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Summary 
 Global technology stocks performed well in the third quarter. 

 Gross of fees, the fund underperformed its index.  

 Stock selection in software contributed positively, as did an underweight 
position and stock selection in internet software & services. 

 Positioning and security selection in the semiconductor and hardware 
industries detracted. 

Market Background 
US equities gained ground in the third quarter, based on the 7.4% return of the 
Russell 1000 Index. As was the case in the prior three months, the market was 
boosted by the dual tailwinds of robust economic growth and better-than-
expected corporate earnings. Together, these factors helped stocks continue 
grinding higher despite concerns about protectionist US trade policy and 
continued interest rate increases by the Federal Reserve. The Fed raised rates 
by a quarter point on September 26 — its third such increase in 2018. 

The relative strength of growth stocks proved to be another persistent trend that 
carried into the third quarter, with the Russell 1000 Growth Index gaining 9.2% — 
outpacing the 5.7% return of the Russell 1000 Value Index. The one-year returns 
of the two indices stood at 26.3% and 9.4%, respectively, as of 30 September. 
Investors continued to favour faster-growing companies, particularly those with 
above-average economic sensitivity, leading to outperformance in sectors such 
as information technology, consumer discretionary and industrials. Conversely, 
the types of slower-growing, defensive stocks typically found in the value 
category trailed the broader market. Dividend stocks were especially notable 
laggards at a time of rising yields for short-term, fixed-income assets.  

In a reversal of the trend that characterised the first half of the year, small-cap 
stocks lagged their large-cap peers with a return of 3.6% (as measured by the 
Russell 2000 Index). Smaller companies had performed well in the prior two 
quarters based on expectations that their domestic focus would provide 
protection against the effects of a potential trade war between the US and China. 
Investors appeared to grow less confident in this thesis as the third quarter 
progressed, leading to weaker relative performance for small caps in September.  

Within the benchmark MSCI World Information Technology Index, returns from 
the hardware, software, communications equipment and IT services industries all 
exceeded the benchmark return, while the internet software & services and 
semiconductor industries lagged for the quarter. 

Performance 
The Threadneedle (Lux) Global Technology Fund underperformed the 
benchmark MSCI World Information Technology Index during the third quarter of 
2018. Stock selection in the software industry made a positive contribution to 
returns over the quarter, as did an underweight position and stock selection in the 
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internet software & services industry. However, positioning and security selection in the semiconductor and 
hardware industries detracted.  

The portfolio maintains a large relative overweight position in the semiconductor and semi-cap equipment 
industry, which has negatively impacted recent performance on macro-concerns ranging from global trade 
tensions with China to concerns of a cyclical peak in semiconductor fundamentals. An additional headwind 
has been the broader market favouring growth equities over value equities and placing a greater emphasis 
on companies with increasing revenue growth, large total addressable markets and rising subscribers; by 
contrast, companies with solid fundamentals and attractive valuations have not been rewarded. The 
technology team’s investment philosophy of “growth at a reasonable price” and balancing projected growth 
with current valuations has kept the fund away from some of the higher growth momentum names that have 
performed well this year. 

The investment team retains a positive view on the semiconductor industry and believes the market fears of 
a cyclical peak that the industry has historically exhibited are exaggerated for the following reasons:  

• Industry consolidation over the last five years has resulted in fewer semiconductor companies, many 
of which are more focused on profitability than gaining market share from each other. This discipline 
with regard to managing the manufacturing process should dampen the cyclicality the industry has 
experienced in the past. 

• Increased growth in semiconductor content across a wider range of end markets should diversify 
demand. In addition to PCs and mobile phones that have historically been the primary drivers of 
demand, an increasing amount of semiconductor content  is required for servers in cloud data 
centres,  internet of things (IOT) applications like surveillance cameras, Amazon Echo-like personal 
assistants, game consoles, crypto currency mining rigs, automobiles, artificial intelligence 
applications, and digital TVs.  

• The slowing of Moore’s Law has resulted in an increased capital intensity required to meet market 
demand for increased processing power and speed. Semiconductors are becoming more complex, 
which is a positive for the wafer fab equipment companies held in the portfolio. 

• Semiconductor and semi-cap equipment companies are trading at low valuations, have attractive 
free cashflow yields, high operating margins and strong balance sheets. 

