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MARKET OVERVIEW 

Last quarter’s enthusiasm about a re-opening economy faded throughout this quarter as the            

Delta-variant spread across the globe. What had been assumed to be a synchronized global rebound 

ended up as a completely asynchronous logistical mess. Every industry seemed to be suffering from 

shortages of something: parts, labor, fuel, or some combination of the three. 

Equity market momentum from Q2 continued into the first part of this quarter, but as supply disruptions 

became more apparent, stock prices pulled back. Inflation concerns and talk of the Federal Reserve 

tapering bond purchases contributed to the weakness. Interest rates and equity prices finished the 

quarter about where they began (although smaller companies didn’t fare as well). The S&P 500® Index 

squeaked out a 0.58% gain. But the sentiment at the end of the quarter was nothing like that at the 

beginning, for investors and consumers alike. 

Energy prices and energy shortages were perhaps the biggest surprise. Crude oil, gasoline, and natural 

gas finished the period at multi-year highs. Going forward, with energy and many other things, the 

question remains: will higher prices stifle demand and the economic recovery?  

SMALL CAP GROWTH COMPOSITE PERFORMANCE 

The Stephens Small Cap Growth Composite posted a gain of 1.58%, gross of fees (1.41% net). We 

were able to outperform our benchmark this quarter – the Russell 2000® Growth lost 5.65% of its   

value. As the re-opening trade began to fade, and investors worried about tough growth comparisons in 

the coming quarters, our style seemed to be more in favor. Additionally, we are relatively well          

positioned for higher inflation and higher interest rates.  

Consumer Discretionary was in-line with the broad market, down mid-single digits. Our returns were 

slightly better than the benchmark’s. We had another quarter of particularly good performance in the 

restaurant industry - Papa John’s Pizza was one of our top contributors.  

The Consumer Staples sector was a little more difficult. We had some fundamental disappointments 

with Calavo Grower, Inc., and we sold our position. We added a new holding with BellRing Brands, Inc. 

They are a leader in food supplements, including protein shakes, powders, and bars. 

As energy prices rose throughout the period, our holdings in Energy posted the best returns of any 

sector. We added a new position here as well, Magnolia Oil & Gas Corp.  

Our returns in the Financial sector were positive and slightly edged out that of the benchmark. We did 

particularly well with insurance-related companies. Palomar Holdings did well, and we added a position 

in an IPO, Ryan Specialty Group, a specialty insurance company. 

We did very well in Healthcare relative to the benchmark, and absolute returns were quite good as well. 

Biotechnology stocks lagged the broad market, and our lack of exposure contributed to our relative 

returns. Our drug discovery theme played out well this quarter – we had positive returns in all of our 

holdings in the Life Science Tools & Services industry. Leading the way was Repligen Corporation, 

which was our single biggest contributor to returns. We took advantage of the relative strength and 

trimmed some of our position in Repligen for risk control purposes. 

We did well in Industrials this quarter. Echo Global Logistics announced it was being acquired by a 

private equity group, and it was the top contributor in the sector. Kornit Digital, our largest holding,  

continued its meteoric rise. Demand for their digital printing solutions remained very high. We trimmed 

our position here too for risk control. 

Our largest sector, Technology, did well in absolute and relative terms. Many of our companies here 

have pricing power and limited pressure on input costs, particularly in the software industry. Our     

semiconductor-related holdings also did well as shortages persist in the industry and many companies 

have been able to enjoy price increases.  

 

¹The information is shown as supplemental only and complements the full disclosure presentation located on the back. The Russell 2000® Growth Index measures the perfor-

mance of those Russell 2000® companies with higher price-to-book ratios and higher forecasted growth values. The S&P 500® Index is a broad-based unmanaged index of 

500 stocks, which is widely recognized as representative of the equity market in general. Copyright © 2021, S&P Global Market Intelligence (and its affiliates as applicable). All 

rights reserved. See additional information regarding S&P ratings at https://www.stephensimg.com/terms-and-conditions/ .The Russell 2000® Index measures the performance of 

the 2,000 smallest companies in the Russell 3000® Index, which represents approximately 8% of the total market capitalization of the Russell 3000® Index. You cannot invest directly 

in an index. 

* See our attached GIPS Report. 

