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 MARkET REviEw

Markets capped a strong year with 
a positive final quarter. Economic 
growth across all major regions 
remained positive and synchronized, 
while inflation was subdued.

For the full year, stocks turned in 
their strongest gain since the market 
recovery of 2009. EM companies 
showed the fastest earnings growth 
of any region, currency effects aside.

Stocks of the fastest-growing 
businesses outperformed the 
slowest-growing in the year by an 
exceptionally wide margin.

 PORTFOLiO HigHLigHTs

Portfolio holdings are dictated by 
analysts’ recommendations of high-
quality, growing  companies whose 
shares are attractively priced.

In 2017, we moved from an 
underweight to overweight in 
Industrials and widened the 
underweight in Financials.

We have expanded our research 
universe to include Chinese 
companies listed domestically (i.e., 
“A-shares”), which increased the 
number of Chinese holdings this 
year.

COMPOsiTE PERFORMAnCE (%) FOR PERiOds EndEd dECEMbER 31, 20171

3 MOnTHs 1 YEAR sinCE inCEPTiOn2

HL inTL EQUiTY REsEARCH (gROss OF FEEs) 6.47 30.59 19.33

HL inTL EQUiTY REsEARCH (nET OF FEEs) 6.27 29.64 18.45

MsCi ALL COUnTRY wORLd Ex-Us indEx3,4 5.06 27.77 15.81

MsCi EAFE indEx4,5 4.27 25.62 12.90

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.
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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.
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Discretionary companies in particular benefited from rising ex-
pectations for sustained global demand. Health Care lagged, as 
governments and insurers continued to exert their bargaining 
power to resist price increases from pharmaceutical companies.

For the full year, stocks turned in their strongest gain since 
the market recovery of 2009. Analysts called for double-digit 
growth in corporate earnings in all major regions and, unusual-
ly, revised their early forecasts upwards as the year progressed. 
EM companies showed the fastest earnings growth of any 
region, currency effects aside. The IT sector returned nearly 
double the index return, as IT companies reported accelerating 
earnings growth that often exceeded expectations. The stron-
gest growth came especially from the largest businesses: the 
internet giants—primarily based in China (or the US)—enjoyed 
large network effects, while semiconductor manufacturers ex-
ploited the benefits of scale and subdued rivalry to improve 
profitability.

China and South Korea—specifically their contingents of po-
tent IT companies—led EMs to the best performance by region 
in 2017. A declining US dollar augmented local market returns 
in most major regions. The euro’s 14% appreciation against the 
US dollar boosted the eurozone’s subpar local returns. 

The MSCI ACW ex-US Growth Index outperformed its Value 
counterpart for the year in all regions. Stocks of the fastest-
growing businesses outperformed the slowest-growing by an 
exceptionally wide margin of almost 30 percentage points 
in the year. Many of those rapid growers were also the most 
expensive stocks, on simple valuation ratios, but that did not 
deter investors from pushing them higher. Quality effects on 
relative performance were modest.

 MARkET REviEw

Markets capped a strong year with a positive final quarter, 
extending the MSCI All Country World (ACW) ex-US Index’s 
streak of positive monthly returns to a record 13 months. Eco-
nomic growth across all major regions remained positive and 
synchronized, while inflation was subdued. In Europe, the 
European Central Bank (ECB) remained accommodative on 
monetary policy, although it signaled a slowing pace of bond 
buying. China’s economy gathered momentum, shrugging off 
concerns over government corruption crackdowns and shaky 
property loans, with positive pull-through effects on its trading 
partners. Japanese economic growth edged higher, while infla-
tion remained positive—a critical policy goal. 

Japan was the top-performing “region” in the fourth quarter, 
followed by Emerging Markets (EMs), particularly South Af-
rica, South Korea, and India. The eurozone lagged, beset by 
election results that renewed uncertainty over the region’s co-
hesion: two referenda on Catalonia’s independence from Spain 
bookended an inconclusive German election that left Chancel-
lor Angela Merkel unable as yet to form a coalition government. 

