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Investment Environment
After recovering from their winter correction, global stocks traded narrowly for much of
the second quarter. Concerns about global growth, especially in China, remain, but
investors gleaned enough positive news from economic data to keep stocks buoyant.
Steady retail sales data in the U.S., along with a key manufacturing survey’s return to
expansion territory, pushed markets higher, as did incipient signs of credit growth in
Europe. Expectations of an interest rate hike in the near term by the Federal Reserve
(Fed), however, were quashed by the weak May employment report. This sent the value
of the dollar downward, a move that provided additional support to U.S. equities and
global – especially emerging market – currencies. Markets were jolted in late June by
the UK electorate’s surprise decision to leave the European Union (EU). Global stocks
tumbled and the dollar surged, as capital flowed into safe-haven government bonds,
thereby driving yields lower.
On a sector basis, energy performed well on the back of higher crude oil prices.
Defensive sectors also generated positive returns. Cyclical sectors lagged and financials
declined sharply on the late-quarter Brexit news. In general, emerging markets
performed well, while indices within the eurozone faltered, in part on geopolitical
uncertainty and – in dollar terms – due to the weaker euro. Of note, UK stocks
recovered all of their post-Brexit losses in local currency, although sterling weakness
kept them well below their June peak when measured in dollars.

Portfolio Manager:
Julian McManus

Portfolio Manager:
Guy Scott, CFA

Performance Discussion
During the quarter, the Fund underperformed both its primary benchmark, the MSCI
EAFE Index, and its secondary benchmark, the MSCI All Country World ex-U.S. Index.
Our strategy focuses on finding companies with strong fundamentals that are trading at
attractive valuations relative to what we consider their future growth potential. We
believe our approach will provide superior risk-adjusted performance over the long term.
Relative sector detractors were led by the industrials and financials sectors. As one of
the most economically sensitive industries, banks were among the worst performers in
continental Europe and the UK. Following Brexit, the perception that rates will stay lower
and growth will slow – and could potentially go negative – implies downward revisions to
banks' earnings. Our financials holdings underperformed largely due to our overweight in
peripheral European institutions, which underperformed the core EU banks.
NGK Spark Plug of Japan was the largest individual detractor from absolute
performance as the stock was caught up in a confluence of aggravating factors. A large
portion of the company’s operations are in Japan, thus making it highly sensitive to
fluctuations in the Japanese yen. Given the quarter’s dramatic strengthening of the yen,
the potential foreign currency impact on NGK became a significant headwind.
Operationally, the company continues to wrestle with turning around its ceramic package
business. While it recently exited its plastic packaging division, the ceramics unit, upon
which management has a more favorable view, has yet to signal a turnaround. Lastly, in
anticipation of increased demand for spark plugs, the company has invested in
expanding capacity and chose to aggressively depreciate the expenditure. These
accelerated expenses come at a poor time as they magnify the pressure on earnings
caused by the strong yen. Longer term, we still view NGK favorably, not only for the
Page 1 of 5

Portfolio Manager:
Carmel Wellso

Executive Summary
• After recovering from their
winter correction, global stocks
traded narrowly for much of the
second quarter before being
jolted in late June by the UK
electorate’s surprise decision to
leave the EU.
• The Fund underperformed its
benchmarks during the period.
• We expect the doubling-down
on accommodative monetary
policy by the ECB, Fed and BOJ
to be an ongoing factor
affecting financial markets
sentiment.
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expected growth in demand for its core products, but also in
anticipation that a new management team with a proven track
record can turn around the ceramics business.
Seibu Holdings also weighed on performance. Although the
company’s fundamentals remained strong during the quarter,
the stock underperformed as Cerberus Capital Management, a
private equity firm, continued to slowly exit its position in Seibu.
The market is highly focused on how long it will take Cerberus
to fully extricate itself from the position and how the process
will impact Seibu’s stock.
Another leading detractor was Intesa Sanpaolo, the largest
bank in Italy. The stock underperformed as the government
under delivered on structural changes to the bankruptcy codes,
the size of the Italian "bad bank" and on other business
practices. We also feel the weak stance of the administration of
Prime Minister Matteo Renzi, combined with rising populism,
could further impact the growth profile of Intesa. However, we
like that it is the most capitalized bank in that market. We also
believe the bank is poised to benefit from a pickup in credit
demand in Italy, a country where credit formation has lagged
the rest of Europe.
Our stock selection in the information technology and health
care sectors contributed to relative performance. Global
specialty pharmaceutical company Indivior Plc was a leading
contributor during the quarter. The company won a court ruling
against generic challenges to its Suboxone product, a
sublingual film used in the treatment of opiod addiction. Given
investors’ expectation that Indivior would lose the case, the
positive outcome boosted the stock.
We have long favored quarterly contributor Keyence, a Japanbased factory automation company. Keyence continues to