TOP 10 HOLDINGS¹ 

 % of 
COMPANY PORTFOLIO  

1.Kornit Digital Ltd.             2.36% 

2.Repligen Corporation            2.36% 

3.Manhattan Associates, Inc.            2.08% 

4.SPS Commerce, Inc.            2.00% 

5.Globant               1.96% 

6.ICON             1.93% 

7.SiteOne Landscape Supply, Inc.           1.90% 

8.Omnicell, Inc.             1.79% 

9.Papa John’s International, Inc.           1.76% 

10.Wingstop, Inc.             1.71% 

Communication Services 1.05% 

Consumer Discretionary 13.30% 

Consumer Staples 4.64% 

Energy 1.77% 

Financials 8.24% 

Health Care 21.99% 

Industrials 17.83% 

Information Technology 30.21% 

Materials 0.96% 

The Power of Growth® 



OUTLOOK 

It’s a situation we can all relate to: you’re driving down the highway, cruising along with all the other cars, and then you notice brake lights up 

ahead. You start to slow down a bit, and soon you’re forced to really hit the brakes. Is there a wreck up ahead? Construction maybe? Debris in 

the road? Why aren’t we moving?!? Slowly the congestion eases, and you eventually get back up to cruising speed. Strangely, there was no 

wreck, no construction, nothing. What the heck happened? 

Those that study traffic would probably refer to that type of situation as a phantom intersection or a phantom jam. It turns out that when there’s a 

critical number of cars on the road at the same time, it doesn’t take much to create a phantom intersection. Maybe something as simple as a lane 

change caused someone to tap their brakes. The car behind them had to adjust as well. And the deceleration cascades down the line of traffic, 

sometimes for a shockingly long time. Minutes later people are still being forced to brake, and they have no idea why. Above some critical point 

of traffic, where cars are so densely packed and moving at a high rate of speed that there is very little room for error, and a positive feedback 

loop of instability emerges.  

For decades consultants, strategists, and business leaders have advocated for just-in-time inventory. There has been great pressure to run   

businesses as lean as possible. Efficiency is the goal. Here too, there is little room for error. In my metaphor, the economy is basically a massive, 

multi-lane highway packed with vehicles all moving at a very high rate of speed. 

When COVID-19 hit, businesses everywhere tapped the brakes. No one counted on the massive stimulus and how effective it would be at     

propelling demand. So, even when it was time to accelerate back to normal business levels, we were stuck in the phantom jam. The complex, 

interconnected, global economy is still stuck in the phantom jam.  

Just how bad is that feedback loop? We heard through the grapevine that one of our long-time semiconductor holdings was trying to increase 

production capacity in order to help alleviate the well-documented global shortage. The bottleneck for them was in test and measurement    

equipment. So they called the manufacturer of the equipment they needed and asked how long it would take to get some new machines up and 

running. Just like so many other companies, the test and measurement company was also struggling to keep up with demand. When the folks at 

our company inquired with their supplier about what specific bottlenecks they were facing, they replied “chips”. What kind of chips? Your chips, of 

course.   

It’s not just different companies and industries experiencing these jams; it’s different countries. As the Delta variant of COVID has hit each    

country at different times, and there are significantly different levels of vaccination across the globe, the impact is asynchronous. One country 

might be rebounding and unlocking some pent up demand, while another country is just going into serious lockdowns, setting off another wave of 

jams. 

As I write this, it doesn’t seem that these bottlenecks and jams are getting any better. In fact, there’s evidence that they’re getting worse. There 

are roughly 80 container ships anchored off the coast of Los Angeles and Long Beach, just waiting to unload. Many factories in Vietnam are 

closed because of Covid. China is experiencing power outages because of shortages of coal – as you might imagine, power outages lead to 

shortages of other things too. 

So the whole world economy is still suffering from the Covid-19 jam. It’s difficult to find any company that isn’t facing some sort of supply shortage 

or logistical constraint. OK, econ students, the supply curve just shifted to the left. Solve for the new equilibrium. (Hint: It’s higher prices.) 

Back in February, I wrote a short piece on inflation where I said: 

The question we all should be asking is: how will we know if this uptick in inflation is transitory or structural? I don ’t have an answer. I 

don’t think the Fed does either. The typical obfuscation from the Fed doesn’t reveal what thresholds they may have in place for        

tolerating some inflation. For years now, they’ve desperately been trying to generate more inflation. They’ve finally succeeded. 

