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Finally, the time of value investors has 
come as after many years of surrendering 
to growth, value outperformed globally 
thanks to the rebound in Energy and 
Financial stocks. While in Europe growth 
stocks managed to catch up and even 
overcome value peers in June, in USA the 
situation is still in favour of the latter as 
growth suffered from profit taking within 
the Tech sector - a star of the last year. 
 
Value across the globe was driven by the cyclical names from 

Energy (39.2%), Financial (26.7%), and Industrial (17.6%) sectors, 

which were clear market leaders in the first half of this year. On the 

other hand, defensive companies operating in Health Care  and 

Consumer Staples lagged behind after losing attractiveness in the 

eyes of investors, partially because of the envisaged growth in 

consumer prices. 

 

There were apparent attempts to rotate out of the pandemic 

winners, but those companies, whose growth stories remain intact 

for the long-term, have nevertheless continued to outperform the 

market. This was clearly seen in case of Top 8 constituents, which 

as of February have been considerably trailing the index with 3.5% 

underperformance. As first half progressed, however, the tides 

turned, and portfolio reached 11% outperformance per end of June 

because quality companies continued to deliver strong 

‘Greedy’ 
consumers 
drive both the 
economy and 
the stock 
markets 

1H 2021 Review 

Dear readers  

 

First half-year, marked by hope, is behind us and 

we look into the next one with anticipation of 

further improvement. However, global path to 

recovery remains fragile and we have to be agile 

to keep up with ever changing circumstances. 

Companies have also managed to adapt, and it is 

becoming increasingly clear what kind of 

changes COVID has already caused and how it 

will reshape our future. Ultimately, however, 

vision, strength and resilience are qualities that 

will make a difference. This means that the new 

environment can be well exploited for one’s 

advantage through improvement of own 

capabilities and leveraging new opportunities 

that eventually will result in superior positioning 

and growth profile. These characteristics are 

particularly well-demonstrated by quality 

companies, therefore we remain confident in 

their potential and positioning.  

With this in mind, we thank you for your interest 

and the trust you have placed in us.  

 

I look forward to being in contact with you in the 

second half of 2021!  

 

With kind regards,  

Diego Föllmi 

CEO message 
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fundamental results and it could not have been neglected by the 

markets. 

 

Size-wise, despite release of good operational results large caps 

could not beat small caps, which benefited from growing risk appetite 

of investors the most, and with 16.6% gain notably stayed behind 

18.5% - result delivered by smaller companies. 

Quality stocks, supported by the superior fundamental results, 

managed to overcome massive rotation witnessed in January and 

February and demonstrated good performance during 1H 2021. U.S. 

quality companies are gradually making a come-back with 

performance catching up with that of the benchmark’s, while in EU 

and Switzerland quality stocks have already delivered performance 

alpha. 

 

Generally positive mood reigning on the stock markets was 

supported by the visible signs of economic recovery and hopes for 

complete restoration of economic activity given increasing 

vaccination rates as well as pick-up in the consumers spending. With 

people no longer holding back their funds, subsequent increase in 

consumer prices was a simple matter of time. Additionally, banks and 

governments continued their support with massive fiscal stimulus 

packages. Now, the markets tend to watch inflation figures and 

twitch more often as the talks about increasing rates become louder. 

Fig.1 Performance (TR) 1H 2021 by regions based on 
MSCI regional indices (Currencies: USA – in USD, EU - in 
EUR, CH – in CHF, World – in EUR); * - Hérens Quality 
Portfolios 

Quality* Value Growth Small Cap Market Top 8*

USA 11.6% 15.9% 13.1% 18.5% 14.6%

EU 18.8% 14.5% 16.1% 15.5% 15.4%

CH 18.9% 8.1% 17.8% 14.6% 14.4%

World 14.2% 18.4% 14.7% 18.5% 16.6% 29.3%
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Corporate Excellence Insights Published in 1H 2021 

 

MAY 2021 

 

APRIL  2021 

 

MARCH 2021 

Easy way to lose your capital 

Pandemics leads to Global leveraging 
– so what? 

How fair is fair Valuation? 

Bill Hwang, the owner and the manager of Archegos Capital experienced the fastest wealth 
collapse after his very concentrated portfolio melted down, triggering immediate selling to 
cover losses caused by 5-times leveraging. So, the USD 20bn capital of Mr. Hwang, which 
has literally evaporated in a week’s time, fell a victim to the lack of proper risk management. 
Leveraged and concentrated portfolio consisting of companies of questionable quality, 
which had volatile price charts, paved the way to such a grand failure. 
 