All sectors except Utilities posted positive returns in the quarter. 
Materials, Energy, Information Technology (IT), and Consumer 

sECTOR PERFORMAnCE (Usd %)
OF THE MsCi ACw Ex-Us indEx

sECTOR 4Q 2017 TRAiLing 12 MOnTHs

COnsUMER disCRETiOnARY 6.2 28.6

COnsUMER sTAPLEs 5.5 24.5

EnERgY 7.5 17.2

FinAnCiALs 4.6 26.7

HEALTH CARE 1.3 19.0

indUsTRiALs 4.8 29.8

inFORMATiOn TECHnOLOgY 6.2 51.5

MATERiALs 8.5 32.6

REAL EsTATE 5.6 27.0

TELECOM sERviCEs 1.6 15.1

UTiLiTiEs -0.3 19.2

MARkET PERFORMAnCE (Usd %)

MARkET                                   4Q 2017 TRAiLing 12 MOnTHs

CAnAdA 4.5 16.9

EMERging MARkETs 7.5 37.7

EUROPE EMU 1.1 29.0

EUROPE Ex-EMU 3.5 23.6

JAPAn 8.5 24.4

MiddLE EAsT 4.2 2.6

PACiFiC Ex-JAPAn 7.0 26.0

MsCi ACw Ex-Us indEx 5.1 27.8

Source: FactSet (as of December 31, 2017); MSCI Inc. and S&P.

Please see the footnote on the following page, which pertains to the charts 
displaying performance by Growth, Value, and Quality.
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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 December 31, 2017 is available on page 9 of this report.
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of EMs, and off-benchmark exposure to Frontier Markets. In 
Japan, our holdings outperformed the nearly 9% return of the 
country index by about four percentage points due to strong 
returns from Fast Retailing, Komatsu, Nomura Research In-
stitute, and Stanley Electric. Our Pacific ex-Japan stocks also 
delivered strong performance, led by Australia’s TPG Telecom 
and Singaporean bank DBS Group. Our EM investments lagged 
the benchmark overall, despite strong performance from our 
China holdings. Major detractors included the Mexican bank 
GF Banorte, the UAE’s Emaar Properties, and South Korea’s 
Coway, a manufacturer of health appliances, such as water and 
air purifiers.

In the full year, stock selection was again the main reason for 
outperformance. By sector, our stock picking was strongest 
in Financials and Industrials, where our stocks in aggregate 
outperformed benchmark peers by roughly eight percentage 
points. Within Financials, we enjoyed major contributions from 
Hong Kong insurer AIA Group, Singaporean banks Oversea-

 PERFORMAnCE And ATTRibUTiOn

The International Equity Research composite rose 6.5% in 
the fourth quarter of 2017, ahead of the 5.1% return of the 
MSCI ACW ex-US Index. The composite rose 30.6% in the full 
year, again outperforming the index, which gained 27.8%. The 
charts in the top-right of this page attribute the year’s perfor-
mance by sector and region. 

Stock selection, dictated as always by our analysts’ recommen-
dations, was the main source of outperformance in the quar-
ter. Our Industrials holdings were the top contributors, led 
by Japanese tractor manufacturer Komatsu, which benefited 
from a recovery in mining-equipment demand. Shares of Japa-
nese electric-motor maker Nidec also outperformed, reflecting 
growing demand for its small motors used in automobiles and 
factory-automation equipment and the growth opportunity for 
its recently developed traction motors for electric cars. We also 
had good performance in Health Care led by China’s Sino Bio-
pharmaceutical, which produces drugs for hepatitis as well as 
vascular ailments and cancer. 

Viewed by region, returns were helped by good stock selection 
as well as our underweighting of Europe EMU, overweighting 
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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 attribu-
tion. This information is supplemental to the Composite GIPS presentation.

