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Market

Would you believe us if we told you that through September 
30th, the S&P’s maximum drawdown this year (on a closing basis) 
was only 5.1%? Going back to 1928, there have only been seven 
smoother rides and only one in the last 25 years (a 2.8% decline 
in 2017). With the S&P returning 14.7% YTD, this smooth ride 
has not occurred in the absence of any concerns. The worries 
du jour for the third quarter were (1) supply chain disruptions, (2) 
higher infl ation, (3) China’s “Lehman Brothers” moment given 
a potential Evergrande default, (4) sabre rattling on Capitol Hill 
regarding the possibility of a US government default, and (5) a 
global pandemic that just won’t seem to go away, to name a few. 
As we all know, the market has on many occasions “climbed a 
wall of worry,” and again this quarter there were plenty of fl ames 
for the market pundits to fan.
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FIRM OVERVIEW

 Founded in 2008

 Based in Bethesda, MD

 Concentrated growth investors

 100% employee-owned

STRATEGY OVERVIEW

 Seeking high-quality, rapidly 
growing companies with duration 

 Bottom-up, company focused

 A conviction-weighted approach

 Maximum of 35 large-cap holdings

FUND OVERVIEW

 Inception date:          
January 1, 2009

 Benchmark:                  
Russell 1000 Growth

 ~$1.5 Billion AUM

 6 investment professionals

OBJECTIVE

 Long-term growth of 
capital

PORTFOLIO MANAGERS

 William Johnson

 Scott O’Gorman, CFA

ITHAKA US GROWTH STRATEGY

the ithaka group
Concentrated Growth Equity Managers
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Total Assets (Less Eliminations from Consolidation)

PERFORMANCE (%) 3Q21 1 YR 3 YR 5 YR ITD1

Ithaka US Growth Strategy (Gross)  1.3  22.5  24.5  25.8  20.7 

Ithaka US Growth Strategy (Net)  1.2  21.8  23.9  25.2  20.1 

Russell 1000 Growth  1.2  27.3  22.0  22.8  18.8 

1 ITD = Inception-to-date, annualized.

It wasn’t all hypotheticals during the quarter. The market did 
receive some newsworthy reports from both the monetary and 
fi scal fronts. On the monetary side, the Fed announced that if 
all goes to plan, it will begin tapering its massive bond buying 
program at a rate of $15B/month at the end of this year. At 
this pace, the Fed would ONLY be providing ~$660B more in 
liquidity between now and July 2022 (which would bring its total 
balance sheet to $9.1T, up from $4.1T in Dec 2019), pushing the 
likelihood of rate increases even further into the future. Despite 
this reduction in incremental liquidity, there have been no public 
discussions on how and when the Fed will actually work to 
reduce the overall size of its prodigious balance sheet. On the 
fi scal side, Democrats have been working to pass their $1.2T 
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During the third quarter our portfolio slightly outperformed in 
an environment that witnessed the major equity indices making 
little progress from point to point, with the S&P 500 up 0.2%, 
the Dow Jones off 1.9%, and the NASDAQ off 0.4%. Ithaka’s 
composite gained 1.3%, slightly edging out the Russell 1000 
Growth Index, which rose 1.2%. Ithaka’s 14 basis points (bps) 
of relative outperformance was entirely comprised of sector 
allocation, with stock selection being a 10bp headwind. Our 
portfolio performance demonstrated relatively modest breadth 
and depth, as 55% of our period-end holdings and 50% of our 
total portfolio weighting outperformed our benchmark.

At the portfolio sector level, Ithaka realized positive relative 
returns in two of the four sectors in which we hold active bets. 
The largest concentration of outperformance stemmed from the 
Consumer Discretionary sector, where almost all of our brick-
and-mortar retailers benefi tted from the ending of forced store 
closures and the resulting pent-up in-store shopping demand 
from consumers. This outperformance came despite product 
procurement and transportation cost headwinds. Within the 
Health Care sector, a number of our holdings benefi tted from 
optimism regarding the return of elective surgeries to hospital 
schedules. We also benefi tted from our relative underweights in 
the Consumer Staples and Producer Durables sectors.

