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Investment Environment
U.S. stocks rose over the early part of the quarter as markets regained their footing after
sliding in the wake of June’s Brexit results. Soon, several benchmark indices achieved
record highs, due, in part, to an array of well-received economic data. Job gains for June
and July were especially strong. Stocks then remained largely range-bound for much of
the rest of the period as investors turned their attention toward monetary policy. The
calm was broken as Federal Reserve (Fed) officials put forth the case that the economy
was nearing the point where interest rates should be raised. This caused a drop in
investor confidence, sending stocks lower. Ultimately, the Fed deferred on a rate hike,
although the level of dissent among voting members increased. Despite the late-period
volatility, many benchmarks managed to finish the quarter with gains, led mostly by
cyclical sectors, while defensives lagged the broader market.

Performance Discussion
The Fund underperformed its primary benchmark, the Russell 1000 Growth Index, but
outperformed its secondary benchmark, the S&P 500 Index. Our goal is to provide
consistent outperformance long term by focusing on what we consider our strengths:
picking stocks and avoiding macroeconomic risks. Stocks are selected by our seven
sector teams, which employ a bottom-up, fundamental approach to identify what we
consider the best global opportunities.
Weighing most on relative performance were the Fund’s consumer and technology
holdings. Stock selection within financials and industrials contributed most to
relative returns.
Pharmaceutical company Bristol-Myers Squibb weighed most on performance. The
stock declined after the company reported that its immuno-oncology therapy – Opdivo –
failed to improve progressive free survival rates when taken alone for a certain type of
non-small-cell cancer. While disappointed with the results, it is our view that the failure
was, in part, driven by the structure of the study. We continue to like the potential of the
company’s immuno-oncology franchise, headlined by Opdivo, which is proving effective
in treating an expanding number of cancers. We also believe the company’s focus on
selling “super-premium” products to the developed world positions it better than many
other pharmaceutical companies.
Shares of The Hershey Company fell after Mondelez announced it was no longer
pursuing the confectioner as an acquisition target. Despite the removal of the prospect
of a deal, we continue to hold Hershey. We believe the provider of chocolate and
confectionery products will demonstrate better profit growth relative to peers due to a
dramatically improved product pipeline and strong marketing support, which has led to
solid organic sales growth in the U.S.
Also weighing on performance was U.S. supermarket operator Kroger. Grocers have
been under pressure during this period of food price deflation as many investors have
taken the view that the industry’s operating margins are destined to narrow. Despite the
stock’s slide, we still continue to favor Kroger. The company has been proactive in
closing underperforming stores and investing in efficiency-enhancing technology, which,
in our view, should help it weather any short-term industry headwinds.
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Executive Summary
• U.S. stocks rose during the
quarter, led largely by cyclical
sectors.
• The Fund underperformed its
benchmark, weighed down by
its consumer and technology
holdings.
• We view innovation as a driver
of earnings, not only in
technology and health care, but
also in other sectors, including
consumer and financials.
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The stock of Internet giant Alphabet rose steadily over the
period, capped with a well-received earnings report. Both topand bottom-line growth accelerated, with multiple operating
units contributing. Included in this was search and YouTube
revenue growth, which rose roughly 30% year over year.
Operating margins also widened to just under 35%.

reflected in economic data. Sentiment likely also received a
boost late in the period as reports surfaced that Amazon has
been building out its own delivery capabilities with the aim of
reducing logistics costs.

Apple’s stock continued its recovery during the quarter, as the
market reassessed what had been dramatically cooler
Shares in Amazon performed well during the quarter. The
sentiment toward the company’s growth prospects. Although
company continues to execute on a strategy that has been well- based on lowered expectations, the introduction of its newest
received by investors. The margin profile of its cloud-computing smartphone model, the iPhone 7, was relatively well-received.
division, Amazon Web Services (AWS), remains impressive and
Earlier in the quarter, the company released a better-thanhas beaten consensus expectations. Another possible catalyst
feared earnings report, capped with declines in iPhone sales
to the stock’s gain, in our view, is the general concern around
not reaching the depths that the market had estimated. As
softer-than-expected sales results from physical retailers. Tepid Apple’s share of the global smartphone market continues to
performance at these companies, despite low unemployment
decrease, management is making efforts to increase the
and rising wages, has caused many to deduce that online sales portion of its revenues derived from services.
continues to capture market share in a manner that is not fully
For detailed performance information or to download a Fact Sheet, please visit www.janus.com/funds

