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Portfolio outlook and positioning  

Over the past year, the global economy was buffeted by an array of crosscurrents as it adjusted to the ebbs and 

flows of the pandemic. Among the supportive currents were ample fiscal stimulus, loose monetary policy and the 

rollout of several highly effective coronavirus vaccines. Negative currents included the rapid spread of several 

coronavirus variants, widespread global production bottlenecks and a surge in inflation. After experiencing a burst 

of exceptionally strong economic activity as the global economy began to reopen, activity became more muted 

in the second half of the period amid ongoing supply chain disruptions and a new wave of coronavirus infections, 

albeit a seemingly milder strain. 

Amid rising inflation, markets anticipated a transition from an exceptionally accommodative environment to a 

more mixed monetary landscape ahead. Indeed, several central banks in emerging markets have already 

tightened policy, and the US Federal Reserve reduced the pace of its asset purchases in November and again in 

December. However, the European Central Bank, the Bank of Japan and the 

People's Bank of China are expected to maintain accommodative policies. Sovereign bond yields moved 

modestly higher during the period amid higher inflation and expectations of a tighter Fed but remain historically 

low. 

A harsher Chinese regulatory environment toward industries such as online gaming, food delivery and education 

increased market volatility as did stress in China's highly leveraged property development sector. Trade relations 

between the United States and China remained quite strained despite a change in presidential administrations. 
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Signs of excess investor enthusiasm continued to be seen in pockets of the market such as "meme stocks" 

popular with users of online message boards, cryptocurrencies and heavy retail participation in the market for 

short-dated options. During the quarter the equity market seemingly climbed a wall of worry as the number of 

items to worry about increased. The list of worries grew to include slowing economic growth, potential 

stagflation, Fed tapering, increasing COVID-19 concerns and uncertainty around taxes, among other items. 

Ultimately, these worries proved too much; in September the S&P 500 experienced its worst month since March 

of 2020. The other factor influencing market returns has been interest rates. Sector and factor leadership have 

shifted with the direction of interest rates, with higher rates leading to outperformance of value and cyclicals and 

lower rates leading to outperformance of growth, technology and quality. Towards the end of the quarter, Fed 

Chairman Powell provided taper guidance, indicating they could move ahead at their next meeting, setting off a 

spike in rates and volatility that put pressure on the growth and quality trade. 

Positioning  

As of December 31, 2021, the portfolio was most overweight software, professional services, life sciences & tools 

and entertainment firms. In information technology, the team continues to favour vertical software businesses, 

such as Adobe, Intuit, Autodesk and Cadence Design Systems, that do not trade at extreme price/sales multiples. 

MFS prefers vertical software businesses over horizontal software due to the 

focused nature of improving and optimizing a product set for one specific industry versus trying to be all things 

to all people. As the team analyzes growth, margin and multiple expectations for the software industry, their 

view and conviction of the risk/reward opportunities has improved as other areas have rerated higher recently. 

The team aims to avoid extremely expensive names, notably on a price/sales basis, where the upper end of a 

wide range of outcomes is largely priced in, leaving little room for error on a valuation basis. 

 

In professional services, top overweights remain data providers such as Verisk, which provides data analytics for 

customers in insurance, energy markets and financial services, data analytics firm Clarivate, CoStar Group, which 

provides commercial real estate information and analytics and credit reporting agencies TransUnion and Equifax. 

The team tends to favor this area of the industrials sector given the capital light nature of the business and the 

high barriers to entry provided by proprietary data. While entertainment remains a top overweight, the fund 

reduced its overall exposure to traditional gaming developers during the year given a more cautious outlook for 

the sector. As a result, while Electronic Arts remains a top holding in the space, Activision Blizzard and Take-Two 

Interactive are no longer meaningful 

overweights in the portfolio. Additionally, top holdings in entertainment include internet and mobile platform 

operator Sea Ltd., online gaming provider ROBLOX as well as Netflix. 
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In life sciences & tools, the team is positive on names such as Danaher, Thermo Fisher Scientific and clinical 

research organization ICON. Within health care, they continue to focus on the potential range of outcomes for 

the businesses held in the fund. MFS’ conviction in a tighter potential range of positive outcomes for these 

names remains high as they are well positioned to potentially benefit from accelerated growth in new diagnostic 

and therapeutic platforms to meet the expanding needs of drug development into a strong therapeutic 

innovation cycle. 