Source: https://www.federalreserve.gov/monetarypolicy/bst_recenttrends.htm

infrastructure package as well as their $3.5T social spending 
package. As of today, it appears likely the social spending 
package will shrink in size, as key moderate Democrats from 
West Virginia and Arizona have publicly scoffed at the proposed 
$3.5T price tag, favoring a much more reasonable $1.5T 
package. While the actions of both political parties will no doubt 
have a noticeable impact on market volatility, predicting such 
actions with any degree of precision (and the subsequent market 
reaction) remains largely futile.
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Top Contributors 

ServiceNow, Inc. (NOW)
Founded in 2004, ServiceNow has become the leading provider 
of cloud-based software solutions that defi ne, structure, 
manage and automate workfl ow services for global enterprises. 
ServiceNow pioneered the use of the cloud to deliver IT service 
management (“ITSM”) applications. These applications allow 
users to manage incidents and to plan new IT projects, provision 
clouds, manage application performance and build applications 
themselves. The company has since expanded beyond the 
ITSM market to provide workfl ow solutions for IT operations 
management, customer support, human resources, security 
operations and other enterprise departments where a patchwork 
of semi-automated processes have been used in the past. 
ServiceNow’s stock appreciated double digits during the quarter 
on the back of a strong earnings report that exceeded the high-
end of management’s and the Street’s expectations across a 
number of KPIs.

DexCom, Inc. (DXCM)
DexCom is a medical device company focused on the design, 
development and commercialization of continuous glucose 
monitoring (CGM) systems for people with diabetes. Diabetes 
is a chronic, life-threatening disease for which there is no known 
cure. DexCom’s CGM system is superior to traditional fi nger-stick 
tests because it provides users with continuous data (including 
glucose trends and time spent in hyper or hypoglycemia) 
versus a snapshot in time. DexCom’s outperformance was due 
to a strong earnings report that beat Street expectations by 
~10%. In addition to the beat, the company announced their 
new G7 product launch was imminent, bringing this multi-year 
anticipation cycle to an end.

salesforce.com (CRM) 
Salesforce is the largest pure-play cloud software company, 
holding a leading market share in customer relationship 
management applications and a top-fi ve market share position 
in the company’s other clouds (Marketing, Service, Platform, 
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Analytics, Integration, and Commerce). The company’s software 
subscription term-license model differs from the traditional 
perpetual-license software model in two respects: (1) the 
software is hosted on centralized servers and delivered over 
the internet, as opposed to traditional enterprise software that 
is loaded directly onto customers’ hard drives or servers; and 
(2) the revenue model is subscription-based, typically charging 
monthly fees per user as opposed to charging one-time 
licensing fees. The stock’s strong relative performance followed 
the anticipation and subsequent realization of strong forward 
guidance given at the company’s 2021 analyst day in late 
September.

Top Detractors 

PayPal Holdings (PYPL)
PayPal is a leading payment technology platform that enables 
consumers and businesses to securely send and receive online 
and mobile payments, without disclosing payment card data. 
As of year-end 2020, the dual-sided network had 348M active 
customer accounts, 29M PayPal-accepting merchants, and 
was active in over 200 markets around the world. Weakness 
in PayPal’s stock stemmed from the company’s 2Q21 earnings 
announcement. PayPal posted a mixed quarter, missing on the 
top line and slightly beating on the bottom. In addition to the 
miss, the company stated that the ongoing transition of the 
(relatively more profi table) eBay business was happening more 
rapidly than anticipated, which will continue to pressure the 
company’s take rate in the short-term.