Among positive contributors, the portfolio benefitted on a relative basis from an underweight position in the 
internet software & services industry, which underperformed the benchmark during the quarter. An 
underweight position to Facebook was advantageous, after the company lost a record $119bn of value in 
one day on quarterly earnings that missed revenue expectations and a reduction in forward guidance.  
Investors were also concerned on slowing user growth in key markets and the impact on future ad revenue 
as users are given more power to keep their data private. Not having exposure to other social media 
companies, such as Twitter, which also warned of slower ad revenue growth and a decline in users, 
benefited relative returns.   

Within software, a holding in security software business Fortinet contributed to returns after the firm raised 
forward guidance following quarterly earnings that beat top-line and bottom-line expectations. A product-
refresh cycle drove revenue growth to double digits after a streak of single-digit growth. A position in speech-
recognition software company Nuance Communications contributed to returns after management reported 
better-than-expected earnings and reaffirmed guidance. The stock also got a boost from Nuance’s board 
authorising an incremental share repurchase program and a reduction in the company’s debt load. 

The portfolio’s overweight to the semiconductor industry was the largest detractor from performance in the 
quarter. Semi-cap equipment company Lam Research reported quarterly earnings which beat analysts’ 
revenue and earnings expectations. While forward guidance was below expectations, analysts appeared to 
draw comfort from the reduction being largely down to a pushout of DRAM-related spending at Samsung.   
Several analysts said that valuations were very attractive given the company’s record of delivering 
impressive compound annual growth rates for revenues and free cashflow. Lam Research seemed to agree 
the stock was undervalued, as evidenced by management’s decision to increase share buy-backs to $1.3bn 
in the fourth quarter from $80m in the third quarter.  

Later in the third quarter, a series of analysts downgraded the semiconductor industry, saying that memory 
markets appeared to have weakened in recent weeks and that slowing demand was causing increased 
inventories and pricing pressures. These reports had a negative impact on other portfolio holdings such as 
Micron, Applied Materials and Marvell Technology, and cast a cloud over the wider industry. Prior to quarter 
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end, Micron reported solid earnings that beat analyst estimates but issued muted forward guidance on gross 
margins, citing Chinese tariffs.  

Within hardware, an underweight to Apple, which comprises a 13% weighting in the index, detracted from 
relative returns for the period. Apple announced better-than-expected results driven by continued strength in 
services and average selling prices for iPhones that topped forecasts. The company also got a boost from its 
annual product launch event, where next generation iPhones and a new Apple Watch were introduced. The 
stock price also continues to benefit from the enormous share repurchase program put in place by the 
company. The portfolio has a significant position in Apple and to other companies in Apple’s product supply 
chain, but holds an underweight relative to the index as a means to diversify risk. 

Activity 
During the quarter, we took advantage of stock-price weakness to add to semiconductor names including 
Marvell. We also exited Alibaba, GreenSky, JD.com and Cavium. 

Outlook 
The fundamental backdrop for the technology sector has remained healthy all year, buoyed by many of the 
same positive trends evident in 2017: the move to cloud-based software from on-premises software, robust 
spending on cloud data centres (Google and Facebook are spending 30-50% more this year), rising 
electronic content in autos and industrial products, faster network speeds, social media and videogames 
displacing television viewing and newspapers, e-commerce momentum continuing, and mobile apps 
conquering the world. Further helping matters, tax reform is enabling a broad swath of US companies to 
become much more aggressive in capital return to shareholders. 