register strong organic growth rates as evidenced by the
recently reported 10% top-line growth, which exceeded market
expectations. Even in a period when factory automation has
proven resilient, Keyence continues to be among the leaders in
the field. We view the company’s success at the result of its
unique business model, which is centered on value-added
consulting services provided by a skilled sales team. By
partnering with clients to develop custom solutions to meet
their specific needs, Keyence is able to command solid pricing
for its services while still delivering value. The result for
Keyence has been impressive profit margins and delivering a
high return on invested capital.
Nippon Telephone and Telegraph (NTT) was a top contributor.
NTT – Japan’s largest telecommunications company – is onethird owned by the country’s government. To help generate
cash needed to address Japan’s structural fiscal deficit, the
government has required NTT to buy back and cancel shares
from both governmental and other investors. NTT also owns
roughly two-thirds of Japan’s largest mobile phone operator,
NTT DoCoMo. During the quarter, NTT DoCoMo also executed
a share buy-back, returning capital to its parent company, NTT,
which in turn returned it to shareholders. The company’s return
of capital through share buy-backs was well received
by investors.
NTT has also laid out what we view as a strong three-year plan
to increase its earnings and cash flow generation through a
combination of cost-cutting measures and wholesaling its fixed
optical fiber lines. We believe NTT’s sound management of its
capital structure demonstrates a new-found discipline focusing
on shareholders. We see value being unlocked in NTT as the
interests of management and shareholders become more
closely aligned.

For detailed performance information or to download a Fact Sheet, please visit www.janus.com/funds

Outlook
We anticipate that volatility will continue to be an undercurrent
in global financial markets, especially as the repercussions of
the UK’s vote to exit the European Union (EU) play out. We
believe that the likelihood of the UK economy going into a
recession is high; moreover, there is the real possibility that
contagion could spread to the rest of Europe. While it is still up
for debate how, if at all, the U.S. and Asian markets will be
impacted, it is likely that we’ll see lower global growth rates
in general.
In Japan, all eyes are on the Bank of Japan (BOJ) as its
implementation of negative interest rate policy (NIRP) has failed
to weaken the resilient yen. Since the BOJ is already buying

90% of new government bond issuance, there’s limited room
for the central bank to maneuver.
On a sector level, we believe that the fundamentals for the
energy sector remain on track. In our view, oil and gas
companies have sufficiently cut their capital expenditures, and
the depletion rates on existing production should be sufficient
to bring supply/demand dynamics back into balance. Therefore,
we’ve maintained our overweight allocation to the sector.
Within industrials, capex remains largely depressed. Capex is
mainly driven by utilities, oil and gas, and mining. These
segments remain weak. In general, we believe that downside
risks remain as capex plans are either scaled back or pushed
off to points farther into the future. We believe that auto sales,
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which had been recovering – and, indeed, were at the top end
of their historical range – have likely now peaked and are at risk
of declining. Given market volatility, consumers may choose to
curtail spending. Travel spending could also take a hit, which
puts the airline cycle at risk.

potentially, for years. We believe the probability of a rate
increase in major markets has fallen dramatically. Taken
together, these two items should put further pressure on the
sector’s earnings. However, we continue to have a positive
outlook for Asian insurance.