Twilio Inc. (TWLO)
Twilio is a cloud-based customer engagement and 
communications platform that, through a set of application 
programming interfaces, enables developers to imbed voice, 
messaging, video, and email capabilities into their applications. 
Twilio used its Super Network software to power ~1 trillion 
customer communications in 2020. The company’s primary 
driver of revenue is its programmable SMS products, which 
generates $0.0075 in revenue for every short message code sent 
to cell phones around the world. Programable SMS is used for 
things like customer loyalty promotions, alerts & notifi cations 
and customer service contact. Twilio’s underperformance in the 
quarter was due to some consolidation following strong returns 
in the second quarter.

Veeva Systems Inc. (VEEV)
Since its inception, Veeva Systems has grown to become the 
leading SaaS provider of cloud solutions for the global life 
sciences industry. Veeva’s industry-specifi c cloud solutions 
provide data, software, and services to address a broad range 
of needs, including multi-channel customer relationship 
management, content management, master data management, 
and customer data management. Veeva’s products help its 
customers bring products to market faster while maintaining 
compliance with government regulations. The stock’s 
underperformance during the quarter likely stemmed from the 
announcement that a number of its large CRM customers have 
begun the process of reducing their sales-person headcounts. 
This reduction will likely settle out in the 5-10% range, stoking 
fears of slowing growth at Veeva.
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CONTRIBUTORS DETRACTORS

ServiceNow PayPal

DexCom Twilio

salesforce.com Veeva Systems

Netfl ix Amazon.com

Chipotle Mexican Grill Zendesk

Contributors and Detractors

Underperformance in the Technology sector was mixed, with 
some of our more richly valued Software-as-a-Service holdings 
lagging names that are viewed as more “core” growth holdings, 
which held up relatively better during the market’s drawdown 
near the end of the quarter. Our relative underperformance in 
Financial Services was driven by all four of our holdings, which 
to different degrees are levered to cross-border travel, which 
continued to face uncertainty as the COVID-19 Delta variant 
rapidly spread around the globe. 
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Market Outlook

Ithaka claims no expertise in economic or market predictions, 
and top-down analysis plays virtually no part in our approach 
to investing. Instead of providing macro or market-wide 
predictions, we can provide some perspective our investment 
team gleaned while listening to our companies’ management 
teams discuss their business prospects, and industry outlooks, 
during recent quarterly calls.

If our investment team were to choose one macro theme that 
captured a meaningful amount of airtime on recent quarterly 
calls, it would be infl ation. A number of our businesses, all 
operating in different industries, are experiencing the effects 
of rising costs. These rising costs fall into two main buckets: 
transportation and compensation. Looking at the Global 
Container Freight Index (FBX), global shipping costs have risen 
51% in the last three months and more than 350% over the 
past year. While the exact cause of these cost increases is up 
for debate (supply chain disruptions, a demand surge that is 
outpacing supply, COVID-19 induced store closures, etc.), they 
are having a material impact on companies that rely heavily 
on freight-forwarding transportation to get product. These 
increased costs will likely impact 3Q and 4Q earnings, with 
hopes that the headwinds will subside sometime early in 2022. 

The second major bucket of rising costs is wage infl ation. In the 
US, there are currently 8.6mm people considered to be out of 
work, compared to the nearly 10mm job openings. This delta 
is leading to increasing employment costs, with a survey from 
Gallagher stating ~40% of employers are offering “enhanced 
benefi ts” to attract talent. The combination of labor market 
tightness and rising minimum wages has led some companies to 
tamp down expectations for accelerated profi t growth in future 
quarters.