Total Effect: 3.1
selection Effect: 2.7
Allocation Effect: 0.4
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The preceding charts divide the market into quintiles according to Hard-
ing Loevner’s Quality, Growth, and Value rankings, which 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 profit-
ability. Value rankings are based on several valuation measures, includ-
ing price ratios.
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Chinese Banking Corp and DBS Group, German insurer Al-
lianz, and two Argentine banks, Grupo Financiero Galicia 
and Banco Macro. Within Industrials, four Japanese compa-
nies delivered outstanding performance: factory automation e-
wholesaler Misumi Group, Nidec, Komatsu, and MonotaRO, 
an e-commerce company that sells tools, safety, and cleaning 
supplies to businesses. Shares of AirTAC, a Taiwanese man-
ufacturer of pneumatic factory automation equipment, also 
posted large gains. In Energy, our stocks underperformed the 
already weakly-performing sector. Investors received badly the 
news that Canada’s Cenovus Energy was acquiring oil sands, 
fearing the company would need to raise new equity capital as 
a result. Our holdings in the Real Estate sector—only recently 
carved out of the Financials sector by MSCI—also performed 
poorly, especially Japanese property developer Mitsubishi Es-
tate and the UAE’s Emaar Properties.

By region, we had positive stock selection for the year in every 
market except EMs and Canada. Our strongest stock picking 
came from Europe ex-EMU led by Danish enzyme producer No-
vozymes, and three IT companies: Swedish location systems 
provider Hexagon, Swiss banking-software provider Temenos 
Group, and UK health, environmental, and safety services com-
pany Halma. Our overweight in the top-performing EM region 
was also helpful, particularly our large holding in China. We 
outpaced this strong market thanks to impressive returns in 
various sectors including IT (Weibo and Tencent), Health Care 
(Sino Biopharmaceutical), and Consumer Discretionary (New 
Oriental). However, our EM stocks didn’t quite keep up with 
the overall EM Index due to lagging stock returns from China 
Mobile, India’s Bharti Infratel, and Russia’s Lukoil, among 
others. Our EM performance was also hurt by our overweight 
in the UAE and Pakistan. 

 PERsPECTivE And OUTLOOk

The pronouncement that the “Internet changes everything” is 
unlikely to come as a surprise to anyone today. In fact, we 
wrote those words in a previous quarterly report…in 1999. 
Yet, as we look back at 2017 and forward into 2018, we are 
struck by how the world is still changing rapidly due to the 
internet and how, in particular, these changes continue to af-
fect the competitive structure of industries and the fortunes 
of their constituents. One of our fourth-quarter 1999 reports 
described a well-known 230-year-old publishing brand as a 
business that was already being pillaged by highwaymen on 
the information superhighway. The example led us to a pre-
scient insight:

What will it mean when a long-established enter-
prise, such as the Encyclopedia Britannica, no lon-
ger charges money for its wealth of scholarly and 
general information?…It means that consumers will 
expect to get valuable products and services at far 
lower costs than traditional business models can 
profitably deliver them. And it means that many tra-
ditional businesses could face a stark future where 
their customers evaporate into cyberspace.

While the shift to online consumption of information we cau-
tioned about in 1999 devastated the business models of tradi-
tional media quite rapidly (the Encyclopedia Britannica’s 2010 
edition was the last printed version), other industries were not 
threatened until much later. (As the novelist William Gibson 
said, “The future is here—it’s just not evenly distributed.”) Vari-
ous catalysts and bottlenecks created an uneven pace of en-
croachment. Internet retail required customer trust, for every-
thing from entering credit card information online to believing 
you could return regretted purchases. Netflix and Uber didn’t 
take off until broadband internet and mobile data became 
widely available. Online financial services required changes to 
regulation. Overcoming consumer habit, incumbent power, and 
high delivery costs slowed e-commerce’s spread into groceries. 
The uneven impact of the internet has created both threats and 
opportunities for investors. 