How this all plays out is not just contingent on whether the inflation is temporary or something that gets unanchored, but also on how 

quickly the Fed responds, and how the market interprets the Fed’s response. I don’t have the answers to those questions either, but my 

strong suspicion is that the Fed is already late, and the longer they wait to act, the less confidence investors will have that they can fix 

it. 

NOT FDIC INSURED MAY LOSE VALUE NOT BANK GUARANTEED 

PORTFOLIO CHARACTERISTICS 

Given the volatility and disruption in the economy, we had an uptick in trading activity this period. We added ten new positions this quarter, and 

we eliminated five. Technology remains our largest sector, and now represents almost 30% of assets. Healthcare stands at about 21%.         

Industrials rounds out the top three, at 17% of assets. We are overweight Technology, and to a lesser extent, Financials and Industrials. We are 

underweight Healthcare, solely because of our lack of exposure to unprofitable biotech companies.  

Earnings growth was absolutely stellar this period, a function of easy comparisons and record margins. As a result, we worked off some of the 

rich valuations we saw last period. Our weighted harmonic average P/E on next twelve month earnings is still elevated but at 32.8, down a little 

from Q2. Our median company grew earnings at a whopping 48%. 

Most of the new positions we added qualify as earnings catalyst, and this shifted the portfolio’s ratio of core/catalyst. Core growth now represents 

47.2%, and earnings catalyst is the remaining 52.8%. 



OUTLOOK 

 

And since February, much ink has been spilled on the transitory versus structural debate. Maybe this is just semantics, but I keep asking the  

question: What is the upper bound of transitory with respect to time? Is it still “transitory” if inflation lasts a year? Two years? I think a major point 

has been missed. Inflation is still inflation, even if it’s transitory…whatever that means. The purchasing power of the dollar has diminished. 

Many economists, myself included, have worried about inflation for years. The secular disinflationary forces at work have mit igated any significant 

inflation, however. Technology and innovation are a big part of that disinflationary force. Additionally, companies have run tighter, leaner          

businesses and have passed those savings on to consumers, in part by arbitraging global labor costs. Walmart ’s success comes to mind. They’ve 

been able to consistently source goods at lower costs, and efficiently deliver them to consumers at prices so low that few can compete.  

Similar to Walmart, Costco has done the same – driving down prices for consumers, but a funny thing happened this quarter: Costco is raising 

prices. Here are some snippets from their CFO on the earnings call on September 23: 

From a supply chain perspective, I want to go back to two things, supply chain and inflation. From a supply chain perspective, the factors 

pressuring supply chains and inflation include port delays, container shortages, COVID disruptions, shortages on various components, 

raw materials and ingredients, labor cost pressures and trucker and driver shortages -- trucks and drivers shortages. 

…various major brands are requesting longer lead times. Some cases difficulty in finding drivers and trucks on short notice, lead times on 

ingredients and packaging have been extended in some cases. 

…in terms of transportation costs, they are increasing. We're reading about it every day. Containers, trucks and drivers all are impacting 

the timing of deliveries and higher freight costs. Despite all these issues, we continue to work to mitigate cost increases in a variety of 

different ways and hold down and-or mitigate our price increases, passed onto the members. 

Moving to inflation, again there have been many -- there have been and are a variety of inflationary pressures that we and others are 

seeing and more of it. As I discussed on last quarter's call, inflationary factors abound, higher labor costs, higher freight costs, higher 

transportation demand, along with container shortages and port delays, increased demand in certain product categories, various      

shortages of everything from computer chips to oils and chemicals, higher commodities prices. 

I don’t know how persistent inflation has to be in order to go from “transitory” to “structural”. It’s interesting to note that Jerome Powell has used the 

word “transitory” all year to describe these inflationary pressures. That is, until the most recent press conference…he didn’t use the word once.  

At this point, I’m not sure it matters anymore. What does matter is that inflation is here. It is doing what inflation always does – eroding the        

purchasing power of the dollar. For all the workers that saw wage increases this year, it’s not clear if those higher wages resulted in a better quality 

of life or more spending power, because the basket of goods we all buy has become significantly more expensive. 

