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Investment Review

The fund outperformed its benchmark over the quarter.

Market Summary

Most of the third quarter was characterized by positive developments in vaccination campaigns,
increasing global activity levels, and a strong company reporting season. Though, the quarter will likely
be remembered for the volatility that surfaced in the final weeks. Equity markets pulled back – with a
sharp rotation in style factors – on the confluence of macro headlines, rising G3 rates, higher energy
prices, and stubborn supply bottlenecks. While it’s clear that inflation is currently elevated as a result of
these disruptions, and may continue to be elevated for longer than many had anticipated at the start of
the year, we ultimately see it as transitory and expect it will be resolved in due course.

Ultimately, we see this as a top-down issue. The earnings trajectories of ‘more expensive’ higher quality
businesses remain, for the most part, incredibly robust. Despite this, we’ve seen many of these
businesses move down materially in recent weeks – a clear reaction to simple top-down moves, versus
strong bottom-up fundamentals with duration which we believe are more likely to drive share prices over
any reasonable investment horizon. Whilst the market narrative has been challenging, we believe Q3
earnings reporting season can bring a reality check to the market, bringing to the forefront the need to
be selective in a changing environment.

Performance

The fund returned 1.5% (A2 share class, Net, EUR) during the quarter, outpacing its benchmark, the
MSCI Europe Index, which returned 0.7%. Stock selection led the outperformance with notable
contribution within health care and industrial companies. Sector allocation was also positive driven by
underweights to consumer staples and utilities as well as an overweight to IT.

Health Care companies like Lonza, Straumann, and Novo Nordisk caught a bid higher. It’s encouraging
to see names from diverse end-markets like life sciences, med tech, and pharma all coming through.
Lonza reported impressive results that included beats on top-line and margin consensus while updating
full year sales guidance from high single digit to mid-teens growth. We were also encouraged by signs
that management will use proceeds from the sale of their speciality chemicals business to reinvest,
looking for capex that can continue to drive their growth in years to come. Straumann also reported
impressive acceleration with 103% revenue growth in Q2’21 and 63% organic growth for H1. The
success was broad, coming from all regions and the company upgraded full year outlook to organic
revenue growth of greater than 30%.

Speciality chemicals distributor IMCD also contributed to performance after reporting strong results with
gross profit up 23% year on year as well as an impressive operating margin performance.

Semiconductor holdings – VAT Group, ASML, and ST Micro – featured as top contributors. VAT pre-
released strong headline figures showing orders growing +5% quarter-on-quarter and +43% year-on-
year. They also guided for a better H2 compared to H1 which will lead to upgrades on full year results.
Similarly, ASML’s Q2 earnings came with upgrades to H2 and their full year guide. These are
businesses operating in tight end-markets while benefiting from high visibility in order books. For
example, ASML recently hosted a capital markets day where they updated guidance out to 2025.

We also saw ‘re-opening’ beneficiaries contribute to returns on a pickup in activity and more positive
messaging from management teams. This included CTS Eventim and RELX.

Detracting from performance, Logitech disappointed with an earnings update that showed slowing sales
quarter-on-quarter within their enterprise video conferencing business. The slow down came from EMEA
– attributed to stocking trends in the channel – while APAC and Americas channels were fine.
Management remains confident in their 10-25% growth guidance for full year and are continuing to
deliver market share gains within gaming. We continue to like the opportunity for Logitech – both growth
and margin - though, patience may be needed for management to convince on enterprise VC before
shares can re-rate.

Our luxury goods companies, including LVMH and Kering, weighed on returns after news reports
highlighted Chinese government plans to reduce income inequality and the potential for additional taxes
on property and inheritance. China is an important market for these companies, so scrutiny is
warranted. However, it is currently unclear whether this renewed government focus on reducing income
inequality will affect consumer behavior and therefore the earnings and cashflows of these businesses.
We are continuing to monitor the situation closely and have yet to see a direct impact in the fast data we
track.

Worldline also disappointed investors with their latest update. Although there were no misses on
numbers, there was a lack of progress and direction on the expected sale of their Ingenico terminals
business. We continue to think they are well positioned in a consolidating payments industry, and expect
the terminals divestment to proceed in time.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds 4.44% 22.00% 19.34% 15.04% 10.57%

Benchmark 0.83% 15.68% 8.65% 9.76% 8.24%

Outlook
The European market has moved higher year-to-date as earnings
have recovered strongly on the back of improving activity, vaccine
roll outs and easy fiscal and monetary policy. We believe that
economic growth and aggregate market earnings still remain
underpinned as we head into 2022.

Whilst the market narrative has been challenging, we believe Q3
earnings reporting season can bring a reality check to the market,
bringing to the forefront the need to be selective in a changing
environment. We believe a focus on the longer-term outlook and
astute attention on fundamentals, rather than narratives, can help
investors navigate these market dynamics.
The companies we tend to own are ones offering differentiated
products or services which lend themselves to pricing power. This
will be an important lever for companies dealing with higher input
prices over the next few quarters. Beyond that, we continue to see
many leading companies set to benefit from long-term tailwinds -
supported by the EU Recovery Fund - on areas like green
transition, infrastructure, and digitalization.
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