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“We do know, over long-term time periods, companies that are growing earnings, revenues, free cash flows 
faster than others have the potential to be the best performers over time.” 

-Rick Mastain – Managing Director, Jennison Associates LLC 

 

Slight Rotation to Value in First Quarter Led to Short-Term Performance Hiccup 

The first quarter can be summed up as follows: Large-cap growth stocks took a pause; however, earnings for 
large-cap growth stocks did not. 

We have seen similar short-term hiccups before, when there’s been either a slight or significant rotation 
toward value, causing temporary headwinds to the Fund’s performance. Two examples: 

• Q1 2016: Slump in oil prices generated huge demands for liquidity. Highly liquid names in the Fund 
sold off, despite strong earnings for the first quarter and the full year. 

• Q4 2018: Rate increase from the Fed, many macro events unfolding, such as hawkish developments 
with China. 

Despite the Fund’s underperformance in the first quarter of 2021 (-3.39% versus 0.94% for its benchmark, 
the Russell 1000® Growth Index), for the full year, the Fund outperformed its benchmark by 648 basis 
points. Over the 1-, 3-, 5-, 7-, 10-, and 15-year time periods, the Fund has ranked in the top quartile of the 
Morningstar universe and provided investors with solid excess returns (“alpha”) compared to its benchmark.  

There are different times when the market fluctuates and moves away from The Fund’s investment style, 
however, keeping focus on earnings over the long term and not wavering in conviction has overall resulted 
in consistent top quartile performance, and the team believes this will continue. 

A Consistent Philosophy and Process 

Jennison looks for companies with:  

• The potential for consistent, absolute, and relative earnings growth. 
• The potential for sales growth, improving sales momentum, and high levels of unit growth. 

Jennison’s fundamental, bottom-up approach is designed to identify those companies that will continue 
to grow earnings, revenues, and free cash flow substantially faster than the investable universe over a 
sustained period, a three-to five-year period.  
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Along with these criteria, the Jennison team looks for companies that also have the following:  

• Great management teams 
• Strong balance sheets 
• Competitive advantages with deep moats 
• Priced at reasonable valuation levels 

The consistency of the Jennison team’s investment philosophy over three decades, through many 
different market environments including presidential impeachments, recessions, wars, and oil embargoes, 
has helped performance, because they purchase companies that demonstrate long-duration growth. 

Harbor Capital Appreciation Fund Performance (as of 03/31/21) 

Jennison is benchmark-agnostic and believes that if they continue to get earnings right, then the Fund 
should continue to provide positive returns over 3, 5, and 10 years into the future. Because a 
fundamental, bottom-up approach that focuses on earnings, revenues, free cash flow, and long duration 
of growth will drive performance over time. 

• For the first quarter of 2021, the Fund returned -3.39% versus 0.94% for its benchmark, the Russell 
1000® Growth Index. For the full year, the Fund returned 69.22% more than the Index return of 
62.74%. 

• Since Jennison began managing the Fund, the team has achieved an annualized return of 12.69%, 
while the Russell 1000® Growth Index generated an annualized return of 11.07%. 

Performance Contributors 

The top two sectors contributing to Fund performance were Financials (+5.3%) and Industrials 
(+4.0%). 

Uber Technologies is worth mentioning. At one point during the early stages of the pandemic, Uber 
shares sold at about $13 per share. In Hong Kong and Seattle, for example, revenue was down 80%. 
The change in fundamentals resulting from the global shutdowns led to the sharp price decline, but 
since that low point, the stock has appreciated more than four-fold, mostly due to the success of Uber 
Eats, but also due to the re-emergence of people using Uber. The Fund has held Uber since its IPO and 
the team has great confidence in going forward. 