As of December 31, 2021, the portfolio remined most underweight technology hardware, storage & peripherals, 

automobiles and specialty retail. Within information technology, the fund remains underweight areas of the 

sector that require higher capital intensity and that have traditionally been more cyclically exposed to global 

growth. These areas include industries such as hardware, storage & 

peripherals, driven by the funds meaningful underweight to Apple. The teams avoidance of Tesla drives the 

underweight in automobiles, while not owning big box retailers such as Home Depot and Lowes account for the 

majority of our underweight in specialty retail. 

Outlook  

The Fund’s long-term outlook for durable growth businesses that exhibit pricing power remains unchanged. 

The team looks at the US equity landscape from an industry perspective and seeks to identify which companies 

are growing at above market rates (versus those that are not) and where the profit pools may go over the next 

decade. This provides a helpful check on the outlook for growth stocks. Moreover, it highlights why the team 

feels certain growth-oriented companies, despite the near-term market rotation, continue to take market share 

and why MFS believes this trend will continue over the longer-term. 

Take the autos and housing industry and think about where future growth potential is likely to come from. Here, 

one could argue, any future growth is likely to come from underpenetrated areas of the industry with large 

addressable markets such as electric vehicles and the Internet of Things (i.e., smart elevators, smart cars, 

connected homes, etc.), just to name a few. Even in traditionally lower-growth areas, such as consumer staples, 

niche brands and healthy eating, there are long term trends which are enabled largely by the internet and 

ecommerce as consumer have more choices available to them. This trend can be seen in more traditional value 

sectors such as energy and financials. In energy, profits and growth are coming from solar or other alternative 

sources of energy, while in financials, most of the growth is coming from fintech. 

In health care, the team feels growth is likely to come from areas such as biotech, telehealth, next generation 

tools and life sciences companies. In industrials, similar to autos and housing, it is all things digital, direct-to-

consumer and the Internet of Things. Within leisure, expected potential growth is expected to be in areas like 

streaming video on-demand as well as video games. Finally, in retailing, it's all about e-commerce, digital or 

omni-channel or more direct to consumer businesses. 
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With that said, there will always be points in time where companies, many of which lack real pricing power, will 

be aided by some external driver of earnings growth (i.e., higher GDP, higher interest rates, higher inflation, etc.). 

MFS believes over time sustainable earnings growth will come from those companies that possess pricing power, 

the result of sustainable competitive advantages, high barriers to entry, intellectual property and differentiated 

products and services, many of which reside in the Fund’s investible universe. 

 
Key Transactions 

• The Fund established a position in hotel and resort operator Hilton Worldwide. After coming under 

pressure in 2020 due to the pandemic, we have seen strong leisure demand above 2019 levels, 

coinciding with a renewed interest in travel and tourism, and the team feels the company is in a strong 

position to continue to grow their global footprint. 

• The Fund established a position in financial exchange operator CME Group. The company has a strong 

position in index and volatility derivatives and has benefitted from increased volume due to globalization 

and capital efficiency. The team believes that increased volatility, notably from higher interest rates, 

could provide an additional earnings growth tailwind. 

• The Fund established a position clean energy solution provider Air Products & Chemicals. The company’s 

products focus on gasification, carbon capture and hydrogen, and the team believes the company is well 

positioned to meet the demands of companies setting net zero targets as part of the broader 

environmental transition to clean energy. 

• The Fund trimmed its position in Meta Platforms (formerly Facebook) as the risks associated with 

potential regulation have widened the potential range of outcomes. 

• The Fund trimmed its position in semiconductor capital equipment maker Applied Materials on relative 

strength. The company has been a significant outperformer in the semi-cap space and may see 

headwinds as the supply chain normalizes and reveals evidence of double ordering being walked back. 

 

The portfolio is focused on companies the team believes can generate above-average, sustainable earnings 

growth over the next two to three years. The Fund’s strategy focuses on companies that have the following 

characteristics: pricing power, strong secular growth, large potential opportunity sets, sustainable competitive 

advantages, superior business models and strong management teams. In addition to above-average, sustainable 

earnings growth potential, stock valuations are important when considering investments for the portfolio.  
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Significant impacts on performance 

CONTRIBUTORS 

 Nvidia Corp  

An overweight position in computer graphics processor maker NVIDIA (United States) benefited relative 

results as the stock price climbed over the reporting period. The company reported strong third-quarter 

financial results and raised its full-year outlook on the back of strong data centre demand. 

 Microsoft Corp  

The portfolio's overweight position in software giant Microsoft (United States) bolstered relative returns. 

The stock price rose during the quarter after the company posted earnings per shares results that topped 

investor estimates, mainly driven by robust cloud and Azure revenue growth. The stock price was further 

supported by revenue guidance that was ahead of consensus, primarily due to accelerated digital 

transformation investments combined with the company's increasingly competitive offerings in cloud, 

communication and security. 

