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2021 was another peculiar year, not 
nearly as wild as its predecessor, but it 
nevertheless required investors to stay 
alert, sharp and sometimes sleepless at 
nights. Although world is still far away 
from being Covid-free, global vaccine 
roll-out has somewhat restored the life 
as we know it, which brought another 
problem to the table – capacity 
bottlenecks, component shortages and 
supply-chain disruptions. 
 
What initially started in automotive sector that suddenly found 

itself lacking chips, has then gradually spread to other sectors and 

now construction, agriculture and even household goods are 

struggling to get their hands on shipping containers, secure 

warehouse capacity and find drivers to move their products 

around. In October, which is a peak month for Q3 earnings season 

in US, executives of S&P 500 companies have mentioned “supply 

chain” phrase the record number of times. As firms moved closer 

to the holiday season, the number one question that occupies 

everyone’s mind is if those bottlenecks will eventually become the 

“Grinch that stole Christmas”. 

 

Across the ocean, Europe has seen an enormous rise in natural 

gas prices, causing knock-on effect and exacerbating supply side 

shock to some businesses.  China has shocked the world more 

than once over the course of last year, with its massive and in a 

way unprecedented wave of regulatory crackdowns across 

multiple sectors, followed by worries over real estate crisis as a 

result of Evergrande default. All that has caused massive spikes in 

market volatility, especially in September and November. 

 

Another good 
Year for the 
Quality  

2021 Review 

Dear readers  

 

The new year has barely arrived, and the past 

year already seems miles behind us. Overall, it 

was an extraordinarily successful year for 

equities, even if volatility increased noticeably 

again towards the end. We are in the 3rd Corona 

year and again hope is rising that we will soon be 

able to return to "normality". But what does this 

"normality" look like? What is the effect of the 

digitalization boost? How transitory is inflation? 

When will supply chains unwind? It may well be 

that we do not even have the topic that will 

determine 2022 on our radar yet. What counts in 

such an environment of uncertainty is the 

resilience, the innovative strength and thus the 

price penetration power as well as the 

attractiveness of the business model of the 

investments. Even if these characteristics may 

be temporarily eclipsed due to macroeconomic 

changes, quality companies adapt fast and are 

able to come out of it stronger than before. 

 

In this context, we start the new year with 

optimism and thank you for your continuing 

interest and valued trust. 

 

With best regards,  

Diego Föllmi 

CEO message 
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2021 was clearly another Growth year in Europe and Switzerland, 

although growth investment style stayed marginally behind Value in 

US.  On the global scale, however, Value managed to beat Growth by 

a little less than percent. Quality has had a strong run in 2021, 

especially in Switzerland and Europe, where another year of 

substantial outperformance was recorded, while Global portfolios 

trailed respective benchmark weighted down by the USA. In MSCI 

World, Financials (+29%) and Energy (+42%) sectors made a strong 

come-back, while Information Technology had another stellar year 

(+30%).  On the other hand, more defensive sectors, like Utilities 

(+10%), Staples (+14%) and Communications (+15%) trailed general 

market by a wide margin. Despite rather massive dispersion of 

returns, every sector finished 2021 in a positive territory – both in 

USA and in EU, as well as in MSCI World. 

Fig.1 Performance (TR) 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 23.2% 26.3% 26.1% 19.1% 26.5%

EU 30.1% 21.8% 28.1% 23.8% 25.1%

CH 30.2% 10.9% 36.8% 28.3% 23.4%

World 27.5% 31.2% 30.4% 24.5% 31.1% 41.9%
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Corporate Excellence Insights Published in 2H 2021 

 

OCTOBER 2021 

 

SEPTEMBER  2021 

 

AUGUST 2021 

Our Top Conviction Portfolio 

Social Network Effect 

Quality through ESG Lense 

While it is a common knowledge that concentrated portfolios (8-10 stocks) are more risky 
by nature if compared to the ones labelled “diversified” (20+ stocks), it does not mean that a 
portfolio that defies such perception can’t be constructed. Like our Global Quality Top 8 
Strategy that has consistently outperformed the market since inception, while maintaining 
beta below 1. Performance-wise, there are both good and bad days on the market, and no 
portfolio can deliver linear gains indefinitely. Therefore, ability of our Global Quality Top 8 
portfolio to consistently generate strong positive returns in different time frames is rather 
rare characteristic. Read insight. 