Futurist Roy Amara observed that people—including inves-
tors—“tend to overestimate the effect of a technology in the 
short run and underestimate the effect in the long run.” An 
overestimation of the positive effects for the first wave of in-
ternet-business successes resulted in the 1999 stock market 
bubble and subsequent bust. The market awarded unprec-
edented valuations to the perceived winners, but most of those 
winners disappeared after only a short star turn in the lime-
light. The high share prices of the Technology, Media, and Tele-
coms (TMT) businesses at the turn of the millennium were not 
sustained: it took NASDAQ 15 years to regain its March 2000 
highs. There are echoes of that evanescent phenomenon in to-
day’s market. Even if history only rhymes, the potential implica-
tions are significant.

Yet the long-term changes wrought by the internet have proved 
inexorable. As internet connectivity and underlying technolo-
gies spread, barriers to entry in industry after industry weaken. 
As products or services transform from physical things or rela-
tionships to a stream of bits and bytes, industries become sus-
ceptible to new entrants. Startups and established businesses 
can enter new businesses and succeed merely with better data, 
more processing power, or more-efficient algorithms. We see 
this in today’s media, telecom, retail, and financial industries, 
where the threat of new entrants like Google and Facebook—
and the competitive response from incumbents—is resulting in 
intensifying battles over growth and profit margins.

In media, internet platforms have altered the dynamics of in-
dustry power. Advertising profits used to be shared between 
the creators of content (TV networks, movie studios, and the 
erstwhile publishers of the Encyclopedia Britannica) and its 
distributors (TV stations, cinemas, and bookstores). Today, the 
free-to-consumer services offered by Google and Facebook have 
proven so popular that a majority of consumers now access in-
formation through their websites. Advertisers no longer need 
to pay multiple distributors but can instead concentrate their 
spending with the two leading internet platforms. As a result, 
Google and Facebook have captured 99% of the growth in digi-
tal advertising in the US. Media incumbents have responded 
(in the classic fashion of all imperiled incumbents) with merg-

https://www.hardingloevner.com/fileadmin/pdf/GE/1999/GE-4Q99-Report.pdf
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ers, in an effort to increase their own bargaining power against 
their new suppliers of readers and viewers. To the adage that 
“content is king,” consolidations like that of Disney and 21st 
Century Fox have added the dictum that, to match the market 
power of the two new giants, one must be the “king of content.”

Years ago, telecom industry companies responded to the 
threat of the rise of internet with their own mergers. Today, 
in response to the growing disintermediation of their services 
through the use of over-the-top services like WhatsApp and 
Netflix, industry players are lobbying politicians in both Eu-
rope and the US to “level the playing field” and allow them 
to worsen service or charge higher fees to users whose heavy 
usage taxes their infrastructure. Success, such as seen in the 
Trump administration’s recent repeal of net neutrality regula-
tions, could shift industry profits back to telecom providers 
from the internet giants. 

In retailing, the internet allowed Amazon, Alibaba, and others 
to reach critical mass faster and increased consumer bargain-
ing power through easy comparison pricing. But the effect has 
varied by country as legacy retailers in the developed world, 
thanks to their physical presence, have been able to fight back 
with omnichannel (combining online and offline) selling ef-
forts. For all of Amazon’s fearsome reputation, e-commerce 
in the US captures less than 10% of overall retail sales. In 
developing markets like China, e-commerce’s share is double 
that amount, possibly because the rise of China’s online retail 
occurred before its brick-and-mortar retailing reached sig-
nificant scale. As a result, Chinese online retailers not only 
faced less competition, but also encountered less entrenched 
consumer shopping habits and rivals with fewer financial re-
sources to buy into the changing game than their e-commerce 
peers in developed markets. Investors have declared the Chi-
nese retail battle over before it began, as the market value of 
Alibaba and Tencent, China’s two leading online companies, 
each far exceeds that of all listed Chinese traditional retailers 
combined. Several of these retailers have recently sold equity 
stakes to Alibaba or Tencent, in the spirit of “If you can’t beat 
‘em, join ‘em.”