In our insight we look through the common mistakes investors make, the victim of which 
also Mr. Hwang fell. The question we answer is how to avoid this kind of unpleasant 
experience and to enjoy sustainable performance of the portfolio. Read insight. 

The risks associated with the sovereign indebtedness have tremendously increased during 
the pandemics as governments strived to support most affected businesses. The 
companies borrowed to ensure enough liquidity is available to survive and households have 
increased their debt exposure as a result of the economic downturn. Year of 2020 could be 
considered historical not only because of the unprecedented lockdowns, but also because of 
the unprecedented amount of borrowing. 
 
However, we believe that for many countries it is not as bad as it may seem when you dive 
deeper into the nuances of the state indebtedness. Please see our article for more detailed 
arguments. Read insight. 

When you book a vacation at a five-star hotel, you obviously pay a premium for better rooms, 
diversity of amenities and quality of service. The same applies to stocks – good companies 
are traded at premium prices and that is OK. However, when the stock continues its rally, one 
could not help but wonder at which point it becomes overbought and when the implied 
growth rate, based on the valuation, ceases to become realistic. We discuss these valuation 
issues, claiming that valuation should take into account not only current and future earnings 
level, but also its competitiveness, ability to grow market share, as well as size and dynamics 
of total addressable market. Read insight. 

 

JUNE 2021 

Brief glance on past mistakes  

Any investor’s foot slips now and then and all of us have made choices or calls that were far 
away from optimal. Making mistakes along the way is natural but understanding what went 
wrong in order to avoid similar developments in the future is a vital component of the 
learning curve. A systematic revision of the mistakes is a crucial part of the investment 
process. It enhances your critical thinking, improve your model/system and sharpens your 
analytical skills. Therefore, we go through our past decisions occasionally in order to see if 
anything can be learnt from them and used to enhance our future performance. The two 
common critical case we look at in the insight are business model transformation and 
government regulations. Read insight. 

https://hqam.ch/publications/insights/easy-way-to-lose-your-capital/
https://hqam.ch/publications/insights/pandemics-leads-to-global-leveraging-so-what/
https://hqam.ch/publications/insights/how-fair-is-fair-valuation/
https://hqam.ch/publications/insights/kurzer-blick-auf-vergangene-fehler/
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See below some of our investment decisions taken with regards to Quality portfolios in the first half of 2021. This time we bring up 

two success stories, and one that turned out to be a disappointment, though had recovery potential. 

Portfolio Buy, Sell and Hold Decisions in 1H 

2021 

Chinese brand, Li Ning, that carried the genes of a founder-highly 
successful athlete and whole nation in general, is finally ready to 
confront and outperform the Western sport brands. 
 

 

high as sales during the Labor holiday soared fivefold, which 

had something to do with surge in spirit of nationalism among 

Chinese consumers. While number of multinational brands like 

Adidas and Nike have faced a strong backlash in China for not 

buying cotton produced in Xinjiang province, a region that was 

criticized over the treatment of Uygur Muslims and possible 

forced labor, Li Ning brand got much positive attention. 

 

Since in portfolio, Li Ning yielded 82.91% and outperformed 

MSCI EM Asia by 88.87 %. Despite the intense competition in 

the industry, we expect to see continued earnings growth for 

the company, supported by solid market share, strong financial 

position and management, alongside with vast potential of the 

Chinese market that favors the home-grown sports apparel 

giants. 

In February 2021, Chinese Nike and Adidas competitor, Li 

Ning, appeared on our radar and we immediately got a gut 

feeling that this is a company that represents a mixture of 

extraordinary discipline and commitment to the highest 

standards. The brand not only stands for an idea of selling 

sportswear to the mass public but is carrying the genes of its 

founder – a highly successful athlete- and the whole nation in 

general. How one could ignore such story when, as a bonus, 

the share price offered an attractive entry point after a 

pullback? 

 

Li Ning, the founder and a world-class gymnast with 106 gold 

medals, leads the only Chinese sports brand that has existed 

for more than 30 years. The company's secret sauce for 

product appeal combines a strong mix of traditional Chinese 

elements, modern design based on the desires of today’s 

young consumers, and most importantly, a rich archive of 

products that continuously inspire the company to move 

forward. All of that created the Chinese answer to Nike, 

Adidas, and alike, particularly being strong in basketball, 

running, training, as well as casual footwear and sports 

apparel. In February 2018, Li Ning became the first Chinese 

sports brand to land in New York Fashion Week.  