There are 4.3bn active social media users, which is 55% of total world’s population indicating 
unquestionable dominance of social networks. The key question now is whether the firms 
are able to use the benefits provided by social networks, and whether investors are able to 
benefit from the transparency welcomed and unwelcomed by the companies. Usually, 
consumers highly value transparency and authenticity, which are being greatly stimulated by 
social networks. 73% of consumers are willing to pay more for the products that guarantee 
full transparency, which evidently is an obvious pathway to the increased margins.  
Read insight. 

One does not have to sacrifice financial strength for the strength of ESG or vice versa, as we 
often observe that quality companies put emphasis on sustainability as part of their business 
strategies and exhibit excellent ESG performance, enabling construction of a responsible 
portfolio. Quality’s tilt towards ESG leaders comes in handy not only because it is well-suited 
for sustainability-minded investors, but also because strength of ESG is arguably a factor 
contributing to excellent financial performance of quality companies. Companies 
outperforming their peers on quantitative ESG assessment deliver higher margins and better 
returns on capital, while their top and bottom lines stayed more resilient during 2020, when 
the crisis was rampant. Read insight. 

 

DECEMBER 2021 

Quality Top Stategies – Factor returns or 
real alpha? 

Factor models play an important role in evaluating the performance of equity strategies. 
These models can be used to evaluate whether an outperformance against the benchmark 
could be achieved with known risk premia or through special skills of the asset manager. 
The question is relevant for cost-sensitive investors, for example: Can a strategy be 
replicated using low-cost ETF factor building blocks (smart beta) or does it deliver real 
alpha?  We analyse this question for our Quality Top strategies using the 7-year track record 
of the Global Top 8 Composite. The results show that a part - but not all - of the 
outperformance of the Quality Top 8 strategy is due to the systematic use of the profitability 
factor (RMW), the rest is real alpha. Read insight. 

https://hqam.ch/publications/insights/concentrated-quality-conviction-that-defies-market-perceptions/
https://hqam.ch/publications/insights/social-networks-transparency-and-performance/
https://hqam.ch/publications/insights/quality-through-esg-lense-excellent-companies-shine-once-again/
https://hqam.ch/publications/insights/quality-top-strategies-factor-returns-or-real-alpha/
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See below some of our investment decisions taken with regards to Quality portfolios in the second half of 2021. We discuss two strong 

additions and one sell decision, which emerge from the fact that some major responsibility issues came under the spotlight. 

Portfolio Buy, Sell and Hold Decisions in 2H 2021 

Estée Lauder is the leader in prestige beauty products category and 
owns over 30 brands in more than 150 countries worldwide 

 

brands under its umbrella, as well as exposure to Home 

Fragrance and Haircare. This diversity allows for stability and 

balance if some lines or segments underperform, like it was 

with make up in 2020 when due to pandemics and mask 

wearing, consumption of lipstick, powders and other related 

products experienced a sharp decline. 

 

The firm is still controlled by the founding family members and 

current chairman himself is a grandson of Estée Lauder. Her 

son, Leonard Lauder, remains a chairman emeritus of the 

company and he, by the way, was the one to coin a term 

“lipstick index”. 

 

We bought Estée Lauder in September 2021 and despite 

substantial market volatility and numerous sell-offs in the 

fourth quarter, stock delivered solid 12% gain in just three 

months, thus staying 4% ahead of S&P 500. 

Although it’s hard to foresee how “beauty will save the world”, 

despite what Dostoysvsky’s Prince Myshkin believed in, it’s 

actually quite easy to explain how the world of beauty, 

especially prestige one, can become a very good investment.  

 

Global market of prestige beauty finds itself occupying a 

sweet spot that marries the best features of consumer 

product companies and that of luxury houses, thus generating 

superior consumer loyalty and bestowing upon market players 

solid pricing power. At the same time, unlike more expensive 

luxury goods, prestige beauty is an affordable luxury that 

tends to be more resilient and less sensitive to economic 

downturns – a characteristics that was named a “lipstick 

index” – as women, who are the biggest spenders on 

cosmetics, tend to substitute lipstick for more expensive 

purchases in the times of economic distress. 

 

In a distant 1946, one of such prestige beauty companies was 

born and it bore the name of its founder – Estée Lauder. As a 

skin care pioneer and an iconic American businesswoman, 

she, being well ahead of her time, created and run one of the 

world’s most innovative and prestigious companies. Over the 

years, with the mantra of “launch at the top, stay at the top”, 

the firm carved out its way to become The General Motors of 

cosmetics – with over 30 different brands, multiple product 

lines and a global business – all powered by the unique ability 

to successfully build and scale smaller brands that would 

eventually turn into $1 bn power houses. 