In Financials, the internet’s effect so far has been less damag-
ing to the incumbents—but that may be changing. To mitigate 
risks, including regulatory risks, banks adopt new technology 
only cautiously and slowly, often at the insistence of regula-
tors. The limits on their ability to introduce new technologies 
quickly may well have created opportunities for new financial 
service business models and substitute banking products to 
take hold, although these themselves have been held up by the 
need for regulators to catch up with modern advances. Start-
ups like Square and PayPal’s Venmo offer easier and cheaper 
real-time payment services. Established internet businesses, 
including Apple, Google, Alibaba, and Tencent, are incorporat-
ing mobile payment applications that compete with traditional 
credit cards. Even banks’ core activity of collecting deposits and 
lending money is threatened. Online lending clubs bypass the 
bank as middleman altogether by linking savers directly with 
borrowers, taking a small fee for the service.

As an aside, index-providers MSCI and S&P Dow Jones jointly 
announced this quarter that, effective September 2018, they 
will change the industry classifications of many internet busi-
nesses, including heavyweights like Google-parent Alphabet, 
Facebook, Tencent, and Alibaba. Those businesses grouped un-
der the IT sector will be reclassified under the sectors in which 
they compete, including Communication Services (the new 
home for Facebook, Tencent, and Alphabet) and Consumer Dis-
cretionary (Alibaba, eBay, and MercadoLibre). The erstwhile 
software and services industry will literally disappear. We ex-
pect this change to have very little impact on our investing. 

We have written repeatedly over the past few years about the 
rising popularity—and expensiveness—of high-quality growth 
stocks in the world’s recent state of slow growth and plenti-
ful liquidity. On simple measures such as price-to-earnings and 
price-to-book ratios, the US stock market appears more expen-
sive today than at any time since the TMT bubble of the late 
1990s. Developed European and Asian markets are less expen-
sive, but, after strong gains in 2017, none appear particularly 
cheap any longer. 

Several factors explain these high valuations. Unlike in 1999, 
most large tech companies today are highly profitable and rap-
idly expanding. The tendency of today’s internet business mod-
els toward winner-take-most outcomes—as a result of network 
effects and scale economies—has given rise to large, profitable, 
high-growth businesses. Stock prices of companies both in and 
out of the tech sector have also been supported by low or even 
negative real interest rates. When the discount rate is as low as 
it has recently been, growing equity cash flows, especially those 
in the far-off future, are worth more in the present. Along with 
those of internet winners, share prices of “legacy” businesses 
that have been able to continue to grow have been pushed up 
as well, as investors gravitate to investments that they hope 
can return more than bonds. An alternative explanation behind 
today’s high IT sector valuations could be that investors are just 
overly optimistic about the speed and potential extent of future 
earnings growth. We have been reducing our investments in IT 
companies whose share prices we think overstate their poten-
tial future cash flow generation. While we don’t know whether 
any of today’s internet-related businesses will follow the boom-
bust path of Pets.com (which in 2000 went from initial public 
offering [IPO] to liquidation in 268 days), we think that many 
share prices are too high. 

What, then, could threaten the high valuations of today’s mar-
ket? For tech companies, regulation and enforcement head 
the list. Legal risks include changes in net neutrality as well as 
a “techlash,” in which governments move to limit the size or 

The tendency of today’s internet business models 
toward winner-take-most outcomes—as a result 

of network effects and scale economies—has 
given rise to large, profitable, high-growth 

businesses.
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scope of internet businesses on monopoly or privacy grounds. 
The most significant precedent is from the time of the TMT 
bubble: the US Department of Justice’s prosecution of Micro-
soft in 1998 using antitrust regulations from the 1890s, on the 
grounds that Microsoft engaged in anti-competitive practices. 
Another potential legal snare is Europe’s General Data Protec-
tion Regulation, which aims to strengthen data protection in 
the European Union and prescribes fines for non-compliance 
of up to 4% of annual revenues—a potential unexpected blow 
to any internet-related business. Future regulation also could 
gut the profitability of today’s winners by forcing them to pay 
consumers for use of their personal data or to open their plat-
forms to competitors for “fair” compensation, just as has been 
required of telecom infrastructure providers. 
 