We reduced our exposure in financial stocks as funding
markets are likely going to be volatile in the near term and,

Top Contributors and Detractors for the Quarter Ended 6/30/16
Top Contributors

Ending
Weight (%)

Contribution (%) Top Detractors

Ending
Weight (%)

Contribution (%)

Indivior PLC

1.55

0.48

NGK Spark Plug Co Ltd

1.87

-0.54

Keyence Corp

2.20

0.43

Seibu Holdings Inc

2.15

-0.51

Nippon Telegraph & Telephone Corp

4.06

0.31

Intesa Sanpaolo SpA

0.33

-0.48

Royal Dutch Shell PLC

2.07

0.26

Kennedy Wilson Europe Real Estate Plc

1.63

-0.46

Sawai Pharmaceutical Co Ltd

1.26

0.22

Brenntag AG

2.77

-0.42

The holdings identified in this table, in compliance with Janus policy, do not represent all of the securities purchased, held or sold during the period. To obtain a list
showing every holding as a percentage of the portfolio at the end of the most recent publicly available disclosure period, contact 877.33JANUS (52687) or visit
janus.com/advisor/mutual-funds.

Top Contributors

Top Detractors

Indivior: Indivior is a global specialty pharmaceutical
company focused on the treatment of opioid addiction that
was spun out of Reckitt Benckiser in late 2014. We find the
company's product pipeline is very attractive for a company
of its size.

NGK Spark Plug: The Japan-based company manufactures
spark plugs for automobiles, motorcycles, agricultural
machinery, ships and aircraft. NGK also makes ceramic
products for semiconductor and telecommunications
equipment. We like the company’s spark plug business,
which benefits from limited competition globally and steady
growth due to tightening emissions standards globally and a
shift by motorcycle manufacturers to adopt fuel injection
technology, both of which result in higher demand for spark
plugs. Approximately 70% of its sales are for replacement
use, which provides high recurring revenues. We also
appreciate management’s plans to exit its money-losing
integrated circuit packaging business to focus on its
core business.

Keyence: The Japan-based company manufactures sensors
and measuring instruments used for factory automation and
high-technology hobby products. We believe the company’s
aggressive build-out of its sales force in North America is
paying off, and it is well positioned to benefit from growth in
the U.S. and the budding recovery in its home market. We
believe Keyence has a wide competitive moat due to its
value-added consulting and advice to manufacturers on how
to improve the efficiency and safety of customer
product lines.
Nippon Telegraph and Telephone: Nippon Telegraph and
Telephone (NTT) is a Japanese telecommunications
company. We like the company’s new sales strategy for
selling its fiber optic lines.
Royal Dutch Shell: Royal Dutch Shell is an oil and gas
super-major based in the UK. We like that the management
team has become better at managing capital expenditures

Seibu Holdings: The company is the largest hotel owner in
Japan, which is seeing a massive surge in inbound tourists,
driven by a burgeoning class of new travelers from China.
We believe that the company is well-positioned to
experience significant growth in profitability and that this
dynamic has been overlooked by the investment community.
We also see redevelopment potential in some of Seibu’s
other businesses, such as office real estate and railways.
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Top Contributors (continued)

Top Detractors (continued)

by streamlining the asset base and lowering overall capital
intensity in order to improve returns on invested capital.

Intesa Sanpaolo SpA: Intesa Sanpaolo is the largest bank
in Italy. We like that it is the most capitalized bank in that
market. We also believe the bank is well poised to benefit
from a pickup in credit demand in Italy, a country where
credit formation has lagged the rest of Europe.

Sawai Pharmaceutical: Sawai Pharmaceutical is a leading
generic drug company based in Japan. Over the past few
years, the Japanese government has put in place channel
incentives and fill-rate targets aimed at increasing generic
drug market share, which is significantly lower in Japan than
it is in the U.S. Sawai has adapted to the changing
environment and we believe the firm is in position to further
bolster its leading market share. Sawai places a great deal
of focus on maintaining steady supply, high-quality products,
and employs an industry-leading number of medical
representatives. Also aiding Sawai’s recent success in
achieving above market sales growth and share gains has
been the utilization of wholesalers for drug delivery, which is
moving drug fulfillment out of hospitals/clinics and into
dispensing pharmacies.