The vast majority of Americans have never had to worry about inflation. It just hasn’t been much of an issue for over forty years. Last quarter, I 

mentioned how inflation expectations have remained anchored. Despite the uptick, consumers have been conditioned to believe that inflation isn’t 

and won’t be a significant problem. They’ve been told this is a transitory problem. Maybe that’s correct, but I worry that now, the average consumer 

is waking up, realizing that despite the pay increase they may have received, they find themselves struggling to deal with al l the rising costs. Their 

standard of living has actually decreased. I don’t know what happens next, but the raw ingredients of an inflationary spiral are all on the table.  

This next earnings season will be interesting to say the least. I don’t like going too far out on a limb to make predictions, but I feel safe in saying 

that these cost pressures and bottlenecks will create a great deal of variability and dispersion across the investment universe. My suspicion is that 

earnings estimates are too high. Companies are struggling to operate at full capacity, either because of labor shortages, supply chain problems, 

transportation issues, or government lockdowns. Many companies will miss top-line expectations. At the same time, costs are rising everywhere, 

and this will hurt the bottom-line. The Atlanta Federal Reserve publishes a statistic called GDPNow. It is a real time estimate of Real GDP growth 

for the current quarter. As production is limited, the nominal levels are constrained. As inflation creeps higher, nominal output is reduced to account 

for “real” growth. The GDPNow model is now estimating Q3 real GDP to be a meager 1.3%.  

As we have said many times, the overarching theme is change. The optimistic view is that we are at “peak bottleneck” today. It’s certainly possible, 

but I’m not so sure. Our research indicates that the many constraints we’ve outlined here are still getting worse. The changes and transitions the 

economy is dealing with today will at a minimum continue to reverberate in a phantom jam. And those disruptions create a target-rich environment 

for active investors – there will be winners, and there will be losers. As always, we are diligently working to distinguish between them. 

NOT FDIC INSURED MAY LOSE VALUE NOT BANK GUARANTEED 



The investment objectives, risks,  

charges and expenses should be care-

fully considered before investing. SIMG 

nor their representatives provide legal 

or tax advice. Please consult your tax 

advisor before making any decision. 

There are additional risks associated 

with investments in smaller and/or 

newer companies because their shares 

tend to be less liquid than securities of 

larger companies. Further, shares of 

small and new companies are generally 

more sensitive to purchase and sales 

transactions involving the company’s 

stock and to changes in the company’s 

financial condition or prospects and 

therefore, the price of such stocks may 

be more volatile than those of larger 

company stocks. Clients’ investment 

results and principal value will fluctuate. 

G L O B A L  I N V E S T M E N T  P E R F O R M A N C E  S T A N D A R D S  ( G I P S )   R E P O R T  

NOT FDIC INSURED MAY LOSE VALUE 

Small Cap Growth Composite contains fully discretionary accounts and pooled investment vehicles invested primarily in small cap 
growth common stock of U.S. companies.  Under normal market conditions, most of the securities purchased for this composite have market         
capitalizations equal to or less than the largest company contained within the Russell 2000® Growth Index at the time the security was initially     
purchased by accounts in the composite and are securities of companies which appear to have clear indicators of future earnings growth or that    
appear to demonstrate other potential for growth of capital. In addition to common stock the composite may also purchase convertible and preferred 
stock as well as certain Exchange Traded Funds. This composite is actively managed and securities in the composite are frequently purchased and sold 
by the manager. For comparison purposes the composite is measured against the Russell 2000® Growth Index.  
 
Stephens Investment Management Group, LLC claims compliance with the Global investment Performance Standards (GIPS®) and has 
prepared and presented this report in compliance with the GIPS standards. Stephens Investment Management Group has been        
independently verified for the periods December 1, 2005 through December 31, 2020. A firm that claims compliance with the GIPS 
standards must establish policies and procedures for complying with all the applicable requirements of the GIPS standards.             
Verification provides assurance on whether the firm's policies and procedures related to composite and pooled fund maintenance, as 
well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards and 
have been implemented on a firm-wide basis. The Small Cap Growth Composite has had a performance examination for the periods 
October 7, 2004 through December 31, 2020. The verification and performance examination reports are available upon request. 
 
GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or 
quality of the content contained herein. 
  
