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"Looking forward, prospects for convertible securities appear positive."
-Shenkman Capital Management, Inc.
The U.S. convertible securities market generated positive results in 2016’s
fourth quarter

Raymond F. Condon

Jordan Barrow, CFA

The U.S. presidential election signaled anticipation of a more business-friendly environment
for U.S. companies, with a consequent boost in the economy. The U.S. Federal Reserve’s
(Fed’s) decision to re-initiate a gradual rise in interest rates indicated a shift from a multi-year
dependence on monetary stimulus to a greater focus on the outlook for growth through ﬁscal
policy. The continued stabilization of energy prices, buoyed by Organization of the Petroleum
Exporting Countries (OPEC) members’ agreement to limit production, removed some uncertainty
from the Energy sector, at least for the time being. In this environment, the BofA Merrill Lynch
All US Convertibles Ex Mandatory Index returned 2.61% for the fourth quarter of 2016. The broad
stock market, as measured by the S&P 500 Index, returned 3.82%. Investment-grade bonds, as
represented by the Bloomberg Barclays U.S. Aggregate Bond Index, posted a return of -2.98%.
The Harbor Convertible Securities Fund generated a return of -0.80%, underperforming its
benchmark, the BofA Merrill Lynch All US Convertibles Ex Mandatory Index. The Fund invests
primarily in convertible bonds, which can be converted into common stock at a predetermined
price.
Shenkman Capital Management’s comments were made in a January, 2017 report. Highlights
adapted from the report appear below. All comments relate to the quarter ended December 31,
2016, unless otherwise indicated. All references to the year-to-date are for the period January 1
through December 31, 2016.

HIGHLIGHTS
We Tend to Avoid the Most Equity-Sensitive Sectors of the Convertibles Market
A key feature during the quarter was a rather sudden and substantial rotation in the underlying
equities of the convertible securities market’s two largest sectors—out of Health Care and
into Information Technology. In Information Technology, the software industry experienced
weakness. In contrast, the semiconductors industry, one of the most equity-sensitive segments
of the convertible securities market, beneﬁted from the sector rotation. As a matter of style, we
tend to underweight or avoid convertible securities of this type, as they have little to no bond
characteristics and are closely correlated with equity risk and volatility. It is worth noting that
the sector rotation bias that began and was most prominent in October saw a leveling out and
the beginnings of a turnaround in December. We believe our continued focus on fundamental
analysis will reassert itself as we enter 2017, especially if the market, as we expect, generates
periods of volatility.
We Continued to Diversify Through Selective Purchases
During the fourth quarter, we continued to diversify the portfolio through selective purchases in
the new-issue market. In addition, similar to the prior two quarters, we took advantage of benign
market conditions with an eye toward enhancing optionality and swapped into longer dated
tranches of several core holdings.
We Are More Constructive on the Convertibles Market
At the end of 2016, we are more constructive on the convertible securities market going
forward than we were at the start of the fourth quarter, with the U.S. presidential election, the
OPEC production agreement and the Fed’s interest rate hike behind us. We are certainly more
constructive than at the start of 2016, given the uncertainties at that time, such as the effects of
the ﬁrst Fed rate hike in nearly a decade in December 2015, a looming economic slowdown in
China, questions about whether the European Central Bank would initiate monetary stimulus
efforts and continued weakness in energy prices.
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We Expect the Market is Likely to Favor More Balanced Convertible Securities Going Forward
Looking forward, prospects for convertible securities appear positive amid a growth-oriented
equity environment, a steady credit environment, the convertible securities market’s historical
non-correlation to rising Treasury rates, increased new issue activity and expectations for
episodic periods of volatility, which we believe should enhance the focus on positive risk and
reward characteristics. We believe the market is likely to favor more balanced convertible
securities going forward, those with a positive credit proﬁle, as we enter a period of higher
interest rates, with potential intermittent periods of volatility we believe will place a premium on
risk versus reward.
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0.77%
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Sectors: As of 12/31/2016, the Harbor Convertible Securities Fund had invested the following percentages of its assets in the
sectors listed: Information Technology, 37.34%; Consumer Discretionary, 17.37%; Health Care, 16.44%; Industrials, 9.51%; Real
Estate, 5.96%; Financials, 4.27%; Energy, 3.13%; Materials, 1.87%; Utilities, 1.24%; Telecommunication Services, 1.11%;
Performance data shown represents past performance, which is no guarantee of future results. Current performance may be
higher or lower than the past performance data shown. Investment returns and the value of an investment will ﬂuctuate, and an
investor's shares, when sold, may be worth more or less than their original cost. You can obtain performance data current to
the most recent month-end (available within seven business days after the most recent month-end) by calling 800-422-1050 or
visiting harborfunds.com.
The Harbor fund's performance shown assumes the reinvestment of dividend and capital gain distributions and is net of
management fees and expenses. Returns for periods less than one year are not annualized. From time to time, certain fees and/
or expenses have been waived or reimbursed. Without these waivers and reimbursements, the returns would have been lower.
Voluntary waivers or reimbursements may be applied or discontinued at any time without notice. Only the Board of Trustees may
modify or terminate contractual fee waivers or expense reimbursements. The Harbor funds are no-load; other fees and expenses
apply to a continued investment in the funds and are described in each fund's current prospectus.
Performance ﬁgures discussed in any of the Manager Commentaries reﬂect that of the Institutional Class shares.
This information should not be considered as a recommendation to purchase or sell a particular security. The holdings or sectors
mentioned may change at any time and may not represent current or future investments.
The Fund charges a redemption fee of 1.00% on redemption of shares that are held for less than 90 days.
About Expense Ratios: All mutual funds have expense ratios which represent what shareholders pay for operating expenses
and management fees. Expense ratios are expressed as an annualized percentage of a fund's average net assets paid out in
expenses. Net expense ratios reﬂect adjustments due to voluntary or contractual fee waivers or expense reimbursements.
Expense ratio information is as of the Fund's current prospectus, as revised and supplemented from time to time.
The BofA Merrill Lynch All US Convertibles Ex Mandatory Index is broadly representative of the U.S. convertible securities
market, consisting of publicly traded issues, denominated in U.S. dollars, of all credit qualities, and excluding mandatory (equitylinked) convertibles. This unmanaged index does not reﬂect fees and expenses and is not available for direct investment.
Convertible securities generally tend to be of lower credit quality and the value of a convertible security generally increases and
decreases with the value of the underlying common stock, but may also be sensitive to changes in interest rates. As interest
rates rise, the values of convertible securities held by the Fund are likely to decrease and reduce the value of the Fund's portfolio.
Credit risk is higher for the Fund because it invests primarily in convertible securities of companies with debt rated below
investment grade. High yield investing poses additional credit risk related to lower-rated bonds.
The views expressed herein are those of the subadviser, Shenkman Capital Management, Inc., at the time of the interview and
may not be reﬂective of their current opinions or future actions. These views are not necessarily those of Harbor Funds and
should not be construed as such.
Investors should carefully consider the investment objectives, risks, charges and expenses of a Harbor fund before investing.
To obtain a summary prospectus or prospectus for this and other information, visit harborfunds.com or call 800-422-1050. Read it
carefully before investing.
Harbor Funds is distributed by Harbor Funds Distributors, Inc.
HARBOR FUNDS and the Lighthouse Design are Reg. U.S. Pat. & Tm. Off.
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