Two other stocks, which were among the top five performers in the Fund, were Facebook and 
Alphabet/Google, both long-term holdings. Facebook has been a Fund holding since its IPO in 2012 
and Alphabet since 2004. Digital advertising is the strength for both companies, but they have other 
businesses as well. Facebook, for example, has Instagram, What’s App, and Messenger; used by 
hundreds of millions of people. 
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Performance Detractors 

The bottom three sectors contributing to the Fund’s underperformance were: Health Care (-6.2%), 
Information Technology (-4.6%), and Consumer Discretionary (-4.4%). Information Technology and 
Consumer Discretionary are the largest sector weightings in the Fund at 44.6% and 27.2%, respectively. 
The Fund’s sector weights are the result of our bottom-up stock picking. Despite this past quarter’s 
underperformance, when large cap growth stocks lagged the overall market, which had taken a shift 
toward value in anticipation of global economies beginning to reopen, these sectors are where we 
continue to find the best, long-term growth opportunities. 

Peloton Interactive reversed its dramatic performance in 2020 (+93%) with a 25% decline in the first quarter. 
The stock is a good example of our analysis around this quarter: large-cap growth stocks paused in the first 
quarter, but earnings did not. For Peloton, the stock-price decline was partly due to the backlog in supply in 
response to the huge increase in demand, typical growing pains for a company that is growing very fast 
while trying to get the supply chain in place. The Jennison team remains optimistic on the company’s long-
term prospects. 

Top Holdings 

The top 10 holdings represent a concentrated, conviction-weighted investment approach. They are Amazon, 
Tesla, Apple, Microsoft, Facebook, Shopify, NVIDIA, Adobe, Netflix, and Visa. The only change from the 
fourth quarter of 2020 was Visa replacing PayPal among the top 10. All 10 companies are concentrated in 
the Consumer Discretionary and Information Technology sectors. Combined, they represent a 42.4% 
weighting in the Fund. 

Jennison has mentioned Tesla in previous quarters. It’s the second largest Fund holding at a 5.7% weighting. 
The Fund has held the stock since 2013. It’s the number one electric vehicle (EV) producer globally with a 
22% market share of all EVs sold. In 2014, Tesla produced 31,000 cars over the course of a year; in the first 
quarter of 2021, they delivered 184,000 cars and estimate delivering 750,000-850,000 cars this year. The 
company has become profitable over the past seven quarters. The opportunity for Tesla, and for the EV 
market, remains robust. The Jennison team believes Tesla is a couple of years ahead of its competition. 

Portfolio Positioning and Market Rotation 

The Fund management team hasn’t made any major changes to the portfolio over the past quarter. They did 
add a few new names: Goldman Sachs and Home Depot. Jennison believes Goldman will benefit from 
renewed corporate activity in a strong economy. Some believe it will be the strongest recovery in 40 years 
or longer. The Jennison team also believes that Home Depot will be a prime beneficiary of people with 
greater discretionary income shopping and spending more money. 

In terms of rotation, Jennison doesn’t think it’s a binary decision, growth or value. They believe that every 
investor should have exposure to both throughout market cycles because the market will shift from one 
investment style to another over time.  

Jennison prefers to think of a rotation as an opportunity for innovation. Whether it’s value or growth, large 
cap or small cap, investors should look to own companies that are innovating in their space, investing in 
their businesses, and growing their businesses in terms of e-commerce. The Jennison team believes that 
over long-term time periods, companies that are growing earnings, revenues, free cash flows faster than 
others have the potential to be some of the best performers over time. 
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High Levels of Concentration in the Index Compared to the Fund 

Concentration of exposure in the top five names in the Index continues at unprecedented levels, with Apple, 
Microsoft, Amazon, Alphabet, and Facebook comprising approximately 36-38% of the benchmark to date. 
Jennison does not believe that’s prudent. In fact, investors looking to reduce risk by investing in a passive, 
broad index like the Russell 1000® Growth Index, take on far more risk than they realize. Investors buying 
index funds and ETFs may not understand that they are actually buying a very high level of concentration in 
the top five stocks. The widely-believed benefit of broad diversification through passive index funds may no 
longer hold true. In contrast, the Fund is actively managed and broadly diversified over approximately 60 
stocks, with the top five names representing 26% of the portfolio. 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

Jennison’s Outlook 

Jennison is a benchmark-agnostic, bottom-up stock manager. Macro events don’t 
necessarily influence stock selections. 