Stepping back from our portfolio and taking a broader look at 
the investing landscape, market participants at large appear 
to be wondering how long the Fed can continue walking its 
seemingly thinning tightrope. The Fed has stated it believes 
the current infl ation paradigm is transitory, and is therefore not 
worried about its liquidity programs and holding borrowing 
rates at artifi cially low levels. Despite this opinion, US consumer 
expectations for future infl ation have ballooned to 5.2% for 2022 
and 4% per year for the subsequent three years. This compares 
to a 2% average CPI over the last 20 years. If consumer 
expectations turn out to be correct, the Fed would likely have 
to raise rates to combat this rising infl ation, which could risk 
the economic recovery while it is still in its infancy. Offsetting 
this potentially negative scenario is a resilient US consumer that 
continues to spend. The US consumer base spent $13.66T in 
the second quarter of 2021, up over 4% from the level spent in 
the second quarter of 2019, prior to the onset of the pandemic, 
and up 16% from the nadir in the second quarter of 2020. The 
strength of the US consumer provides the Fed some cushion 
if they indeed need to raise rates more aggressively, limiting 
the potential for a signifi cant slowdown in the economy. As 
always, we acknowledge that the answers to these questions 
are unknowable and we therefore stay focused on our mission 
of creating wealth for our clients by owning, in size, the great 
growth stories of our day.

Past performance is not indicative of future results. The performance shown is for the Ithaka US Growth Strategy Composite. All fully discretionary 
taxable and non-taxable accounts are added to the composite following the fi rst quarter in which their ending market values equal or exceed 
$0.5 million. Results of individual accounts may vary from the composite depending on account size, timing of transactions and market conditions prevailing at the 
time of the transaction. The gross-of-fee performance does not refl ect the payment of management fees and other expenses that are incurred in the management 
of an account. The net-of-fee performance includes the payment of such fees and expenses and may include fee estimates for clients who pay in arrears. Gross-
of-fee performance and net-of-fee performance both include the reinvestment of all distributions, dividends and other income.
    
The performance shown is compared to the Russell 1000 Growth Index. The Russell 1000 Growth Index measures the performance of the broad growth segment 
of the U.S. equity universe. It includes those companies from the Russell 1000 Index with high price-to-book ratios and high forecasted growth as compared to 
other companies listed in the Russell 1000 Index. This broad-based securities index is unmanaged and is not subject to fees and expenses typically associated with 
managed accounts. Individuals cannot invest directly in an index.

The information provided in this report should not be considered a recommendation to purchase or sell any particular security. There is no assurance that any 
securities discussed herein will remain in an account’s portfolio at the time you receive this report or that securities sold have not been repurchased. The securities 
discussed do not represent an account’s entire portfolio and in the aggregate may represent only a small percentage of an account’s portfolio holdings. It should 
not be assumed that any of the securities transactions or holdings discussed were or will prove to be profi table, or that the investment recommendations or 
decisions Ithaka makes in the future will be profi table or will equal the investment performance of the securities discussed herein. Investing in securities entails 
risk and may result in loss of principal.

The Ithaka Group, LLC (Ithaka) has entered into a written agreement with Cedar Partners, ltd. (Cedar), which requires Cedar to provide client relationship and 
marketing services to Ithaka, including the introduction of prospective advisory clients to Ithaka. Cedar is not affi liated with and has no relationship with Ithaka 
other than a contractual relationship governed by the agreement between Cedar and Ithaka. Ithaka compensates Cedar by the payment of an Annual Retainer 
plus an Account Fee equal to 20% of the investment management fees paid to Ithaka by clients introduced by Cedar. The retainer is paid during the term of the 
Agreement between Cedar and Ithaka. The Account Fee is paid for as long as the client’s account is managed by Ithaka. Ithaka has a standard fee schedule and 
does not charge any additional amounts to clients who were marketed by Cedar to cover the amounts Ithaka pays to Cedar.

Risk Disclosure

Contact: Scott O’Gorman
3 Bethesda Metro Center | Suite 810 | Bethesda, MD 20814

Ph: 240.395.5000 | Fax: 240.396.6610 | www.ithakagroup.com

Transactions

During the quarter we initiated two new positions, Advanced 
Micro Devices (AMD) and ASML Holdings (ASML), and 
eliminated two positions, Costco (COST) and Zendesk (ZEN). 
Our trailing 12-month turnover declined by ~100bps to 18.7% 
while our trailing 3-year average annual turnover increased 
slightly to 13.7%.