 

Although skincare remains a holy grail for the company, with 

product offering ranging from hypoallergenic Clinique to 

miraculous La Mer, the firm also has strong roots in Makeup 

category, with iconic MAC cosmetics and Bobby Brown 

Estée Lauder 

Buy Decision 
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In a country, where individual rights and freedoms were long 

fought for, they remain foundationally important. And if a 

company claims to be diverse and inclusive - one should 

expect humane environment at the workplace, but Activision’s 

promise was broken when it prioritized retention of the top 

talent over well-being of the whole team.  

 

Of course, nowadays extra low-cost capital is chasing few 

opportunities and rich gaming start-ups are luring top software 

engineers away from established industry players.  But a 

cohesive and balanced social component remains paramount, 

as evidenced by the highest attrition rates at Ubisoft (12%) and 

Activision Blizzard (16%), which lately had experienced similar 

tensions with their workforce, but significantly lower at 

Electronic Arts (9%), Take-Two Interactive (8%), and Epic 

Games (7%). As those allegations were not properly 

addressed, Blizzard started losing key workers, which led to 

delays of long-awaited Overwatch 2 and Diablo IV. 

 

Activision Blizzard 

Sell decision 

Blizzard’s prioritization of key developers over the broader team 
reflected negatively on the whole company and user engagement for 
its top franchises 

 

After discriminated insiders voiced their concerns, California’s 

Department of Fair Employment and Housing opened an 

investigation over alleged equal pay violations, sex 

discrimination, and sexual harassment. Then in November, a 

labour union has filed a federal complaint with the National 

Labour Relations Board, charging the company with violating 

federal law through coercive rules, actions and statements, as 

well as illegally interrogating its staff. It led to two separate 

walkouts, low CEO approval on Glassdoor, as well as user 

boycotts to stop paying for company’s content. 

 

Additionally, over the course of investigation, internal 

documents showed that company’s CEO Bobby Kotick was 

actually made aware of allegations but failed to properly inform 

his board and tried to avoid taking a decisive action even after 

regulators began probing the incidents. He downplayed it as 

"irresponsible behavior from unaccountable State bureaucrats 

that are driving many of the State’s best businesses out of 

California". That didn’t strike as a well-thought-out response and 

over 15% of employees have signed a petition, asking Kotick to 

leave.  

 

The public grows increasingly aware of the impact even a small 

investment can make, and allocators are increasingly voting to 

help a positive change with their capital. In evidence to that, 

socially conscious ESG investment vehicles (ETFs and ETPs) 

received 49% greater inflows through November, as compared 

to 2020. ESG factor plays an important role in our own and our 

capital providers’ investing process. Therefore, after closely 

monitoring management’s “tone deaf” reaction we finally parted 

with ATVI in mid-September, which proved to be a timely 

decision, as the share price proceeded to decline over 20% 

going forward. 
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Buy decision 

Faced with hardships, some businesses eventually fade into 

history and become case studies of corporate failures. Others, 

however, power through and emerge stronger than ever.  

 

One such company is Nintendo, whose path in the cyclical 

console business has always been rocky. “Doomed since 

1889”, as some jokingly say, referring to the year of 

Company’s founding in Kyoto and its solid track record of both 

highly successful devices and commercial flops.  

 

Following years of despair after the Wii U console failed to live 

up to expectations, Nintendo steadily rose back to glory after 

launch of Nintendo Switch in 2017. The turnaround story is 

well-reflected in the stock price, which nevertheless stumbled 

in the second half of 2021, as Nintendo fell victim to 

challenging post-pandemic year-over-year comparisons.  

 

At that point, the Company began to look more appealing to 

us, as we have been eyeing Nintendo since June 2020. When it 

initially popped up on our radar, the future growth path of the 

Company seemed to be beset with questions like would the 

history of flips and flops repeat itself again and how much 

runway is there left for Nintendo Switch? These were the key 

inquiries that we, at first, struggled to give a definite answer to, 

especially given the pandemic tailwind.  