Outlook
“This might sting a bit,” as parents, children and dentists know,
are terrifying words, no matter the benefit. Fed Chairwoman
Janet Yellen won’t say this phrase when she eventually
introduces an interest rate hike, but the effect on investors may
be similar. Fed tightening may be worrisome, but in our view, the
pain will be temporary and should lead to greater comfort with
the economic outlook. Be cautious, yes. But it is no time to be
bearish on equities.
We end the quarter with an increasing likelihood of the Fed
hiking rates. During the third quarter, markets fell as
expectations of higher rates increased and recovered when
those fears subsided. These short-term gyrations focus on if
the Fed will tighten and not why it will happen. In the why lies
our optimism.
Each of our equity teams is finding opportunities and areas of
promise within its sector. As our sector analysts report,
excluding industrials, demand is not bad and there are pockets
of growth. Overall, innovation still matters the most. By now,
many investors are aware of the breakthroughs in the cloud of
the tech sector and the advances in health care, but innovation
also matters in other areas, such as the consumer and
financials sectors.
Innovation matters with industrials too, but the sector is under
some pressure because businesses in general have used flush
balance sheets to buy back shares or pay dividends rather than
expand capacity. We think sluggish business investment stems
from the slowdown in oil activity and a lack of overall
confidence in the economy. One exception might be in Europe,

where some companies are seeing the beginning of a modest
recovery – or at least an end to the decline. These firms’
revenues are linked more to mining and utilities than to regional
industrial activity, however. Overall, business investment in
Europe remains subdued.
We don’t expect a Fed interest rate hike to bring the “Hallelujah
Chorus” to the board rooms of companies, but it could help
signal an improving economy. It might be the nudge, with
stabilizing oil and commodity prices, that spurs business
investment to match the stronger consumer. Higher oil and
commodities could bring back some inflation too, which, in
moderation, is good for equities.
Financials could benefit from rising short-term rates should they
allow net interest margins to expand. With modest loan demand
and margins slim, banks need some help. If rates rise in Europe,
the banks there are clear beneficiaries. Negative rates are bad
business for banks. They squeeze margins and may cause
business and consumers to pull back on risk. It is not a certain
domino pattern, but if U.S. rate increases can allow for
European rates to inch upward, then financial stocks look
promising on both sides of the Atlantic. And if the global
economy holds up, it would help China’s economy and its
financial system as the country transitions. The path for Japan
is unclear. The combination of a strong yen and negative rates
leaves the country without many remaining tools to fight its
economic malaise. We are picking stocks there but overall
are cautious.
The rising interest rate scenario, an extended bull market and
the global economic uncertainty are feeding the bears. A sevenyear bull market is too long, according to many bears. We see
Page 2 of 5

Janus Research Fund
3Q16 PORTFOLIO COMMENTARY

that as selective reasoning. The market is up strongly, of course,
from the lows of the global financial crisis in 2009 but not if you
look over a longer period. The gains in the S&P 500 Index over
the past 10 years are not as strong as the 10 years before that
or the 10 years before that. The recent rolling 10-year periods
are below the long-term trend.
As we have suggested before, equity valuations remain
attractive especially when matched against the alternatives.
Market multiples are not high in context of rates and inflation –
even if both go higher from here. The market, we think, is
underestimating the potential for earnings growth or

overestimating the risks associated with equities. We are seeing
too much innovation in the market to believe earnings growth is
under pressure. Adjust for the energy sector, and earnings
growth in the next few years, in our view, does not appear to
be bad.
If an increase in rates stings, therefore, take comfort in the
signal it could send, the potential benefits to the financial sector
and, most importantly, in what we see at the company and
sector levels. If we are right and we stay active as investors, it
won’t smart for long.

Top Contributors and Detractors for the Quarter Ended 9/30/16
Top Contributors

Ending
Weight (%)

Contribution (%) Top Detractors

Ending
Weight (%)

Contribution (%)

Alphabet Inc

5.46

0.64

Bristol-Myers Squibb Co

1.39

-0.53

Apple Inc

3.68

0.57

Kroger Co

0.95

-0.23

Amazon.com Inc

3.55

0.53

Hershey Co

0.96

-0.18

Microsoft Corp

3.73

0.42

Tractor Supply Co

0.58

-0.17

Facebook Inc

2.90

0.34

Dollar Tree Inc

0.81

-0.16

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

Alphabet Inc.: Alphabet, the holding company of Google
and several other businesses owned or tied to Google,
provides advertisers with superior cross-device marketing
offerings, in our view, and we see continued opportunity for
Alphabet to monetize its Android mobile platform. We also
see opportunity for Alphabet to increase monetization of its
YouTube video platform in the coming quarters now that it is
easier for advertisers to buy ads and target specific
audience segments on YouTube.