 As economies around the world have begun to reopen, and markets have rallied 
dramatically, the focus has shifted from fear to optimism and the strength of the 
coming global recovery. 

 Rising bond yields and nascent price pressures add to the uncertainty. Jennison 
believes inflationary fears will prove transitory as the demand recovery should 
normalize, once economies fully reopen, and as the effects of fiscal and monetary 
stimulus fade. 

 The recent rotation away from beneficiaries of the pandemic has boosted valuations 
of economically-sensitive companies and reduced the earnings multiples of secular 
growth companies. Jennison believes this type of correction is not unusual and is to be 
expected over longer periods of time. 

 Many beneficiaries of secular growth continue to deliver strong results, and Jennison 
is encouraged by the positive expectations for the remainder of 2021 and beyond. 

 Jennison believes that the moderation in valuations in the first quarter improves the 
outlook for share price appreciation, adding to the long-term attractiveness of the 
superior growth characteristics that they seek. 
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Past performance is net of management fees and expenses and reflects reinvested dividends and distributions. Past 
performance reflects the beneficial effect of any expense waivers or reimbursements, without which returns would have 
been lower. Investment returns and principal value will fluctuate and when redeemed may be worth more or less than 
their original cost. Returns for periods less than one year are not annualized. Current performance may be higher or 
lower and is available through the most recent month end at harborfunds.com or by calling 800-422-1050 

Legal Notices & Disclosures 

The views expressed herein are those of Harbor Capital Advisors, Inc. and/or Jennison Associates LLC investment 
professionals at the time the comments were made. They may not be reflective of their current opinions, are subject to 
change without prior notice, and should not be considered investment advice. The information provided in this 
presentation is for informational purposes only.  

Jennison Associates LLC is an independent subadviser to the Harbor Capital Appreciation Fund.  

The information provided in this presentation should not be considered as a recommendation to purchase or sell a 
particular security. The weightings, holdings, industries, sectors, and countries mentioned may change at any time and may 
not represent current or future investments. Performance data shown represents past performance and is no guarantee of 
future results.  

There is no guarantee that the investment objective of the Fund will be achieved. Stock markets are volatile and equity 
values can decline significantly in response to adverse issuer, political, regulatory, market and economic conditions. At 
times, a growth investing style may be out of favor with investors which could cause growth securities to underperform 
value or other equity securities. Since the Fund may hold foreign securities, it may be subject to greater risks than funds 
invested only in the U.S. These risks are more severe for securities of issuers in emerging market regions.  

The Russell 1000® Growth Index is an unmanaged index generally representative of the U.S. market for larger capitalization 
growth stocks. The Standard & Poor's 500 Index is an unmanaged index generally representative of the U.S. market for 
large capitalization equities. These unmanaged indices do not reflect fees and expenses and are not available for direct 
investment. The Russell 1000® Growth Index and Russell® are trademarks of Frank Russell Company.  

As of 03/31/21, the Fund’s top ten holdings were: Amazon.com Inc. (7.3%), Tesla Inc. (5.7%), Apple Inc. (5.6%), Microsoft 
Corp. (4.4%), Facebook Inc. (4.0%), Shopify Inc. (4.0%), NVIDIA Corp. (3.1%), Adobe Inc. (2.9%), NetFlix Inc. (2.9%), Visa Inc. 
(2.6%). 

Investors should carefully consider the investment objectives, risks, charges and expenses of a Harbor fund before 
investing. A summary prospectus or prospectus for this and other information is available at harborfunds.com or by 
calling 800-422-1050. Read it carefully before investing.     

Distributed by Harbor Funds Distributors, Inc. 

 

Total Returns (as of 03/31/21) 3 Months 1 Year 3 Years 5 Years 10 Years 
Since Inception 

(12/29/1987) 
Harbor Capital Appreciation Fund 
Institutional Class  -3.39% 69.22% 23.56% 22.99% 17.39% 12.83% 

Russell 1000® Growth Index 0.94% 62.74% 22.80% 21.05% 16.63% 11.46% 

Standard & Poor’s 500 Index 6.17% 56.35% 16.78% 16.29% 13.91% 11.12% 