 

However, as we observed the Company, and following a 

conversation with its representatives, it became increasingly 

clear that foundation for sustainable growth has never been 

stronger for Nintendo. As the gaming market becomes more 

digitalized, hardware is merely a tool needed to establish a 

connection with the customer. Having sold more than 90 

million Switch consoles, Company now stands in front of a 

huge addressable market, where Nintendo can pursue growth 

of software and services - the most lucrative part of the 

business. With over 20% of revenue now coming from digital 

sales, Nintendo’s gross margin of 56% is the highest in 

Company’s history, and there is still plenty of room for further 

digitalization.   

 

While the market frets over chip supply crunch hampering 

consoles sales, the robust demand for Nintendo’s top-quality 

games featuring beloved IP, such as Mario and Pokémon, 

remains underappreciated. Even as the healthcare crisis 

subsided, the Company managed to sell ~94 million software 

titles in April-September of 2021 – a 6% y/y dip, courtesy to 

Animal Crossing: New Horizons, which broke all records last 

year, but still 60.5% above pre-pandemic levels.  

 

Reassured by the healthy state of the Nintendo Switch 

platform and the steps Company has been taking to build 

long-lasting relationships with customers, from growth of 

subscription services to expansion of IP into other forms of 

entertainment, we bought Nintendo in September 2021. 

Durable quality of Nintendo’s business and the stock’s modest 

multiples underpinned the Company’s resilience amid a 

challenging market environment and an attack on pricey 

growth stories, helping Nintendo stay ahead of the benchmark 

by 7%. 

Nintendo 

Nintendo is making the most out of the digital transformation of the 
gaming industry, leveraging the underappreciated power of its IP library. 
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Trying times 

 

As markets in developed countries continued the bull 

run, Asian equities remained on the side lines and 

closed 2021 in red, with MSCI All Country Asia-Pacific 

down by 1.2%.  Spotting the major culprit for the 

underperformance was not a challenging task – China, 

which makes up a large chunk of Asia-focused indices, 

had an eventful year, and not in a good way. Like bullets 

from a gun, a slew of bad news hit Chinese equities one 

after another, from regulatory crackdowns to property 

crisis, to growth slowdown.  

 

The market environment in China echoed throughout 

the rest of Asia, putting more obstacles on an already 

challenging path towards recovery. Expected to grow 

6.5% in 2021, Asia-Pacific’s economic rebound may 

seem robust on surface, but the progress was uneven 

and bumpy, with recurring spikes of COVID-19 

infections and initially slow vaccination pace dragging 

on the economy and limiting equity market gains.  

 

Bearing the brunt of regulatory reforms, Consumer 

Discretionary sector was the heaviest underperformer, 

while scrutiny over digital health platforms and drug 

pricing weighed on Health Care, on top of already 

waning allure for many pandemic beneficiaries in the 

sector. Energy stood out as the largest gainer amid red-

hot demand for oil and gas to fuel economic recovery. 

 

Quality Stronghold 
 

Quality remained resilient during those uneasy times, 

with both our Quality Top Asia Portfolios managing to 

close 2021 in a positive territory, driven by the strong 

Selection tailwind, particularly in Information 

Technology and Healthcare. Given that the latter was 

second worst performing sector in the benchmark in 

2021 (-14.3%), but in our portfolios it generated return 

slightly over 3%, this once again underpins our 

philosophy that true quality company is able to deliver 

more than both, sector and the benchmark, regardless 

of the environment being friendly or not. 

Asia 

In Focus 

Fig.2 Sector allocation of Quality Top Asia Portfolios versus MSCI AC 
Asia Pacific; Source: Thomson Reuters, Hérens Quality AM 
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Growth stocks have been 

outperforming value stocks for each 

consecutive year since 2007. However, 

last year we saw that the throne of 

growth stocks was not that solid 

anymore and typical value industries, 

such as Energy and Financials, 

managed to outperform, although 

growth still succeeded in beating value 

in the end. The reason behind value-

growth rotation, which might become 

Quality as the Winner in Value- Growth Contest? 

Fig.3 Consumer prices, Y/Y change, not seasonally adjusted ; Source: Hérens Quality AM 
 

therefore, continue to deliver excellent 

financial results and grow total 

shareholder return. Given that there are 

many price-taking companies in the 

broader market indices, it is imperative 

Transitory or not? That’s the main 

debate going on around inflation, which 

jumped substantially in the second half 

of 2021 (fig.3), forcing investors to 

anxiously monitor monthly 

announcements of the next batch of the 

related statistical data. In fact, there is 

no point in guessing how fast the 

inflation figures will subside. The key 

focus should be on making sure that 

one has excellent selection of the 

companies in the stock portfolio. In the 

inflationary environment, the ultimate 

winners are those companies that have 

evident economic moat and 

unquestionable competitive position 

offering high value-added products. 