 Sherwin Williams Co 

An overweight position in paint and coating manufacturer Sherwin Williams (United States) supported 

relative performance as the stock price rose over the reporting period. Despite a negative sales impact 

due to supply chain issues and raw material availability, the company reported solid third-quarter 

earnings results that benefited from price increases and lower administrative expenses 

. 

 

DETRACTORS 

▬ Paypal Holdings Inc.  

The portfolio's overweight position in digital payment technology developer PayPal (United States) held 

back performance. The stock price declined on news that the company was exploring the acquisition on 

Pinterest. Later in the quarter, Paypal reported disappointing third-quarter revenues and total payment 

volumes (TPV), which also appeared to pressure the share price. 

▬ Tesla Inc.  

Not holding shares of electric vehicle manufacturer Tesla (United States) dampened performance. The 

stock price rose after the company significantly beat market expectations for vehicle deliveries and 

showed that Tesla could overcome supply chain issues that have affected the whole auto industry. 

▬ Adobe Systems Inc 

The portfolio's overweight position in software company Adobe Systems (United States) hurt relative 

performance. Although the company delivered quarterly revenue results that topped market 

expectations, the stock price declined as revenue growth in its Digital Media segment slowed quarter 
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over quarter and management's fiscal year 2021 guidance implied a moderation in the segment's 

growth related to adjustments for foreign exchange. 

Fund performance 

COMPOUND RETURNS %¹ 
SINCE 

INCEPTION² 10 YEAR 5 YEAR 3 YEAR 1 YEAR Q4 

Sun Life MFS U.S. Growth Fund - Series A 17.6 19.1 20.7 25.0 20.1 7.1 

Sun Life MFS U.S. Growth Fund - Series F 18.9 20.5 22.1 26.4 21.5 7.4 

Russell 1000 Index 18.0 19.1 17.0 23.0 25.4 9.5 

 
¹Returns for periods longer than one year are annualized. Data as of December 31, 2021.  
²Partial calendar year. Returns are for the period from the fund’s inception date of September 30, 2010 to December 31, 2010. 

Views expressed are those of MFS Investment Management Canada Limited, sub-advisor to select Sun Life mutual funds for which SLGI 
Asset Management Inc. acts as portfolio manager. Views expressed regarding a particular company, security, industry or market sector 
should not be considered an indication of trading intent of any mutual funds managed by SLGI Asset Management Inc. These views are 
not to be considered as investment advice nor should they be considered a recommendation to buy or sell. This commentary is provided 
for information purposes only and is not intended to provide specific individual financial, investment, tax or legal advice. Information 
contained in this commentary has been compiled from sources believed to be reliable, but no representation or warranty, express or 
implied, is made with respect to its timeliness or accuracy.  

This commentary may contain forward-looking statements about the economy and markets, their future performance, strategies or 
prospects or events and are subject to uncertainties that could cause actual results to differ materially from those expressed or implied in 
such statements. Forward-looking statements are not guarantees of future performance and are speculative in nature and cannot be 
relied upon. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Investors 
should read the prospectus before investing. Mutual funds are not guaranteed, their values change frequently and past performance may 
not be repeated.  The indicated rates of return are the historical annual compounded total returns including changes in security value 
and reinvestment of all distributions and do not take into account sales, redemption, distribution or other optional charges or income 
taxes payable by any security holder that would have reduced returns. Mutual funds are not guaranteed, their values change frequently 
and past performance may not be repeated.  

While Series A and Series F securities have the same reference portfolio, any difference in performance between these series is due 
primarily to differences in management fees and operating fees. The management fee for Series A securities also includes the trailing 
commission, while Series F securities does not. Series A securities of the fund are available for purchase to all investors, while Series F 
securities are only available to investors in an eligible fee-based or wrap program with their registered dealer. Investors in Series F 
securities may pay a separate fee-based account fee that is negotiated with and payable to their registered dealer.  

Sun Life Global Investments is a trade name of SLGI Asset Management Inc., Sun Life Assurance Company of Canada and Sun Life 
Financial Trust Inc.  

SLGI Asset Management Inc. is the investment manager of the Sun Life Mutual Funds, Sun Life Granite Managed Solutions and Sun Life 
Private Investment Pools.  

© SLGI Asset Management Inc. and its licensors, 2022. SLGI Asset Management Inc. and MFS Investment Management Canada Limited 
are members of the Sun Life group of companies. All rights reserved. 


