersion less than 
a 12-month period; 7N.M.–Information is not statistically significant due to an insufficient number of portfolios in the Composite for the entire year; +Less 
than 36 months of return data.

The International Equity Research Composite contains fully discretionary, fee paying international equity accounts investing in non-US equity and equity-
equivalent securities with the objective of long-term capital appreciation. For comparison purposes, the Composite is measured against the MSCI All 
Country World ex-US Index (gross of withholding taxes). Returns include the effect of foreign currency exchange rates. The exchange rate source of the 
benchmark is Reuters. The exchange rate source of the Composite is Bloomberg. Additional information about the benchmark, including the percentage 
of composite assets invested in countries or regions not included in the benchmark, is available upon request.

The MSCI All Country World ex-US Index is a free float-adjusted market capitalization index that is designed to measure equity market performance in 
the global developed and emerging markets, excluding the US. The Index consists of 46 developed and emerging market countries. The MSCI EAFE Index 
(Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance, 
excluding the US & Canada. The Index consists of 21 developed market countries. You cannot invest directly in these Indices.

Harding Loevner LP claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in 
compliance with the GIPS standards. Harding Loevner has been independently verified for the period November 1, 1989 through March 31, 2017.
 
Verification assesses 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 policy and procedures are designed to calculate and present performance in compliance with the GIPS standards. Verification does not 
ensure the accuracy of any composite presentation. The verification reports are available upon request.

Harding Loevner LP is an investment adviser registered with the Securities and Exchange Commission. Harding Loevner is an affiliate of Affiliated 
Managers Group, Inc. (NYSE: AMG), an investment holding company with stakes in a diverse group of boutique firms. The firm maintains a complete list 
and description of composites, which is available upon request.

Results are based on fully discretionary accounts under management, including those accounts no longer with the firm. Composite performance is 
presented gross of foreign withholding taxes on dividends, interest income and capital gains. Past performance does not guarantee future results. 
Policies for valuing portfolios, calculating performance, and preparing compliant presentations are available upon request.

The US dollar is the currency used to express performance. Returns are presented both gross and net of management fees and include the reinvestment 
of all income. Net returns are calculated using actual fees. Actual returns will be reduced by investment advisory fees and other expenses that may be 
incurred in the management of the account. The standard fee schedule generally applied to separate International Equity Research accounts is 1.00% 
annually of the market value up to $20 million; 0.50% of amounts from $20 million to $100 million; 0.45% of amounts from $100 million to $250 million; 
above $250 million on request. Actual investment advisory fees incurred by clients may vary. The annual composite dispersion presented is an asset-
weighted standard deviation calculated for the accounts in the composite the entire year.
 
The International Equity Research Composite was created on December 31, 2015.

INTERNATIONAL EQUITY RESEARCH COMPOSITE PERFORMANCE (AS OF JUNE 30, 2017)
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($M)
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(%)

2017 YTD5 16.39 15.96 14.45 14.23 + + + N.A.6 1 10 0.02

2016 9.09 8.28 5.01 1.51 + + + N.M.7 1 8 0.02