Stephens Investment Management Group, LLC is a registered investment advisor specializing in equity investment management, specifically small and 
mid-capitalization growth companies. 
 
Results are based on fully discretionary accounts under management, including those accounts no longer with the firm. Past            
performance is not indicative of future results. 
 
The U.S. Dollar is the currency used to express performance. Returns are presented gross and net of management fees and include the reinvestment 
of all income. Net of fee performance is calculated using actual management fees and performance fees incurred. Prior to June 2, 2005, accounts in 
the composite were charged a bundled fee based on a percentage of assets under management. The bundled fee covered investment management, 
trading and other account expenses. Gross returns for this period are shown as supplemental information and are stated gross of all fees and      
transaction costs; net returns are reduced by all fees and transaction costs incurred. Policies for valuing investments, calculating performance, and 
preparing GIPS Reports are available upon request. 
 
The management fee schedule begins at 1.25% of assets under management.  Actual investment advisory fees incurred by clients vary. 
 
The Small Cap Growth Composite inception date is October 7, 2004, and the creation date is December 1, 2005. Performance for the period prior to 
December 1, 2005 occurred while the Portfolio Management Team provided services on behalf of the prior firm, Stephens Inc., and the Portfolio    
Management Team members were the only individuals responsible for selecting the securities to buy and sell. 
 
Beginning September 30, 2007, composite policy requires the temporary removal of any account from the composite which incurs a client initiated 
significant cash inflow or outflow of 10% or more of the value of the net assets of the account in any 30 day period. The temporary removal of such an 
account occurs at the beginning of the month in which the significant cash flow occurs and the account re-enters the composite at the beginning of the 
month after the cash flow. Additional information regarding the treatment of significant cash flows is available upon request. 
 
This composite was redefined January 1, 2020 to include pooled investment vehicles following the Small Cap Growth Strategy. Prior to that date, only 
separately managed accounts were included in the composite. 
 
Prior to January 1, 2020, this composite was known as the Small Cap Growth Separate Account. 
 
The annual composite dispersion is an asset-weighted standard deviation calculated for the accounts in the composite the entire year. The three-year 
annualized ex-post standard deviation of the composite and annual composite dispersion are calculated using gross-of-fees returns. 
 
Firm AUM does not include accrued dividends. 
 
A list of composite descriptions, a list of limited distribution pooled fund descriptions and a list of broad distribution pooled funds are available upon 
request.  

NOT BANK GUARANTEED 

Year 

 

Total 

Firm Assets 

(millions) 

Strategy Assets* Composite Assets Annual Performance Results 
3 Yr Annualized  Standard 

Deviation 

USD 

(millions) 

Number of 

Accounts 

USD 

(millions) 

Number of 

Accounts 

Composite Russell 2000® 

Growth 

Composite 

Dispersion 

Composite 

Gross 

Russell 2000® 

Growth 
Gross Net 

2020 6,916 2,074 17 1,972 13 38.76% 37.83% 34.63% 0.15% 24.41% 25.1% 

2019 5,416 1,691 17 1,289 16 24.17% 23.31% 28.48% 0.13% 16.42% 16.37% 

2018 4,301 1,518 19 1,155 18 4.40% 3.67% -9.31% 0.06% 16.08% 16.46% 

2017 4,442 1,820 18 1,242 17 20.24% 19.41% 22.17% 0.08% 13.06% 14.59% 

2016 3,644 1,781 23 1,174 21 11.41% 10.62% 11.32% 0.10% 15.46% 16.67% 

2015 2,897 1,610 26 1,095 25 -3.61% -4.26% -1.38% 0.06% 14.64% 14.94% 

2014 3,430 2,198 29 1,501 28 -2.31% -2.91% 5.60% 0.08% 13.59% 13.82% 

2013 3,054 2,359 29 1,630 28 44.65% 43.74% 43.30% 0.14% 15.30% 17.27% 

2012 1,222 1,096 20 888 19 16.99% 16.21% 14.59% 0.07% 18.00% 20.72% 

2011 933 859 20 761 19 3.43% 2.74% -2.91% 0.08% 20.96% 24.31% 

*Strategy Assets are shown as supplemental information and include all assets managed by the firm to the Small Cap Growth Strategy. 

Prior to 2020, the mutual fund assets managed to the strategy were not included in composite assets.  