 

Despite the challenges brought on by the coronavirus 

pandemic, the company managed to show spectacular results 

and remained profitable in 2020, reporting a rise in net profit of 

13.3%, while its peers experienced heavy losses. Company has 

stepped up its efforts of redirecting offline traffic to online 

channels, simultaneously improving their efficiency, which led 

to a 30% growth in e-commerce revenue. During the last six 

months, shares of Chinese sportswear maker hit a historic 

Li Ning 

Buy Decision 
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The ongoing pandemic situation has made nearly all aspects 

of our lives increasingly digital with individuals shifting to work 

from home and e-commerce sales increasing by ~28% globally 

in 2020. Companies, influencers and digital personalities all 

require compelling content to engage with their audiences - 

that’s where Adobe comes in with the portfolio of on-demand 

design, publishing and digital marketing tools. Contrary to the 

popular misconception, Adobe has much more to offer than 

just the Acrobat software that creates widely used PDF 

documents – it has a full suite of applications to manipulate 

photo, video, 3D and virtual reality content as well as 

advertising tools and an industry-leading digital ad 

marketplace. 

 

Having positioned itself early for the upcoming digital 

transformation, Adobe made significant R&D investments 

(17% of sales in 2017-2019) to diversify away from the legacy 

licensing business into the subscription model with cloud-

hosted applications delivered in form of SaaS or software-as-a-

service. Transition to the cloud helped company grow 

recurring revenues from 11% in 2011 to ~90% in 2020 and 

significantly decrease variability of the periodic performance. 

 

Adobe is an absolute leader with its industry-standard 

products, accounting for >90% of the market. The addressable 

opportunity is rather large at $118 bn (per 2020 data), but it is 

expected to grow even further at 7.6% annually to reach $147 

bn through 2023. 

Adobe 

Buy decision 

with the unfortunate story of the US-based sibling. As the 

latter has been pushed off the pedestal by the likes of Google 

and Facebook, the Japanese Company, which has long ago 

parted its ways with Yahoo of America, is still among the top 

players in the online space. In addition to that, Z-Holdings 

owns a stake in PayPay, a QR payment app, which is seeing 

massive adoption in the cash-loving Japan. With such 

valuable assets, you are likely to wonder, what is the reason 

behind our sell call then?  

 

As important as Z Holdings is in the lives of the Japanese, this 

omnipresence is tough to monetize. The legacy search ad 

business has long ago started to lose its competitive edge and 

show signs of slowing down, prompting Company to search 

As the global pandemic accelerated the ongoing digital 

revolution, the decision to part with Z Holdings, a Japanese 

internet giant, may come as a surprise. Yet, it has become 

increasingly clear to us that the path towards domination of 

the Japanese online space will be anything but smooth for the 

Company as opposed to that of international counterparts. 

 

Z Holdings, one of the leading providers of online advertising 

and shopping services, was formerly known as Yahoo! Japan. 

Yes, Yahoo. But one should not immediately draw parallels 

Sell decision 

Adobe has successfully transformed itself to the subscription business 
model, offering cloud-based tools for creative, media, advertising and 
marketing professionals. 
 

 

We purchased shares of Adobe in January after rising inflation 

and prospects for higher rates have sent Big Tech share prices 

down, creating an attractive entry point to take our part in this 

long-term winner. Until the end of June, Adobe has returned 

more than 28% and outperformed the S&P 500 benchmark by 

more than 14%. 

Z Holdings 
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for new growth drivers to revitalize the business model. This 

pursuit, however, required heavy investments, while the 

dominating competitor in the e-commerce space, Rakuten, 

was very eager to defend its position. And although generous 

investments have indeed spurred user activity, revenue growth 

still failed to impress, while net income shrunk more than 

twice from its 2016 peak. This led to the next chapter in 

Company’s history: merger with LINE, an ubiquitous (in Japan, 

that is) messaging platform, in spring of 2021.  

 

Combining Z Holdings’ strengths in commerce, search and 

payments with LINE’s social platform seemed like a logical 

step towards creation of an online ecosystem. However, as 

compelling as the story went, it soon became apparent that 

tangible synergies from the merger will not start to materialize 

before a couple more years. On the top of that, Company’s 

medium-term target of increasing revenue by 1.7 times and 

adjusted EBITDA – by 1.3 times – seemed overly ambitious, 

especially considering a rather disappointing outlook for the 

next year. It appeared that the market had similar concerns as 

from a good outperformer (15% over the holding period vs 

MSCI Pacific), Z Holdings turned into an underperformer right 

after it came out with post-merger strategic update in March 

2021. 