A threat to expensive stocks generally—not just to IT and 
internet stocks—is the inevitable withdrawal of liquidity by 
central banks. So long as global inflation has remained low, 
central banks have been able to remain highly accommoda-
tive, but that condition may now be at an end. It has been 
said that “Economic expansions do not die of old age. They 
are murdered by central banks.” The Fed is already raising 
interest rates and reducing its balance sheet. Other central 
banks are now following suit: the ECB announced it will cut 
monthly asset purchases in half starting in January 2018, 
while the central banks of Canada and England have raised 
their reference interest rates. The pace of normalization of 
extraordinary monetary policy could accelerate if there is an 
“inflation surprise,” which stock markets might find difficult 
to absorb calmly. This risk seems to be rising: labor slack has 
ended, particularly in the US, as discouraged workers have re-
entered the labor force and part-time workers have found full-
time work. Globalization has acted as a disinflationary force 
in the developed world. If populist policies restrict free trade 
or favor domestic (i.e., less-competitive) producers, prices for 
traded goods and services will rise faster, unless countered by 
contractionary monetary policy. 
 

As quality-growth investors, we and our clients have benefited 
from generally rising prices of the companies in our portfolio, 
even as we’ve worried about them. In Harding Loevner inves-
tor reports, we have referenced the rising prices of high-qual-
ity companies routinely since 2014! In general, our analysts 
have been tolerant of those rising prices, willing to recommend 
shares even as they came to appear expensive on simple mea-
sures such as price-to-earnings ratios, on the basis that ultra-
low interest rates, a durable, albeit slow, global economic ex-
pansion, and unprecedented earnings growth opportunities for 
exceptional businesses rendered such traditional rules of thumb 

inadequate to the task of reflecting a company's fair value. Such 
price tolerance was a key factor in our success in 2017 even 
as analysts began downgrading some of the most expensively 
priced shares they cover. 

 PORTFOLiO HigHLigHTs

In 2017, neither the index nor our portfolio experienced a 
month with negative returns. However, international markets 
inevitably will again face periods of decline, which is why we re-
main committed to providing some degree of downside protec-
tion for our investors. We work toward this goal at two levels. 
At the individual holding level we invest only in well managed, 
financially strong companies whose shares appear attractively 
priced based on our analysts’ in-depth research. At the portfolio 
level, we carefully monitor and adjust position weights with 
the goal of achieving portfolio volatility below that of the index 
while constraining tracking error. 

The specific sectors and markets where we invest are the result 
of multiple decisions, the most important being our analysts’ 
recommendations. The portfolio’s structure will always be a re-
flection of where they find companies that meet our four key 
criteria—competitive advantage, sustainable growth, finan-
cial strength, and quality management—and whose stocks are 
priced to outperform. The portfolio weights are also influenced 
by the strategy’s guidelines, which mandate substantial levels 
of diversification, and by our position-weighting decisions de-
signed to control portfolio risk. 

At the end of the year, the strategy’s largest sector overweights 
are Industrials, Consumer Staples, and IT, while the largest un-
derweights are Financials, Materials, and Energy.

During the year our weight in Industrials rose from 11% to 
18%, as our analysts increased their number of buy-rated in 
this sector from 18 at the start of the year to 25 at year-end. 
Our additions to this sector were completed during the first 
three quarters, including Australia’s SEEK, China’s Jiangsu Ex-
pressway, Japan’s Fanuc and SMC, Panama’s Copa Holdings, 
as well as Sweden’s Atlas Copco and Assa Abloy. 