Bristol-Myers Squibb: We like the potential of the
company’s immuno-oncology franchise, headlined by Opdivo,
which is proving effective in treating an expanding number
of different cancers. We also believe the company’s focus on
selling “super-premium” products to the developed world
positions it better than many other
pharmaceutical companies.

Apple: The mobile device and computer maker has strong
free cash flows and a large sum of cash sitting on its
balance sheet. It continues to gain market share in personal
computing and remains a dominant player in the smartphone
market. We like the company for its growth potential and
appreciate its commitment to returning capital to
shareholders via dividends and stock repurchases.

Kroger: We appreciate Kroger’s focus on productivity gains,
which have enabled it to make investments to keep it
competitive with general merchandising companies that are
moving into the grocery business. Despite increasing
competition and closing underperforming stores, Kroger has
gained market share. Kroger has invested in technology to
track traffic patterns and improve the customer experience
in its existing stores, rather than relying on new store
openings for growth.

Amazon: The online retailer offers a wide range of products,
including books, music, computers, electronics, home and
garden, and numerous other products. Amazon offers

The Hershey Company: We feel the provider of chocolate
and confectionery products will demonstrate better profit
growth relative to peers due to a dramatically improved
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Top Contributors (continued)

Top Detractors (continued)

personalized shopping services, Web-based credit card
payment and direct shipping to customers. We believe the
company’s competitive advantages of a low overhead cost
structure, allowing an aggressive pricing structure, and faster
shipping will cause consumers to shift an increasing amount
of their general merchandise spending toward it. We believe
Amazon has significant opportunities ahead, particularly as
they expand into new business lines and geographies.

product pipeline and strong marketing support, which has
led to solid organic sales growth in the U.S. The company is
also restructuring its manufacturing base in the U.S., which
should result in material cost savings. Finally, we appreciate
the company's strong international growth through
distribution partners and its sales force investment.

Microsoft: The company develops, manufactures, licenses,
sells and supports software products. Microsoft offers
operating systems software, server applications software,
business and consumer applications software, software
development tools, and Internet and intranet software. We
appreciate its developing cloud business and the fact that it
is moving to a subscription-based business model and away
from licensing its software.
Facebook: The social networking website facilitates the
sharing of information, photographs, website links and
videos among family, friends and co-workers. Recent data,
including fast-growing sales, has given us greater
confidence in the sustainability of Facebook’s core product
and thus the advertising market that should accrete to it. We
believe the company will be among the few mobile platform
operators that disproportionately benefit from meaningful
new developments in advertising/marketing models, which
we believe will develop over the next several years. In
particular, we think we are in the early phase of advertising
dollars shifting to mobile, where Facebook is gaining traction
with app developers, direct response advertisers, brand
advertisers and small- to medium-size businesses.

Tractor Supply: The operator of retail farm and ranch
stores has significant opportunities to grow revenues and
improve margins, in our view. We think Tractor Supply can
add meaningfully to its store presence, which is not yet
national, and its scale advantages over competitors, mostly
local farm cooperatives and feed stores, should allow it to
expand margins.
Dollar Tree: We think the company, which acquired Family
Dollar, will benefit from industry consolidation. We also like
the company’s new store opportunities, proven management
and stability.
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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 9/30/16 the top ten portfolio holdings of Janus Research Fund are: Alphabet Inc (5.43%), Microsoft Corp (3.72%), Apple Inc (3.66%), Amazon.com Inc
(3.54%), Facebook Inc (2.88%), Comcast Corp (2.33%), Visa Inc (1.88%), Amgen Inc (1.87%), American Tower Corp (1.80%) and Eli Lilly & Co (1.69%). There
are no assurances that any Janus portfolio currently holds these securities or other securities mentioned in this commentary.
The opinions are as of 9/30/16 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.
Russell 1000® Growth Index measures the performance of those Russell 1000® companies with higher price-to-book ratios and higher forecasted growth
values.
S&P 500® Index measures broad U.S. equity performance.
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 is a registered trademark of Janus International Holding LLC. © Janus International Holding LLC.
Funds distributed by Janus Distributors LLC
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