As always, we continue to adhere to our disciplined investment process, which relies on deep fundamental 
analysis to identify those companies that we believe have the best growth prospects, trade at attractive 
valuations and that have the potential to deliver solid investment returns over time. 
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Important Information: For internal use by Professional and/or Qualified Investors only (not to be used with or passed on to retail clients).  
Past performance is not a guide to future performance. The value of investments and any income is not guaranteed and can go down as well as up and 
may be affected by exchange rate fluctuations. This means that an investor may not get back the amount invested. Threadneedle (Lux) is an investment 
company with variable capital (Société d’investissement à capital variable, or "SICAV") formed under the laws of the Grand Duchy of Luxembourg. The 
SICAV issues, redeems and exchanges shares of different classes, which are listed on the Luxembourg Stock Exchange. The management company of 
the SICAV is Threadneedle Management Luxembourg S.A, who is advised by Threadneedle Asset Management Ltd. and/or selected sub-advisors. 
The SICAV is registered in Austria, Belgium, France, Finland, Germany, Hong Kong, Italy, Luxembourg, The Netherlands, Portugal, Spain, Sweden, 
Switzerland, Taiwan and the UK; however, this is subject to applicable jurisdictions and some sub-funds and/or share classes may not be available in all 
jurisdictions. Shares in the Funds may not be offered to the public in any other country and this document must not be issued, circulated or distributed other 
than in circumstances which do not constitute an offer to the public and are in accordance with applicable local legislation. 
Het compartiment is op grond van artikel 1:107 van de Wet op het financieel toezicht opgenomen in het register dat wordt gehouden door de Autoriteit 
Financiële Markten. / Pursuant to article 1:107 of the Act of Financial Supervision, the subfund is included in the register that is kept by the AFM. 
Threadneedle (Lux) is authorised in Spain by the Comisión Nacional del Mercado de Valores (CNMV) and registered with the relevant CNMV's Register 
with number 177. 
This material is for information only and does not constitute an offer or solicitation of an order to buy or sell any securities or other financial instruments, or 
to provide investment advice or services. The mention of any specific shares or bonds should not be taken as a recommendation to deal. 
Please read the Prospectus before investing. 
Subscriptions to a Fund may only be made on the basis of the current Prospectus and the Key Investor Information Document, as well as the latest annual 
or interim reports and the applicable terms & conditions. Please refer to the ‘Risk Factors’ section of the Prospectus for all risks applicable to investing in 
any fund and specifically this Fund. The above documents are available in English, French, German, Portuguese, Italian, Spanish and Dutch (no Dutch 
Prospectus) and can be obtained free of charge on request by writing to the SICAV’s registered office at 31, Z.A. Bourmicht, L-8070 Bertrange, Grand 
Duchy of Luxembourg and/or from in Austria from Erste Bank, Graben 21 A-1010 Vienna;- in Belgium: CACEIS Belgium S.A., avenue du Port 86 C b 320, 
1000 Brussels, in France from CACEIS Bank, 1/3 Place Valhubert, 75013 Paris; in Finland from Eufex Bank Plc, Keilaranta 19, 02150 Espoo, Finland; in 
Germany from JP Morgan AG, Junghofstr. 14, 60311 Frankfurt; in Sweden from Skandinaviska Enskilda Banken AB (publ), Sergels Torg 2, 106 40 
Stockholm; in the UK from JPMorgan Worldwide Securities Services, 60 Victoria Embankment, London EC4Y 0JP.                                                                         
Subscriptions to a Fund may only be made on the basis of the current Prospectus and the Key Investor Information Document , as well as the latest annual 
or interim reports, which can be obtained free of charge on request, and the applicable terms & conditions. Please refer to the ‘Risk Factors’ section of the 
Prospectus for all risks applicable to investing in any fund and specifically this Fund. The above documents and the instrument of incorporation are 
available on request from our representative and Paying Agent in Switzerland, RBC Investor Services Bank S.A., Esch-sur-Alzette, Zurich branch, 
Badenerstrasse 567, PO Box 1292, 8048 Zurich. 
The research and analysis included in this document has been produced by Columbia Threadneedle Investments for its own investment management 
activities, may have been acted upon prior to publication and is made available here incidentally. Any opinions expressed are made as at the date of 
publication but are subject to change without notice and should not be seen as investment advice. Information obtained from external sources is believed to 
be reliable but its accuracy or completeness cannot be guaranteed.  
"Threadneedle Management Luxembourg S.A. Registered with the Registre de Commerce et des Societes (Luxembourg), Registered No. B 110242, 44, 
rue de la Vallée, L-2661 Luxembourg, Grand Duchy of Luxembourg." 
In the UK issued by Threadneedle Asset Management Limited. Registered in England and Wales, Registered No. 573204, Cannon Place, 78 Cannon 
Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority. This document is distributed by 
Columbia Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority (DFSA). This document is intended only for 
distributors or other intermediaries to provide information about Group products and services and is not for further distribution. The information in this 
document is not intended as financial advice and no other Person should act upon it. Columbia Threadneedle Investments is the global brand name of the 
Columbia and Threadneedle group of companies. columbiathreadneedle.com.  columbiathreadneedle.com 
 