In the fourth quarter our weight in Consumer Staples increased 
from 10% to 13%, thanks to two new Japanese holdings—dia-
per company Unicharm and cosmetics maker Shiseido—as 
well as our purchase of UK consumer products company Unile-
ver and Chinese dairy business Inner Mongolia Yili Industrial. 
Yili, one of our largest new positions in the year, has about 30% 
market share in the highly consolidated “liquid milk” (milk and 
yogurt) category in China, and also has leading market shares 
in more-fragmented markets such as ice cream and infant milk 
formula. Milk consumption in China is likely to grow in tan-
dem with disposable income. A well-known brand with a wide 
distribution network across China, Yili invests heavily in R&D 
to improve the quality and safety of its products, which has 
been especially important to consumers since the Chinese milk 
industry safety scandals of 2008.

in the iT sector, our portfolio additions are 
companies whose competitive advantages we 
think will provide sustained protection against 
the steady stream of newcomers enticed by the 

sector’s high returns and its rapidly evolving 
nature.
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We reduced our weight in Financials, primarily in the first 
quarter when we sold a number of EM companies, including 
GRUH Finance of India, Qatar National Bank, and Anadolu 
Hayat. We also followed the analysts’ sell recommendations 
for European Financials Svenska Handelsbanken and Jardine 
Lloyd Thompson after share gains, and from Aberdeen Asset 
Management in the wake of the announcement of what we 
believe was an ill-conceived merger.

Our 2% weight in Real Estate remained steady this year, de-
spite our sale of Mitsubishi Estate in the fourth quarter. The 
analyst stopped covering Mitsubishi Estate after becoming con-
cerned about the company’s growth prospects. Though Mit-
subishi Estate owns some of the premier office space in Tokyo, 
rental income growth has been stymied by the absence of infla-
tion. Costs of required renovations eat up most of whatever the 
company is able to obtain from rent increases.

At the region level, the strategy’s largest overweights are EMs 
and Japan, while our largest underweights are the EMU and 
Canada.

Our overweight of EM increased during 2017 primarily due to 
the increasing number of Chinese stocks recommended by our 
analysts. This year we expanded our research universe in China 
by completing the administrative work necessary to gain ac-
cess to the domestic A-share market. The number of holdings in 
China rose from 15 to 25, including the addition of the five A-
share listings: Yili, Hangzhou Hikvision Digital Technology, 
Jiangsu Hengrui Medicine, Midea Group, and Gree Electric 
Appliances.

Our underweight of Canada narrowed during the year due to 
our addition of Canadian National Railway, but our weight 
remains roughly half that of the index. On the other side of the 
world, our analysts had three new recommendation in Austra-
lia, namely plasma producer CSL Limited, online jobsite SEEK, 
and paint manufacturer and marketer DuluxGroup. Purchas-
ing these positions brought the portfolio in-line with the index 
weight in the Pacific ex-Japan region.
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inTERnATiOnAL EQUiTY REsEARCH 25 LARgEsT HOLdings (As OF dECEMbER 31, 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. 

COMPAnY/dEsCRiPTiOn sECTOR COUnTRY End wT.(%)

FAsT RETAiLing Clothing store chain Cons discretionary Japan 1.2

sTAnLEY ELECTRiC Auto lighting and LED packaging Cons discretionary Japan 1.2

kOMATsU Construction and mining machinery manufacturer industrials Japan 1.2

AMAdEUs Global distribution systems info Technology spain 1.2

dAiTO TRUsT Construction and real estate Real Estate Japan 1.1

LindE Industrial gases and engineering Materials germany 1.1

nOMURA REsEARCH insTiTUTE IT consulting info Technology Japan 1.1

dbs gROUP Commercial bank Financials singapore 1.1

OCbC Commercial bank Financials singapore 1.1

TEMEnOs gROUP Banking software info Technology switzerland 1.1

diAgEO Alcoholic beverages producer, distiller, and markter Cons staples United kingdom 1.1

bbA AviATiOn Flight support and services industrials United kingdom 1.1

ALLiAnz Multiline insurance Financials germany 1.1

ATLAs COPCO Industrial compressors and mining equipment industrials sweden 1.1

bMw Automobile manufacturer Cons discretionary germany 1.1

MisUMi gROUP Machinery parts designer industrials Japan 1.0

HOng kOng ExCHAngEs Clearing house and exchange Financials Hong kong 1.0

gRiFOLs Biopharmaceutical and diagnostics Health Care spain 1.0

AiA gROUP Life insurance Financials Hong kong 1.0

RiCHEMOnT Luxury goods company Cons discretionary switzerland 1.0

kUbOTA Farming and construction machinery industrials Japan 1.0

ALiMEnTATiOn COUCHE-TARd Convenience stores operator Cons staples Canada 1.0

sAP Enterprise software provider info Technology germany 1.0

dAssAULT sYsTÈMEs CAD/CAM software designer info Technology France 1.0

MAkiTA Power tool manufacturer industrials Japan 1.0
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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.