These are the firms, having Quality style 

characteristics, that are able to pass 

cost inflation to their customers and, 

Quality companies as a safe harbour 

during inflationary times 

Outlook – Carousel ahead 

more evident in the future, was that 

Central Banks began tapering bond 

purchases and considering lifting 

interest rates. Higher interest rates 

negatively influence fair values of high 

growth companies and, on top of that, it 

would mean more expensive debt 

servicing, which might hurt fast 

expansion intentions. So, we would 

probably see a seesaw between value 

and growth next year. 

to concentrate on the innovative and 

competitive price-making enterprises to 

earn alpha returns, especially when 

producer and consumer prices are on 

the rise. 

Flee to Value, however, should not 

bother quality investors even if certain 

part of their holdings have a Growth 

style tilt. Quality companies, having 

significant economic moat, excellent 

managerial talent, good cash flow 

generation ability and substantial 

amount of recurring revenue, are 

fundamentally robust and well-

established to stick to their fast 

development plans. 
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Deeper digitalization and workplace revolution reinforced by 

the pandemic was the final step needed to make next wave of 

tech evolution finally possible – adoption of the metaverse. 

What used to be a decade-long dream of fiction writers and 

technologists is now virtually at the arm’s reach. The term 

“metaverse” has literally exploded in the second half of 2021, 

with Facebook even renaming itself into Meta Platforms to 

reflect its commitment to build this virtual world, where people 

can live, work and play. With consumers all over the world 

already being comfortable with usage of VR headsets, creation 

of virtual avatars, spending billions of dollars on digital 

clothing and accessories and purchasing NFTs, the foundation 

for the metaverse is laid. Of course, substantial investments 

are still required to perfect the technologies, but given that big 

players like Microsoft, Roblox, Epic Games among others have 

already committed to the development of their own 

metaverses, this future is already at our doorstep.  

 

Digital space shift is going to be particularly relevant for the 

B2C companies, which have huge marketing budgets, parts of 

which are to be dedicated to the expansion of corporate 

footprint in the metaverse. For instance, Nike and Adidas are 

among the early birds to be present in the metaverse: Nike 

created Nikeland, virtual world designed for Nike fans on 

Roblox, while Adidas has earned $23 million selling its Adidas 

Originals: ‘Into the metaverse’ collection. No doubt metaverse 

will be the next big thing, having huge impact in the corporate 

space. 

Metaverse as a new dimension of development 

Fig.2 Adidas Originals has joined the Bored Ape Yacht Club with our 
first NFT, ape #8774. Image source: Adidas. 
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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. 

Performance overview 

As of: 31.12.2021  
Source: Hérens Quality AM 

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

Quality Composites* 2021 2020 2019 2018 3Y p.a. 5Y p.a.
Annual 

Return

Since 

Inception
Alpha**

Inception 

Date

200.5% -

1/1/2004

1/1/2004

10/1/2014

1/1/2004

224.0% -

307.7% 10.6%

107.3% -

21.4%

10.6%

29.8% 23.5%

25.4%

11.1%

18.7% 12.6%

5.0%

-7.8%

2.7% 4.9%Out-/Underperformance 11.0%

315.0% -

2.5%530.5%

215.5% -

Switzerland (CHF) 14.8%

3.8%SPI (CHF)

30.2%

23.4% 30.6% 18.7% 12.9% 8.2%

8.5% 5.9% 3.0%

25.8% 17.8% 10.8%33.3%

Out-/Underperformance 10.4%

Europe (EUR) 8.4%

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

9.3%

24.9%

5.2%

15.8% 8.9% 7.2% 248.9% -

519.6% -

24.3% 14.8%

2.7% 3.3% 2.2% 260.5% -

29.1% 21.9% 12.8% 780.0% 2.3%

10.2%

26.4% 18.6% 10.7%

Out-/Underperformance 10.1%

472.9% 3.4%36.1%

2.2%-6.4%

30.1%

USA (USD) 28.5%

S&P 500 Gross TR (USD) 18.4%

23.2%

29.6%

TOP 8 (CHF) 16.8%

MSCI World Net TR (CHF) 6.0%

41.9%

25.7%

Out-/Underperformance 10.8% 12.8%16.2%

-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%

6.8%

11.0% 10.8%

7.1% 2.5%