We have made several attempts to clarify post-merger 

integration path and major steps of the new strategy through 

conversation with Company’s representatives, but to our 

regret it opened more questions than it provided answers. As 

we lacked hard evidence that would support Company’s 

claims and ambitions, we no longer had the confidence in the 

investment case and therefore had to sell Z Holdings. After 

over six years of holding, we divested the Company in May 

2021 with a 27% profit, though an underperformance of 34%.  

 

A key lesson learned from this experience is that enterprises 

undergoing a major overhaul of their business models, 

especially when it comes with limited transparency, may not 

add value to the portfolio for years. While a Company should 

always look for new growth opportunities, drastic changes in 

the structure of the business imply high uncertainty over the 

success of such endeavors, and it is better to stay on the 

sidelines until new strategy starts to bear fruit. 

Japanese internet giant is taking more 
aggressive steps to revitalize its business 
model. 
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ESG Momentum might be worth 
more attention than already well-
established ESG practice. 
 

Integrating ESG analysis in our investment decisions 

for more than 10 years, we now look further and dive 

deeper into ESG topic by exploring the companies that 

are on their way to become ESG role models. Often 

incremental improvement has more tangible effect with 

regard to the sustainability commitment than changes 

demonstrated by those companies, which already have 

a praiseworthy ESG profile. As examples from Mining 

and Materials industries clearly show (fig. 1 and fig. 2), 

the impact from improvement, as measured by the 

annual change in median KPIs, among the leaders is 

only marginal, if there is any at all, while progress 

among the laggards is a lot more profound. 

 

We strongly believe that improvement in ESG 

performance needs to be recognized and supported as 

much as already existing commendable sustainability 

profile. This is where ESG momentum (improvement in 

environmental, social and governance KPIs) comes in 

and allows us to filter for companies, which 

consistently improve their ESG profile. Despite growing 

focus on sustainability from companies, regulators and 

financial industry, only a fraction – 5% – of companies 

globally are exhibiting positive ESG momentum. 

 

Additionally, we have developed qualitative ESG 

momentum methodology that equips us with 

framework for assessment of goals and initiatives the 

company undertakes to progress in ESG commitment. 

Soft factor analysis also allows to exclude 

greenwashing, which is a common practice among 

corporates, and at the same time praise those, which 

really care about its stakeholders. 

ESG Momentum 

New analytical focus 

Fig.1 y/y change in median value of waste to revenue among Metals & 
Mining companies; Source: Thomson Reuters, Hérens Quality AM 
 

Fig.3 y/y Share of companies with positive ESG momentum, Thomson 
Reuters Global Equity Index; Source: Thomson Reuters, Hérens Quality 
AM 

Fig.2 y/y change in median value of GHG to revenue among Materials 
companies; Source: Thomson Reuters, Hérens Quality AM 
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The topic of meme stocks that is 

attracting so much attention of 

retail investors and causing such 

losses to the short sellers in the 

first half of 2021 that, given its 

vast spread in the social media 

such as Reddit and Twitter, as 

well as widespread FOMO 

among retail investors, it will 

likely continue disrupting some 

parts of the market. 

 

Pump and dump strategy that 

focuses on the stocks of almost 

bankrupt companies worked out 

well for many: this year 

GameStop returned 1036%, AMC 

Entertainment was up +2574%. 

According to Goldman Sachs, 

retail investors’ favorites doubled 

since June 2020, while the short-

sellers’ targets brought hedge 

funds only 28% return. However, 

this new strategic trend can 

hardly be followed by the 

investors favoring sustainable 

long-term investments, knowing 

it implies huge uncertainty and 

potential for abnormal losses. 

We have covered this topic in 

detail in our February insight. 

Meme stocks 

Fig.1 Consumer prices, Y/Y change ; 
Source: Hérens Quality AM 
 

of the inflationary pressure as the 

economies have not yet recovered 

completely, the demand is still weak 

and service activities have not picked up 

yet. 

 

In case the inflation is here to sit for a 

relatively long time, which, we believe, is 

very unlikely, stock investing сould 

provide a certain hedge against it. This 

is particularly true if the funds are 

invested in companies that can easily 

pass their costs to the consumers, i.e. 

they have strong economic moats as 

evidenced by high profit margins. 

Demand surge and supply shortage, 

which was partially caused by Suez 

Canal incident and bottlenecks in 

seaports, resulted in the unexpectedly 

high inflation in the US, which reached 

5%. This immediately caused concerns 

over the rates hikes and have sent stock 

market back into the uneasy mood. 