4Q17 COnTRibUTORs TO AbsOLUTE RETURn (%)

LARgEsT COnTRibUTORs sECTOR Avg. wT. COnTRibUTiOn

FAsT RETAiLing dsCR 1.0 0.30

kOMATsU indU 1.1 0.26

TEMEnOs gROUP inFT 1.0 0.24

sTAnLEY ELECTRiC dsCR 1.1 0.20

dbs gROUP FinA 1.0 0.20

4Q17 dETRACTORs FROM AbsOLUTE RETURn (%)

LARgEsT dETRACTORs sECTOR Avg. wT. COnTRibUTiOn

EMAAR PROPERTiEs RLsT 0.9 -0.18

sE bAnkEn FinA 0.9 -0.10

bAYER HLTH 1.0 -0.09

sUnnY OPTiCAL TECHnOLOgY inFT 0.4 -0.09

CHECk POinT inFT 0.9 -0.09

LAsT 12 MOs COnTRibUTORs TO AbsOLUTE RETURn (%)

LARgEsT COnTRibUTORs sECTOR Avg. wT. COnTRibUTiOn

TEMEnOs gROUP inFT 0.9 0.63

nidEC indU 1.0 0.60

MisUMi gROUP indU 0.8 0.59

AMAdEUs inFT 1.1 0.57

nOvOzYMEs MATs 1.0 0.55

LAsT 12 MOs dETRACTORs FROM AbsOLUTE RETURn (%)

LARgEsT dETRACTORs sECTOR Avg. wT. COnTRibUTiOn

CEnOvUs EnERgY EnER 0.5 -0.28

MiTsUbisHi EsTATE RLsT 0.9 -0.12

LUCkY CEMEnT MATs 0.1 -0.11

TEnARis EnER 0.6 -0.10

QATAR nATiOnAL bAnk FinA 0.3 -0.10

PORTFOLiO CHARACTERisTiCs

QUALiTY & gROwTH HL iER ACwi Ex-Us Risk & vALUATiOn HL iER ACwi Ex-Us

PROFiT MARgin1 (%) 11.8 9.4 PRiCE/EARnings3 20.7 16.4

RETURn On AssETs1 (%) 7.5 4.7 PRiCE/CAsH FLOw3 15.6 9.9

RETURn On EQUiTY1 (%) 14.9 12.3 PRiCE/bOOk3 2.8 1.8

dEbT/EQUiTY RATiO1 (%) 39.8 61.7 dividEnd YiELd4 (%) 1.9 2.7

sTd dEv OF 5 YEAR ROE1 (%) 2.2 3.0 sizE HL iER ACwi Ex-Us

sALEs gROwTH1,2 (%) 3.2 -0.9 wTd MEdiAn MkT CAP (Us $b) 17.3 36.9

EARnings gROwTH1,2 (%) 9.2 5.9 wTd Avg MkT CAP (Us $b) 38.5 71.7

CAsH FLOw gROwTH1,2 (%) 11.3 7.5

dividEnd gROwTH1,2 (%) 6.0 2.8

1Weighted median; 2Trailing five years, annualized; 3Weighted harmonic mean; 4Weighted mean. Source: FactSet (Run Date: January 4, 2018); 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.
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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 performance returns and assets shown are preliminary; 6N.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 September 30, 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 dECEMbER 31, 2017)
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(%)
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(%)
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COMPOsiTE 
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($M)

FiRM 
AssETs

(%)

20175 30.59 29.64 27.77 25.62 + + + n.M.6 1 11 0.02

2016 9.09 8.28 5.01 1.51 + + + n.M. 1 8 0.02
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