Kennedy Wilson Europe: The company’s core strategy is
to acquire higher yielding property and/or real estate debt in
the UK and Ireland, and, more recently, it has expanded its
reach to Spain and Italy. We think the company’s ability to
participate throughout the real estate capital stack and its
disciplined acquisition underwriting will allow it to continue to
uncover accretive investment opportunities that will generate
solid returns for shareholders.
Brenntag Ag: Brenntag is a global leader in chemical
distribution. We appreciate the company’s asset-light,
resilient business model, which has generated historically
high returns on invested capital. We believe the company
has significant long-term growth potential due to the
outsourcing trend in industrial and specialty chemicals. By
linking chemical manufacturers and chemical users, the thirdparty logistics company has created significant efficiencies
between suppliers and customers. Additionally, we think the
company will continue to grow its market share through
acquisitions funded by its high free-cash-flow generation.
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Please consider the charges, risks, expenses and investment objectives carefully before investing. For a prospectus
or, if available, a summary prospectus containing this and other information, please call Janus at 877.33JANUS (52687)
or download the file from janus.com/info. Read it carefully before you invest or send money.
Past performance is no guarantee of future results. Call 877.33JANUS (52687) or visit janus.com/advisor/mutual-funds for current month-end performance.
Discussion is based on performance of the Fund's "parent" share class (typically that with the longest history).
As of 6/30/16 the top ten portfolio holdings of Janus International Equity Fund are: Nippon Telegraph & Telephone Corp (3.93%), Reckitt Benckiser Group PLC
(3.49%), AIA Group Ltd (3.13%), Sanofi (3.00%), Diageo PLC (2.82%), Novo Nordisk A/S (2.74%), Brenntag AG (2.68%), TOTAL SA (2.42%), Essilor
International SA (2.30%) and ABB Ltd (2.23%). There are no assurances that any Janus portfolio currently holds these securities or other securities mentioned in
this commentary.
The opinions are as of 6/30/16 and are subject to change at any time due to changes in market or economic conditions. Janus may have a business relationship
with certain entities discussed. The comments should not be construed as a recommendation of individual holdings or market sectors, but as an illustration of
broader themes.
Security contribution to performance is measured by using an algorithm that multiplies the daily performance of each security with the previous day’s ending
weight in the portfolio and is gross of advisory fees. Fixed income securities and certain equity securities, such as private placements and some share classes of
equity securities, are excluded.
A Fund’s performance may be affected by risks that include those associated with nondiversification, non-investment grade debt securities, highyield/high-risk securities, undervalued or overlooked companies, investments in specific industries or countries and potential conflicts of interest.
Additional risks to a Fund may also include, but are not limited to, those associated with investing in foreign securities, emerging markets, initial
public offerings, real estate investment trusts (REITs), derivatives, short sales, commodity-linked investments and companies with relatively small
market capitalizations. Each Fund has different risks. Please see a Janus prospectus for more information about risks, Fund holdings and other
details.
Foreign securities are subject to additional risks including currency fluctuations, political and economic uncertainty, increased volatility, lower
liquidity and differing financial and information reporting standards, all of which are magnified in emerging markets.
MSCI EAFE® (Europe, Australasia, Far East) Index is a free float-adjusted market capitalization weighted index designed to measure developed market equity
performance. The MSCI EAFE® Index is composed of companies representative of the market structure of developed market countries. The index includes
reinvestment of dividends, net of foreign withholding taxes.
MSCI All Country World ex-U.S. IndexSM is an unmanaged, free float-adjusted, market capitalization weighted index composed of stocks of companies located in
countries throughout the world, excluding the United States. It is designed to measure equity market performance in global developed and emerging markets
outside the United States. The index includes reinvestment of dividends, net of foreign withholding taxes.
A Fund’s portfolio may differ significantly from the securities held in an index. An index is unmanaged and not available for direct investment; therefore its
performance does not reflect the expenses associated with the active management of an actual portfolio.
Janus Capital Singapore Pte. Limited is a subsidiary of Janus Capital Group Inc. and serves as the sub-adviser on certain products.
Janus is a registered trademark of Janus International Holding LLC. © Janus International Holding LLC.
Funds distributed by Janus Distributors LLC
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