However, we do not see this level of 

inflation to be sustainable as the supply 

shortage should ease and so should 

spike in the demand.  

 

In contrast to the situation in the US, in 

Europe and Japan there is no evidence 

Spike in inflation to ease 

Outlook – Inflation Fears and FOMO 

https://hqam.ch/publications/insights/big-fat-short-squeeze/


1Hh 2021 Review  |   July 2021 

 

 

10 

 

  

  

Cyclical stocks, where you often find value style 

representatives (e.g. energy and financial sector), have 

rebounded sharply in February and March this year, leaving 

growth stocks behind. However, June turned out to be a 

revanche month for the latter, as this was when they doubled 

down on catching-up game. Where to the scales will shift at 

the end of the year is still an unknown variable, depending on 

how the COVID – 19 situation unfolds and if we see further 

lockdowns due to Delta variant spread.  

 

The known variable though is that the market will continue to 

recognize strong quality companies, which are able to 

generate earnings growth and keep convincing development 

pace in every market environment. Currently we see that the 

overwhelming majority of this type of companies are found 

among the growth stocks, so we put our bet on the growth 

style as a possible winner this year. 

Value vs. Growth – who will 

get the laurels of 2021 best 

performer? 

Fig.2 Value and Growth style monthly performance in 1H 2021; Source: 
Hérens Quality AM 



 

+41 432223141 

info@hqam.ch 
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Bahnhofstrasse 3 8808 

Pfäffikon, Switzerland 

Contact Us 

About Us 

Hérens Quality Asset Management AG is a highly entrepreneurial and solutions-oriented investment management boutique 

focused on Quality investments since 2003. Our investment style is traditional, timeless and has its own performance and risk 

character. We believe that a clear, disciplined and systematic analysis offers the key to sustainable investment success. In both 

bond and equity asset classes, our analysis is based exclusively on proprietary research and analytical tools. 

Disclaimer: Disclaimer: This document may contain confidential information that is not intended for third parties. If you are not the intended 

recipient of this document, you must not publish or pass on its content in any way. This document is for information purposes only and constitutes 

neither an offer nor a recommendation to undertake any type of transaction or to buy or sell securities or financial products in the broadest sense. 

Hérens Quality Asset Management offers no guarantee of the completeness, correctness or security of this document. Hérens Quality Asset 

Management accepts no liability claims that might arise from the use or non-use of the content of this document. 

Quality Composites* YTD 2020 2019 2018 3Y p.a. 5Y p.a.
Annual 

Return

Since 

Inception
Alpha**

Inception 

Date

176.7% -

1/1/2004

1/1/2004

10/1/2014

1/1/2004

201.3% -

271.6% 11.0%

94.9% -

21.5%

10.4%

22.1% 23.1%

25.4%

9.8%

12.3% 13.6%

5.0%

-7.8%

2.7% 4.9%Out-/Underperformance 11.0%

287.3% -

2.4%476.0%

188.7% -

Switzerland (CHF) 14.8%

3.8%SPI (CHF)

18.9%

15.1% 30.6% 14.1% 12.1% 8.0%

7.1% 4.8% 3.0%

17.8% 17.0% 10.5%33.3%

Out-/Underperformance 10.4%

Europe (EUR) 8.4%

Stoxx 600 Net TR (EUR) -2.0% 26.8%

9.3%

15.2%

3.6%

8.6% 9.3% 6.9% 221.7% -

451.0% -

15.7% 14.1%

4.4% 3.1% 2.4% 246.2% -

23.1% 20.7% 12.6% 697.2% 2.5%

9.9%

18.7% 17.6% 10.2%

Out-/Underperformance 10.1%

422.9% 3.5%36.1%

2.2%-3.6%

18.8%

USA (USD) 28.5%

S&P 500 Gross TR (USD) 18.4%

11.6%

15.3%

TOP 8 (CHF) 16.8%

MSCI World Net TR (CHF) 6.0%

29.3%

18.2%

Out-/Underperformance 10.8% 12.8%11.1%

-2.2%

-4.4%

-9.2%

-10.8%

1.6%

-7.7%

-8.6%

0.9%

6.6%

32.0%

35.7%

31.5%

4.2%

3.8%

9.5% 11.1%

3.7% 2.5%

Performance overview 

As of: 30.06.2021  
Source: Hérens Quality AM 

*     Composite: incl. transaction costs, div. reinvested, without management fees 
**   Annualized Alpha (risk adjusted) 
 


